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SYLLABUS AS PRESCRIBED BY ICAI

PAPER - 4 : TAXATION
(One paper -Three hours -100 Marks)

Objective :
To develop an understanding of the provisions of income -tax law and goods and services
tax law and to acquire the ability to apply such knowledge to make computations and
address application oriented issues.
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(iv)  Capital gains
(v)  Income from other sources

5  Income of other persons  included  in assessee's  total  income
(i)  Clubbing of income : An introduction
(ii)  Transfer of income without transfer of assets
(iii)  Income arising  from revocable transfer  of assets
(iv)  Clubbing of income of income arising to spouse ,minor child and son's wife in

certain  cases
(v)  Conversion  of self -acquired property into  property  into  property of HUF

6  Aggregation of income ;  Set-of f and  carry  forward and set -off  of  losses
(i)  Aggregation  of   income
(ii)  Concept  of  set -off  and  carry  forward  and set -off  of  losses
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(iii)  Specific  deductions  in  respect  of  certain  income
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(v)  Other  deductions

8   Computation of total income and tax liability of individuals
(i)  Income to be considered while computing total income of individuals
(ii)  Procedure for computation of total income and tax liability of individuals

9  Advance tax, tax deduction at source and introduction to tax collection at source
(i)  Introduction
(ii)  Direct  Payment
(iii)  Provisions concerning deduction of tax at source
(iv)  Advance payment of tax
(v)  Interest for defaults in payment of advance tax and deferment of advance tax
(vi)  Tax  collection  at  source - Basic  concept
(vii)  Tax  deduction and collection account number

10.  Provision  for  filling return of income and self -assessment
(i)  Return  of  Income
(ii)  Compulsory  filing  of  return  of  income
(iii)  Fee  and  Interest  for default in furnishing return of income
(iv)  Return  of  loss
(v)  Provisions relating to belated return , revised  return  etc.
(vi)  Permanent account number
(vii)  Persons  authorized to verify return of income
(viii)  Self – assessment

Section  B - INDIRECT TAXES (40 MARKS)
Contents :

1.  Concepts of indirect taxes
(i)  Concept and features of indirect taxes
(ii)  Principal  indirect  taxes

2. Goods and Services Tax (GST ) Laws
(i)  GST  Laws :  An  introduction  including Constitutional aspects
(ii)  Levy  and  collection of CGST  and  IGST

a)  Application of CGST/IGST Law
b)  Concept of supply including composite and mixed supplies
c)   Charge of Tax
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d) Exemption from tax
e)   Composition levy

(iii)   Basic concepts of time and value of supply
(iv)  Input  tax  credit
(v)   Computation  of GST liability
(vi)  Registration
(vii)   Tax  invoice ; Credit  and Debit Notes; Electronic way bill
(viii)   Returns
(ix)     Payments of tax including  reverse charge

Note - If any new legislation (s) is enacted in place of an existing legislation (s), the
syllabus will accordingly include the corresponding provisions of such new legislation(s) in
place of the existing legislation ceases to have effect, the syllabus will accordingly exclude
such legislation with effect from the date to be notified by the institute. Students shall not
be examined with reference to any particular State GST Law.

Consequential / Corresponding amendments made in the provisions of the income -tax
and  Goods and Services Tax laws covered in the  syllabus of this paper which arise out of
the amendment made in the provisions not covered in the syllabus will not form part of the
syllabus. Further, the specific inclusions/exclusions in the various topics covered in the
syllabus will be effected every year by way of Study Guidelines .The specific inclusions
/inclusions may also arise due to additions/deletions every year by the annual Finance Act.
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CHAPTER 1
INTRODUCTION, BASIC CONCEPTS AND

DEFINITIONS UNDER INCOME TAX ACT, 1961

LEARNING OBJECTIVES
 To understand reasons of levying taxes by the Government
 To understand the structure of Income Tax Act, 1961
 To understand the meaning of various terms frequently used in Income Tax Act, 1961 as per

their definitions given in Section 2 of Income Tax Act, 1961
 To understand meaning and scope of terms like  ‘Person’, ‘Assessment Year’ , ‘Previous Year’ ,

‘Income’ , ‘Total Income’ and ‘Assessee’ used in ‘Taxation Parlance’
 To understand meaning and types of companies
 To understand concept of taxability of incomes and applicable tax rates
 To understand applicability of amendments done by Annual Finance Acts

SECTIONS DISCUSSED IN THE CHAPTER
Topic Section

Person Section 2(31)
Total Income Section 2(45)
Income Section 2(24)
Assessment Year Section 2(9)
Assessee Section 2(7)
Previous Year Sections 2(34) and 3
1st Previous Year starts from the date of set up of business or profession Provision to Section 3
Gross Total Income Section 14
Exceptions to Previous Year:
(1) Shipping Business of non-residents
(2) Assessment of persons leaving India
(3) Assessment of AOP or BOI formed for purpose of particular event

(1) (4)  Assessment of persons likely to transfer property to avoid tax
(5) (5)  Discontinued business

Sections 172
Section 174
Section 174A
Section 175
Section 176

Company Section 2(17)
Indian Company Section 2(26)
Foreign Company Section 2(23A)
Company in which public is substantially interested Section 2(18)
India Section 2(25A)
Domestic Company Section 2(22A)

INTRODUCTION
This chapter will lay foundation for understanding of the subject of Income Tax. This chapter
covers understanding of all basic concepts which are relevant before learning computation of total
income and tax liability.  This chapter covers various definitions such as Assessment Year (AY),
Previous Year (PY), Assessee and Total Income.
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WHY ARE TAXES LEVIED AND WHAT ALL TYPE OF TAXES
ARE LEVIED ?
Government requires funds:
 For development of nation
 For providing infrastructure facilities in India
 For preservation of natural resources
 For defense of nation and for meeting contingencies

For the above mentioned purposes, the government can collect funds from:
 Sale of natural resources available in the country, like sale of petroleum etc.
 Imposing taxes on the income, wealth, goods and services

All taxes can be divided into two parts:
 DIRECT TAXES:  Tax levied by government on the income and wealth received by households

and businesses.
 INDIRECT TAXES: Tax levied by government on goods and services which are passed on to

ultimate consumer.

The Constitution of India gives power to the Central and State Governments to levy taxes on
different types of transactions.

Some of the taxes charged by the State Government are:
 On sale of goods within the state, State Government has power to levy tax called Sales Tax or

Value Added Tax (VAT).
 State Government charges Entertainment Tax on the entertainment events organized in the

state like screening of a movie in a theater.

Some of the taxes charged by the Central Government are:
 Income Tax on the incomes earned
 Service Tax on the services provided to some other person

Under the Constitution of India, Central Government has been empowered by Entry 82 of the
Union List to levy and collect Income Tax (apart from tax on agriculture income). In 1961, an Act
was passed by the Parliament of India called ‘The Income Tax Act 1961’. This act is amended
annually by introduction of the Finance Bill by Finance Minister of India.  This, when passed by
both Houses of Parliament and signed by the President of India, becomes the Finance Act.

The law governing such tax, its levy and its collection:
 Is specified in Act called ‘Income Tax Act 1961’
 Is implemented according to the rules laid down in the ‘Income Tax Rules 1962’
 Is administered through circulars issued by the highest authority of Income Tax ‘Central Board of

Direct Taxes ‘
 Is interpreted by the judgment of cases, which are heard and decided by the ‘Supreme Court’ or

the ‘High Court’.
Therefore, we can say that the components of Income Tax law are:
 Income Tax Act 1961
 Annual Finance Acts
 Income Tax Rules 1962
 Circulars and Notifications
 Legal Decisions of Courts
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HOW HAS INCOME TAX ACT, 1961 BEEN STRUCTURED ?
 Income Tax Act 1961 has been divided into Chapters I to XXIII and has XIV schedules
 Each Chapter has been further divided into Sections. (There are total of 298 Sections)
 Each Section deals with a specific provision and is further divided into sub-Sections, clauses and

sub-clauses that further clarify the provisions discussed in the Section.
 Provision, sub-Sections,  clauses and sub-clauses have explanations, which further simplify any

word used in the Section or any point mentioned in the Section
 Provision, sub-Sections, clauses and sub-clauses further have Provisos, which indicate an

exception or a pre-condition which needs to be satisfied for application of Section
 Further definitions are given which give a precise meaning to the term used in Act. Definitions

are of two types:

A) Inclusive Definitions: These definitions always start with the word ‘Includes’.  These
definitions can be expanded by the courts to include anything which is not specifically
mentioned in the law by the law maker.  However, only that definition can be included which
has a meaning similar to what has been specifically mentioned in the law by the law maker.

Illustration 1: ‘Rent’ has not been mentioned in the definition of “Income” but it can be
included in the definition of “Income” because it comes from the definite sources as in the
case of Other Incomes which have been mentioned in the definition.

B) Exhaustive Definitions: These definitions always start with the word ‘Means’.   These
definitions cannot be expanded by the courts to include anything which is not specifically
mentioned in the law by the law maker.  Thus, these types of definitions are complete and
exhaustive in nature.

Illustration 2: The definition of India is an exhaustive definition.

ARRANGEMENT OF SECTIONS AND STRUCTURE OF INCOME
TAX ACT, 1961 RELATED TO SYLLABUS OF IPCE

CHAPTER OF
INCOME TAX ACT

TOPICS COVERED SECTIONS COVERED

Chapter I
Preliminary

Short title, extent and commencement Section 1
Definitions Section 2
Definition of previous year Section 3

Chapter II
Basis of charge

Charge of Income tax Section 4
Scope of total income Section 5
Determination of residential status Section 6
Determination of nature of incomes Section 7  to Section 9

Chapter III
Incomes which do not
form part of total
income

Exempted incomes Section 10
Newly established units in SEZ area Section 10AA
Provisions related to Trusts and Political
Parties

Section 11 to Sec 13B

Chapter IV Heads of Income Section 14
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Computation of Total
Income

A) Salaries Section 15 – Section 17
B) Interest on securities Section 18 – Section 21

Omitted WEF 1/4/1989
C) Income from House Property Section 22 to Sec 27
D)Profits and Gains of Business and

Profession
Section 28 to Sec 44DB

E) Capital Gains Section 45 to Sec 55A
F) Income from other sources Section 56 to Sec 59

Chapter V
Income of other
persons included in
assessee’s total
income

Clubbing of incomes Section 60 to Sec 65

Chapter VI
Aggregation of Income
and set off or carry
forward of loss

Aggregation of Income Section 66 to Sec 69D
Set off of losses or carry forward and set off of
losses

Section 70 to Sec 80

Chapter VI-A
Deduction to be made
in computing total
income

A) General sections Section 80A to Sec 80B
B) Deductions in respect of certain payments Section 80C to Sec 80GGC
C) Deductions in respect of certain Incomes Section 80H to Sec 80TT
CA)  Deduction in respect of other incomes Section 80TTA
D) Other deductions Section 80U

Chapter VI-B OMITTED

Chapter VII Not in syllabus

Chapter VIII
Rebates and Reliefs

A) Rebate of Income tax in case of certain
Individuals

B) Relief of Income tax when salary is paid in
arrear or in advance

Section 87A

Section 89

Chapter – XIV
Assessment Procedure

Filing of ITR Section 139 to Section
140A and Section 145

Chapter – XVII
Collection and recovery
of tax

A) General Section 190 to Section 191
B) TDS Section 192 to Section

206AA
BB) TCS Not in syllabus
C) Advance payment of tax Section 207 to 211
D) Collection and recovery Not in syllabus
E) Provisional assessment Not in syllabus
F) Interest payable to government Section 234A to section

234C
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APPLICABILITY OF INCOME TAX ACT , 1961

APPLICABILITY : SECTION 1
Income Tax Act, 1961 is applicable to whole of India and became applicable from 1/4/1962.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS

1/4/1962 refers to the Assessment Year 1962-1963 ie Previous Year 1961-1962

DEFINITIONS UNDER INCOME TAX ACT, 1961
 Under the Income Tax Act, 1961 definitions are generally given in Section 2.   However, in some

cases definitions are also given in some other Sections.
 Definitions which are given in Section 2 are applicable to whole Act, but definitions which are

given in some other Sections will be applicable to a particular Chapter in which such Section is
covered.

Illustration 3: The word ‘Relative’ has been defined in Section 2(41) and Section 56.  ‘Relative’ as
defined in Section 2 will apply to whole of Income Tax Act,1961.  ‘Relative’ as defined in Section 56
will apply only to the chapter of Income from Other Sources because Section 56 comes under that
chapter.

CHARGING SECTION OF INCOME TAX : SECTION 4

In India, Income Tax is payable by every Person on his Total Income (calculated depending upon
his Residential Status) which is earned during Previous Year at the rate of tax applicable for the
relevant Assessment Year.

Some technical words like India, Income, Person, Total Income, Previous Year and
Assessment Year which have been given in above paragraph have been defined under section 2
which is as follows.

INDIA : SECTION 2(25A) : India means the
 territory of India as referred in Article 1 of the Constitution of India
 its territorial waters
 seabed and subsoil underlying such waters
 continental shelf and
 the air space above its territory and territorial waters
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PERSON: SECTION 2(31) : Person includes:
Type of person Explanation

Individual
Individual means a natural person i.e. a human being.   It includes males and
females, even minors and individuals with un-sound mind and are included
in the term of Individuals.
As per Section 161(1), in case of minors and individuals of un-sound mind,
assessment shall be made on the guardians or managers of such individual.
In the event of death of an individual, assessment shall be made on the legal
representatives.

Hindu
Undivided
Family (HUF)

HUF has not been defined in Income Tax Act.  HUF is neither a creation of
law nor of a contract but its membership arises from birth.  Head of the
family is the head of HUF and is called ‘Karta’.   HUF consists of all males
lineally descended from a common ancestor, their wives, unmarried
daughters and daughters-in-law.

TERRITORIAL
WATERS OF INDIA

THE LAND OF INDIA
WHICH HAS BEEN
SUBMERGED INTO
THE SEA DUE TO
RISE IN SEA LEVEL
IS CALLED
CONTINENTAL
SHELF OF INDIA
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Company For the purposes of Income Tax Act, Company has a very wide meaning as
compared to what has been defined under the Company Law.  The definition
has been discussed later in the chapter.

Firm Section 4 of Indian Partnership Act, 1932 defines partnership as ‘relationship
between persons who have agreed to share profits of the business carried
on by all or any one of them on behalf of all’. Persons who have entered into
partnership are individually called partners and collectively known as Firm.

SECTION 2(23) Definition of Firm and Partner:
(i) ‘Firm’ shall have the meaning assigned to it in the Indian Partnership Act,

1932, and shall include, a limited liability partnership as defined in the
Limited Liability Partnership Act, 2008

(ii) ‘Partner’ shall have the meaning assigned to it in the Indian Partnership
Act, 1932, and shall include, - (a) any person who, being a minor, has
been admitted to the benefits of partnership: and (b) a partner of a limited
liability partnership as defined in the Limited Liability Partnership Act,
2008;

(iii)‘Partnership shall have the meaning assigned to it in the Indian
Partnership Act, 1932’, and shall include a limited liability partnership as
defined in the Limited Liability Partnership Act, 2008.
Thus, a ‘limited liability partnership’ and a ‘general partnership’ will be
accorded the same tax treatment.

Association of
Persons (AOP)
and Body of
Individuals
(BOI)

The terms AOP and BOI have not been defined in the Act.

Association of Persons (AOP) : An AOP means two or more persons who
come together with the purpose of earning income. Where two or more
persons join hands to carry on a business but do not constitute, a
partnership, they may be assessed as an AOP.
CASE LAW            CIT  V Indira Balkrishnan [1960] 39 ITR 546 (SC)
The Hon’ble Supreme Court defined an AOP as to mean two or more
persons joining in for a common purpose or for common action with an
object to produce income or profits.

Body of Individuals (BOI) : A BOI means a group of individuals who carry
on some activity with the objective of earning some income.  It consists of
only individuals.   Entities such as companies, firms cannot be the members
of BOI.
CASE LAW           Meera & Co V CIT [1997] 091 Taxman 219 SC
The Hon’ble Supreme Court decided that there is a common will and desire
among the members of AOP and they voluntarily join together to carry on
some income producing activity.  But in case of BOI, such common will is
missing and BOI is formed by operation of law.

Local Authority The term Local Authority means a municipality, district board, gram
panchayat, municipal corporation or any other body, which has the control
and management of funds of government.

Artificial
Juridical
Person

The seventh category is a residual category and includes all sorts of artificial
juridical bodies not covered under the above six categories.  It covers not
only Hindu deities but all other artificial persons with a juridical personality.
Thus, the definition of Person is an inclusive definition and not an exhaustive
definition.
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NOTE: The above classifications are done according to their legal status. This legal status is
needed to fix the tax liability as different rates of taxes are prescribed for different persons.

Illustration 4: Classification of following persons into various categories:
1) Mr. J shall be regarded as an Individual
2) J. Ltd shall be regarded as a Company
3) Joint family of Mr. J, Mrs. J, their one son and one daughter shall be regarded as HUF
4) M/S JPS shall be regarded a partnership firm with three partners named Mr. J, Mr. P, and Mr. S
5) Rainbow Housing Co-operative Society shall be regarded as AOP
6) Bar Council of a Court shall be regarded as AOP
7) Mr. A and Mr. B are the sons of Mr. J. After the death of Mr. J, his two sons are carrying on his

business without entering into a partnership. This relationship between Mr. A and Mr. B shall be
regarded as AOP/BOI

8) Delhi University shall be regarded as artificial juridical person
9) ICAI or LIC of India are statutory corporations and shall be assessed as a Company.

Concept of Hindu Undivided Family (HUF) : HUF has not been defined in the Income Tax Act.
HUF is neither a creation of law nor of a contract but its membership arises from birth.   Head of
the family is the head of HUF and is called ‘Karta’. HUF consists of all males lineally descended
from a common ancestor, their wives, unmarried daughters and daughters-in law.   A daughter is a
member till her marriage and on getting married she ceases to be a member of her father’s family
and becomes a member of the family of her husband as daughter-in-law.

Hindu Undivided Family consists of members, male and female, adult and minor.   Some of the
members of the family are called coparceners and they are generally males from the family.
Coparceners must be the member of the family but a member of the family need not be the
coparceners. As the family consists of females also, they are members of the family but they
cannot be the coparceners.

Simply stated, a coparcener is that member of the HUF who acquires, by birth, an interest in the
joint property of the family, whether inherited or otherwise acquired by the family.  The members
who are not coparceners have no right to claim partition, although when the partition takes place, a
mother or a widow of the Karta takes the equal share to that of the sons. It is necessary, on
partition, to provide for the maintenance and marriage of the unmarried daughter.

INCOME: SECTION 2(24) : Income includes:
(1) Profits and gains
(2) Dividend
(3) Voluntary contributions received by a trust
(4) Value of any perquisites or profits in lieu of salary received by employee
(5) Any allowance or benefit granted to employee to meet official expenses
(6) The following sums are chargeable to tax under the head of business Income:

(a) Compensation money
(b) Income derived by a trade, professional or similar association for specific services

performed for its members
(c) Value of any benefit or perquisite arising from business or the exercise of profession
(d) Any interest, salary, bonus, commission or remuneration received by a partner of a firm

from such firm
(7) Any capital gains chargeable under Section 45
(8) Any winning from lotteries, crossword puzzles, races including horse races, card games and

other games of any sort or from
(9) Amount received under key man insurance policy
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(10) Any sum of money or value of property referred to in Section 56(2) : Gifts received
(11) Donations received by an Electoral Trust shall be regarded as income of the Electoral Trust
(12) Any consideration received for the issue of shares as exceeds the fair market value of shares
(13) Any sum of money received as an advance or otherwise in the course of negotiations for the

transfer of capital asset if such sum is forfeited and negotiations do not result in a transfer of
such capital asset.

(14) Assistance in the form of a
 subsidy or
 grant or
 cash incentive or
 duty drawback or
 waiver or
 concession or
 reimbursement (by whatever name called)

by the
 Central Government or
 a State Government or
 any authority or
 body or agency

in cash or kind to the assesse.

However
 If subsidy or grant or reimbursement which is reduced from actual cost of the asset under

section 43 shall not be regarded as income.
 Subsidy or Grant by the Central Government for the purpose of the corpus of a trust or

institution established by the Central Government or State Government, as the case may
be, shall also not form part of income.

Illustration 5 :
1) J Ltd. gets a subsidy on 1/12/2017 from the Delhi Government to set up a fertilizer plant.

Subsidy is not given for assisting it in carrying out the business operations but the object of
subsidy is to encourage setting up of industry. This subsidy is a capital receipt but it is
chargeable to tax under section 2(24).

2) Subsidy received by J Ltd., a manufacturing company, from the Central Government to acquire
plant and machinery is not covered by the above provision as the amount of subsidy is
deducted from the “actual cost” for the purpose of claiming depreciation.

3) J Ltd. takes a loan of `85 crores from the Delhi Development Authority to develop infrastructure
to setup an industry. In the PY 2017-2018 i.e. AY 2018-2019, J Ltd. gets a waiver of `25 crores
(out of total loan of `85 crores) from the Delhi Development Authority. Waiver obtained by J
Ltd. is taxable under the aforesaid provisions of section 2(24).

4) J Ltd. takes a loan of `5 crores from Punjab National Bank (PNB). The loan is taken to
purchase land to set up an industrial undertaking in Delhi. In the PY 2017-2018 i.e. AY 2018-
2019, J Ltd. gets a waiver of `1 crores from PNB as the project becomes financially non-viable.
The waiver of `1 crores is not taxable under section 2(24) as it is not given by Central
Government / State Government / local authority / body / agency.

5) LPG subsidy received by consumers of LPG (directly in their bank account on the basis of
Aadhar Card) or any other welfare subsidy received by individuals are not covered under
section 2(24).

6) Scholarship or reimbursement received by a student from a university or from a charitable
organization, is not covered under section 2(24).

AMENDMENT FROM
AY 2018-2019
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GROSS TOTAL INCOME: SECTION 14 : Gross Total income means the aggregate of
incomes under all the five heads of income.

Income from salary
+ Income from house property
+ Income from Business and Profession
+ Income from Capital Gains
+ Income from Other Sources

Gross Total Income _____

TOTAL INCOME:  SECTION 2(45) : Total Income means total amount of income
computed by deduction/deductions from gross total income.  In other words, from the gross total
income certain deductions under Section 80C to 80U are allowed and the balance income, after
the deductions, is known as Total Income.

ROUNDING OFF OF TOTAL INCOME:  SECTION 288A : The amount of total
income shall be rounded off to nearest of `10.

Illustration 5: Calculate total income of Mr. J for PY 2017-2018 i.e. AY 2018-2019
Salary income `10,000 pm
Business profits `3,00,234 pa
House Property income `2,40,000 pa
Lottery income `1,00,000
Deposit in the PPF account maintained with post office `50,000 pa

Calculation of Total Income of Mr. J for the PY 2017-2018 i.e. AY 2018-2019
Income under the head Salary ` 1,20,000
Income under the head House Property ` 2,40,000
Income under the head Business and Profession ` 3,00,234
Income under the head Capital Gains ` NIL
Income under the head Other Sources ` 1,00,000
Gross Total Income ` 7,60,234
LESS: Deduction: Section 80C ` 50,000
Total Income ` 7,10,234
Total Income rounded off under Section 288A ` 7,10,230

CONCEPT OF INCOME
Income has been defined under Section 2(24).  The definition of Income is inclusive and not
exhaustive. Thus, apart from the items mentioned in definition, there are some more, which will fall
under this category. To understand what all are the items covered and what is the basis of that, the
following discussion is necessary.
Periodical return
having regularity
from a definite
source

Income generally comes in as periodical produce of one’s work, business,
lends or investments.  Thus, income has been compared with the fruit of a
tree or a crop of a field.  However, few incomes which are not regular are
also considered as income and are taxed such as lottery income, gambling
income etc.

Illegal income Income from legal or illegal activities is taxed.  Thus, income from activities
such as smuggling, black marketing etc. is taxed.
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Cash or kind Any income received as cash or in kind is taxable.  Thus, one may receive
fees in cash or may receive a car as gift.   Both are taxed.

Receipt V accrual Income may accrue to any person without actual receipt of such income such
as interest in Provident Fund Account or NSC scheme of post office.   Such
income if taxed on the accrual basis shall not be again taxed when it is
received.

Lump sum receipt Income will be taxed irrespective of the fact whether the income is received
as installments or as lump sum.   Thus Bonus received, as lump sum, is
always fully taxable.

Same receipt can
not be taxed
twice

It is a fundamental rule of law of taxation that same income cannot be taxed
twice.

Income should be
real and not
fictional

A person cannot make profit by trading by himself. Likewise income shall not
arise on the transfer between head office and branch.  Similarly income does
not arise on account of revaluation of asset.

Source of income
need not exist in
the current
previous year

If there is an income in any one previous year, then such income shall
always be taxed in the assessment year, whether or not the source of such
income exists in the assessment year.

Diversion of
income and
Application of
income

Whereby an obligation, income is diverted before it reaches the assessee,
then it is known as diversion of income and is not taxable.   But where an
income is used to discharge an obligation after income reaches the
assessee, then it is called application of money and as such it is taxable in
hands of assessee.

DIVERSION OF INCOME APPLICATION OF INCOME
By virtue of an obligation, the income is diverted
at source before it reaches the assessee

The discharge of obligation takes place after the
income reaches the assessee

Obligation is on the source of income Obligation is on the receipt of income
The income is not included in the income of the
assessee

Income is included in the income of the
assessee

Income can not be said to have been accrued
or arisen

Income is said to have been accrued or arisen
and therefore, is taxable in the hands of the
assessee.

Revenue income and Capital income : Any receipt of money can either be categorized as
revenue or capital. Revenue receipts are always fully taxable unless specific exemption has been
provided for them.  Capital receipts are never taxable.  That is why amount received from
insurance company at the time of maturity is not taxed u/s 10(10D). Similarly, loan taken is also
not taxed.  However, some of the capital receipts are taxable since they have been specifically
provided in the definition of “Income” such as tax on Capital Gains on sale of Capital Asset.

CAPITAL RECEIPT REVENUE RECEIPT
Capital receipt is generally referable to fixed
capital.  For example, Sale price on the sale of
assets, which assessee uses as a fixed asset in
his business is a capital receipt

Revenue receipt refers to circulating capital. For
example, Sale price of the stock in trade is a
revenue receipt

Payment received towards the compensation for
the extinction of a profit earning source is a
capital receipt

Payment received to compensate loss of
earnings is a revenue receipt



CHAPTER 1 INTRODUCTION AND BASIC CONCEPTS OF TAX
14

A receipt in lieu of source of income is a capital
receipt. For example, Compensation for the loss
of employment is a capital receipt.

A receipt in lieu of income is a revenue receipt

Capital receipts are exempt from tax unless they
are expressively taxable like in the case of
capital gains

Revenue receipts are always taxable unless
expressly exempt from tax under Section 10

ASSESSMENT: SECTION 2(8) : Assessment means a procedure by which an income of
an assessee is determined by the Assessing Officer.  It may be by way of normal assessment or by
way of re-assessment of an income previously assessed.

ASSESSEE : SECTION 2(7) : Assessee means any person by whom any Tax or any
other sum of money is payable under this Act and includes:
(a) Every person in respect of whom any proceeding under this Act has been taken for the

assessment of:
i. His own income or
ii. Of the income of any other person for which he is liable or

iii. The loss sustained by him or by such other person
(b) Every person who is deemed to be an assessee under any provision of this Act.

(Representative assessee)
(c) Every person who is deemed to be an assessee in default under any provision of this Act.

Illustration 6: Various illustrations for assessee can be as follows:
(A) Mr. J has earned business profits of `7,50,000 for the PY 2017-2018 i.e. AY 2018-2019. He

has to pay tax of ` 77,250. In this case Mr. J will be known as an assessee.
(B) In (A) above, Mr. J has an employee to whom he has paid salary income of `2,80,000 pa. Mr.

J is supposed to do TDS but due to ignorance of law he does not do TDS. In this case, Mr. J
will be known as an assessee in default.

(C) In (A) above Mr. J has paid his taxes properly but has not filed his return of income. In this
case, he may be liable to pay penalty under Section 271F, and therefore he shall be known as
assessee.

(D) Mr. J has incurred business losses of `50,000 for the PY 2017-2018 i.e. AY 2018-2019. He is
not required to pay taxes. But still he files Income Tax Return so that he can carry forward
those losses. In this case, Mr. J will be known as an assessee.

(E) Mr. J has earned income less than `2,50,000 for the PY 2017-2018 i.e. AY 2018-2019. He
does not file his Incomer Tax Return. Income Tax Department does not take any action against
him. He shall not be regarded as an assessee.

(F) Mr. X has a minor son Y.  Y earns bank interest income. This is income of Y but Mr. X will be
liable to pay tax on this income. So Mr. X is deemed assessee in this case.

(G) Representative assessee in deemed to be an assessee u/s 160(2)
(H) Any person who has not done TDS or has done TDS but has not deposited it the central

government is regarded as an assessee in default u/s 201(1)
(I) If person liable to pay advance tax does not pay advance tax then he is regarded as an

assessee in default u/s 218

Illustration 7: A single letter of enquiry was issued by the Income Tax Department to Mr. Shoumik
of Pune. In this letter there was no specific mention of any provision of the Income Tax Act. Can
Mr. Shoumik be treated as an ‘assessee’ under the Income Tax Act? [CA.NOV.1998: 6 MARKS]
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Solution: As per the definition of the term “assessee” any person, in respect of whom any
proceeding is initiated under the Income Tax Act for assessment, shall be treated as an assessee.
In this case, it is informed that a single letter is issued. The letter is issued only to conduct some
enquiry. As there is no mention of any provision of the Income Tax Act,  it may not be construed as
part of a proceeding under the Income Tax Act. Therefore, Mr. Shoumik cannot be treated as an
assessee on the basis of issuance of the letter.

PREVIOUS YEAR: SECTION 2(34) : Previous year means the year as defined in
Section 3 and as per Section 3, previous year means the financial year immediately preceding the
assessment year.

ASSESSMENT YEAR:  SECTION 2(9): Assessment Year (AY) means the period of 12
months commencing on the 1st date of April every year.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
(a) A financial year is the period of 12 months starting from 1st April till 31st

March of the following year.
(b) This is also the accounting year for the Government of India.
(c) The income earned in one financial year is taxable in the next financial year.
(d) The financial year in which income is earned is called Previous Year
(e) And the financial year in which tax is computed is called Assessment Year.
(f) With effect from (w.e.f.) AY 1989-1990 the previous year has been made

uniform for all persons and is followed in respect of all types of income.
(g) One financial year plays a dual role. It can be a previous year as well as the

assessment year. In one year, it is assessment year and then, it will become
previous year in the next year.

Illustration 8: If the Previous Year (PY) is 2016-2017, then the Assessment Year (AY) shall be
2017-2018. If the PY is 2017-2018, then the AY is 2018-2019.

Illustration 9: If the financial year is 2017-2018, then it can be previous year as well as an
assessment year. If the PY is 2017-2018, then the AY is 2018-2019 and if 2017-2018 is the AY,
then the PY is 2016-2017.

PREVIOUS YEAR CAN BE A PERIOD OF LESS THAN 12 MONTHS:
PROVISO TO SECTION 3
This Section states that
(a) in case of a newly set up business or
(b) in case of a newly set up profession or
(c) in case of a new source of income coming into existence in any particular financial year
Then first Previous Year will begin from the date of such newly set up business or profession or a
new source of income coming into existence and ends with the end of such financial year.

Illustration 10: Mr. J starts the business of cloth on 15/12/2017. In this case, his first previous
year will be from 15/12/2017 to 31/3/2018 and his first AY will be AY 2018-2019. However, his
subsequent PY will start from 1/4/2017 till 31/3/2018 and so on.

Illustration 11: Mr. J is working in ABC Ltd, getting salary income of `1,50,000 per annum.  Mr. J
starts the business of cloth on 15/12/2017. In this case, he will have two different PY for his two
different incomes. For his salary income, his PY shall be from 1/4/2017 till 31/3/2018 but for his
business income, his previous year will be from 15/12/2017 to 31/3/2018. However, for the tax
purposes both of the incomes shall be aggregated and tax shall be imposed in the AY 2018-2019.
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INCOME EARNED IN A PREVIOUS YEAR IS ASSESSABLE IN
THE ASSESSMENT YEAR FOLLOWING THE PREVIOUS YEAR.
WHAT ARE THE EXCEPTIONS TO THIS PROPOSITION?

Income earned in a financial year is not assessed in that financial year but in the following financial
year. To this general rule, the following are the exceptions:

SHIPPING BUSINESS OF NON-RESIDENTS:  SECTION 172
(a) A non-resident, who is carrying on a shipping business and earns income from carrying

passengers /livestock/ goods from a port in India, will be charged income tax before the ship is
allowed to leave the Indian port.

(b) The master of the ship is under an obligation to pay tax and thereafter shall file the Return of
Income before the departure of the ship. If the Assessing Officer is satisfied that it is difficult to
file Income Tax Return before the departure of the ship then he may allow the return to be
submitted within 30 days of departure if Income Tax has been paid or the satisfactory
arrangements have been made for the payment of taxes.

(c) Unless taxes have been paid or satisfactory arrangements have been made for the payment of
taxes, ship shall not be allowed to leave Indian port by the custom officers.

(d) As per Section 44B: 7.5% of the amount of fare and freight shall be deemed to be income of
such assessee on which the Income Tax will be charged at the rate applicable for the foreign
company. Therefore, in this case, the tax is chargeable on the income in the same year in
which it is earned.

(e) The assessment orders under this Section have to be passed within nine months from the end
of the financial year in which aforesaid return was furnished.

Illustration 12: J Ltd. is a foreign company which is non-resident in India. It is operating ships. One
of the ships had come to India and wants to leave Indian port on 25/12/2017. The company has
collected total fare and freight of `15 Lakh.  Discuss its tax implications and how tax has to be paid.

Solution: As per Section 44B, 7.5% of `15,00,000 i.e. `1,12,500 shall be the deemed income of J
Ltd. On this amount, it shall be liable to pay tax. The Captain of the ship has to pay the amount of
tax before the ship has to leave Indian port and has to file the Income Tax Return thereof.

ASSESSMENT OF PERSONS LEAVING INDIA: SECTION 174
a) When it appears to the assessing officer that any individual may leave India during the current

year and that he has no permanent intention of returning to India, the total income of such
individual till the date of probable departure from India, shall be chargeable to tax in the same
year itself at the rates prevalent in that year.

b) The total income of each completed previous year or part of any previous year included in such
period before departure shall be chargeable to tax at the rates in force in that particular year.

c) For the purpose of making an assessment, the Assessing Officer may serve a notice upon such
individual requiring him to furnish return of income in the period specified in notice. This period
cannot be less than seven days.  In return of income, he shall disclose his total income for
completed previous year and his estimated total income for any part of the previous year before
the date of his departure.

Illustration 13: Mr. J. a foreign citizen is resident in India since 2001. While completing
assessment for the PY 2017-2018 i.e. AY 2018-2019, on 5/3/2019, the Assessing Officer comes to
know that Mr. J. will leave India on 20/3/2019 with no intention of returning back. In this case, the
Assessing Officer will make two assessments in the AY 2018-2019:
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a) Assessment for the income of PY 2017-2018, and
b) Assessment for the income of period 1/4/2018 to 20/3/2019
For making the first assessment, the rates shall be as applicable for AY 2018-2019 and for second
assessment the rates shall be as applicable for the AY 2018-2019.

ASSESSMENT OF AOP/BOI FORMED FOR A PARTICULAR EVENT :
SECTION 174A
Where it appears to the Assessing Officer (AO) that any AOP/BOI or artificial juridical person is
formed for a particular event and is likely to be dissolved in the year in which such organization
was formed, or immediately after such year, then the total income of that person up to the date of
dissolution shall be chargeable to tax in the same year at the rates prevalent in that year.

Illustration 14: Mr. J and Mr. D form an Association of Person on 10/6/2016 to fulfill the contract
given by DMRC Ltd.  The contract has to be completed by 10/6/2017 and on the same date this
association shall be dissolved. AOP has filed its return of income for the PY 2016-2017 i.e. AY
2017-2018.  While doing the assessment on 4/4/2017 the Assessing Officer comes to know about
the date of dissolution.  Now, Assessing Officer will do two different assessments.  One for the
period 10/6/2016 till 31/3/2017.  For this period rate of tax shall be the rate applicable for the AY
2017-2018. The second assessment shall be done for the period from 1/4/2017 till 10/6/2017. For
this period, rate of tax shall be the rate applicable for the AY 2017-2018.

ASSESSMENT OF PERSONS LIKELY TO TRANSFER PROPERTY TO
AVOID TAX : SECTION 175
Where it appears to the Assessing Officer during the current year that any person is likely to
charge, sell, transfer any of his assets with a view to avoid the payment of tax, then the total
income of such person shall be chargeable to tax in the same year and the rate of tax will be the
rate prevalent in the current year.

Illustration 15 : On 19/12/2017 Assessing Officer comes to know that J Ltd. is likely to dispose of
a house property during January 2018 with a view to avoiding payment of income-tax. A notice is
issued by the Assessing Officer on 28/12/2017 under section 175 to submit return of income of the
period commencing on 1/4/2017 to 28/12/2017. In this case, income from 1/4/2017 to 28/12/2017
is chargeable to tax in the AY 2017-2018.

DISCONTINUED BUSINESS : SECTION 176
Where any business or profession is discontinued in any assessment year, the income of the
period from the expiry of the previous year up to the date of discontinuance may be charged to tax
in the current year at the rates prevalent in that year.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Above mentioned discretion can be followed by Assessing Officer only under
Section 176 and not under any other section which are discussed as above.  In
the other sections, it is mandatory to impose tax in the previous year itself.

Illustration 16: Mr. J has discontinued his cloth business on 31/12/2017. The
Assessing Officer, at his discretion, can tax the income earned from 1/4/2017 till
31/12/2017 in the PY 2017-2018 i.e. AY 2018-2019 at the rate of tax applicable
for AY 2017-2018 or wait for the AY 2018-2019 to start, then do the assessment
by using the rate of taxes applicable for the AY 2018-2019.
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PREVIOUS YEAR AND TAXABILITY IN SOME SPECIAL CASES

CASH CREDITS : SECTION 68 : If any amount is credited in the books of the assessee
and he offers no explanation or offers unsatisfactory explanation about the nature and source of
such amount, then the sum so credited may be charged to tax as the income of the PY in which
such sum is found credited in the books.

UNEXPLAINED INVESTMENTS : SECTION 69 : If an assessee has made
investments, which are not recorded in the books of accounts, and the assessee offers no
explanation or offers unsatisfactory explanation about the nature and source of the investments,
then the value of investments may be deemed to be the income of such previous year in which
investments are made.

UNEXPLAINED MONEY : SECTION 69A : If an assessee is found to be the owner of
any money, bullion, jewellery or other valuable articles which are not recorded in the books of
accounts, and the assessee offers no explanation or offers unsatisfactory explanation about the
nature and source of acquisition of such assets, then the money and the value of the bullion,
jewellery or other valuable article may be deemed to be the income of the assessee of such
previous year in which he is found the owner.

AMOUNT OF INVESTMENTS ETC. NOT FULLY DISCLOSED IN BOOKS :
SECTION 69B : If an assessee has made investments or is found to be the owner of any
bullion, jewellery or other valuable articles which are not fully disclosed in the books of accounts
maintained by him and the assessee offers no explanation or offers unsatisfactory explanation,
then the excess amount may be deemed to be the income of the assessee for the previous year
when he is found to be owner.

UNEXPLAINED EXPENDITURE : SECTION 69C : If an assessee has incurred any
expenditure (e.g., marriage/party) and he offers no explanation or offers unsatisfactory explanation
about the source of such expenditure, then the amount of such expenditure may be deemed to be
the income of the assessee of previous year in which such expenditure has been incurred.

AMOUNT BORROWED OR REPAID ON HUNDI : SECTION 69D : Where any
amount is borrowed or repaid to any person, otherwise than through an account payee cheque, the
amount so borrowed or repaid shall be deemed to be the income of the person borrowing or
repaying the amount.  Such income shall be charged to tax in the previous year in which the
amount was borrowed or repaid, as the case may be.

CONCEPT, DEFINITION AND CLASSES OF COMPANIES

COMPANY : SECTION 2(17) : Company Means:
(a) any Indian company,  or
(b) body corporate incorporated outside India under the laws of that country i.e. a foreign

company, or
(c) any institution which was assessed as company before 1/4/70, or
(d) any institution whether incorporated or not and whether Indian or not which has been declared

to be company by CBDT
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DOMESTIC COMPANY : SECTION 2(22A) : Domestic Company means an Indian
company or other company which has made prescribed arrangements for the declaration and
payment of dividends within India. This payment, however, should be out of that income which is
chargeable to tax in India.  As per Rule 27, the prescribed arrangements are:
(a) The share register of the company for all its shareholders must be kept and maintained at its

principal place of business in India.
(b) The general meeting for passing of the accounts for the PY and declarations of dividends shall

be held at any place within India.
(c) Dividends declared in India shall be payable within India.

FOREIGN COMPANY: SECTION 2(23A) : Foreign company means company which is
not a domestic company.

INDIAN COMPANY : SECTION 2(26) : Two conditions should be satisfied so that a
company can be regarded as an Indian company:
a) the company should have been formed and registered in India and
b) the registered office of the company should be in India.

The expression ‘Indian Company’ also includes:
(i) A corporation established by or under a Central, State or Provincial Act (like Financial

Corporation or a State Road Transport Corporation),
(ii) An institution or association or body which is declared by the Board to be a company under

Section 2(17)(iv) provided its registered or principal office is in India,
(iii)A company registered under Section 25 of the Companies Act without a commercial or profit

motive,
(iv)A company in liquidation.  It is worth noting that, in such cases, the liquidator would have all the

obligations of principal officer of the company.  But an assessment cannot be made on a
company after it has ceased to exist and has been struck off from the register of companies.

COMPANY IN WHICH PUBLIC IS SUBSTANTIALLY INTERESTED:
SECTION 2(18)
A company is said so if any one of the following is satisfied:
1) It is a company, which is not a Private Company and whose shares, as on the last date of the

PY, are listed on stock exchange in India.
2) If it is a company which is not a Pvt. Ltd. Company and 50 per cent or more of the shares are

held by the following through out the PY:
a) The government (central or state government)
b) A corporation established under central or state government or any provisional act.
c) A public company.

3) If it is a company registered under Section 25 of Companies Act.
4) If it is a company owned by the Government or the Reserve Bank of India (RBI).
5) If it is a company in which 40% or more of the shares (in value and not in number) are held

either singly or taken together by government or RBI or any corporation owned by RBI.
6) If it is a company having no share capital but which is declared by the CBDT to be a company in

which public is substantially interested.
7) If it is mutual benefit finance company which has the main business of acceptance of deposits

from the public.
8) If it is a company, of which 50% or more of the equity shares have been held by one or more co-

operative societies.
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Illustration 17: Suggest whether the following company is a company in which public is
substantially interested?
J Pvt. Ltd. has 2,00,000 shares of `10 each which is held as follows:

a) Central Government 10%
b) Corporation owned by RBI 10%
c) RBI 25%
d) Mr. P 30%
e) Mrs X. 25%

Solution: J Pvt. Ltd. has `20 lakh shares in value out of which `9,00,000 (45% of `20 lakhs)
shares in value are held by government or RBI or any corporation owned by RBI. Therefore, this is
a company in which public is substantially interested.  (Point 5 gets satisfied).

Illustration 18: J Ltd. is a public company with the share capital of `3,00,000.  It consists of 20,000
equity shares of `10 each and 1,000 - 8% preference shares of `100 each. Out of this, 5,000
equity and 900 preference shares are held by Central Government.  Whether this is a company in
which public is substantially interested?

Solution: In this case, Central Government has held 5,900 shares out of 21,000 shares which is
28.09% shares. The condition (2) above fails so the company is not a company in which public is
substantially interested as per point (2) above. In this case company has held 5,000 equity shares
valuing `50,000 and 900 preference shares valuing `90,000.  So total value of shares held are
`1,40,000 out of `3,00,000 value of total shares.  This is 46.67%. So point (5) discussed above
gets satisfied. Therefore, this is a company in which public is substantially interested.  (Point 5 gets
satisfied).

DISCUSSION ABOUT AMENDMENTS

The changes done to the Income Tax Act every year by passing Finance Act, is called
amendments.  Amendments are of two types:

Case 1.  Amendments effecting computation of total income: The Total Income is calculated in
accordance with the provisions of the Income Tax Act as they stand on the first day of the April of
the Assessment Year.

Illustration 19: The rate of depreciation applicable of machinery is 25% but let us assume that on
15/5/2017, this rate has been increased from 25% to 30%. Now for the PY 2017-2018 i.e. AY
2018-2019 the rate of depreciation applicable would be 30% (rate applicable as on 1/4/2018)

Case 2. Amendment which is procedural in nature: Such amendments are applicable from the
date of amendment and not from first day of the assessment year.

Illustration 20: The Challan No. 280 is used to pay advance tax by the assessee. Let us assume
that on 28/7/2017 Government introduces a new Challan No. 280 for the payment of advance tax.
Now the assessee paying advance tax before 28/7/2017 shall be using old Challan No. 280 but
assessee paying advance tax on or after 28/7/2017 will have to use new Challan No. 280.
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CHAPTER AT A GLANCE

1. The Income Tax Act, 1961 came into force with effect from 1/4/1962.  It has XXIII chapters and
298 Sections in all.

2. Person: Section 2(31): includes seven types of persons namely an individual, a Hindu
Undivided Family (HUF), a Company, a Firm, an Association of Persons (AOP) or a Body of
Individuals (BOI), a local authority, and a very artificial juridical person not falling within any of
the preceding sub clauses.

3. The two basic differences between AOP and BOI are:
a) In BOI there are only individuals but in AOP there can be any type of persons.
b) BOI is creation of law whereas AOP can be created by different persons coming together for

doing some income producing activity.

4. Assessee: Section 2(7): means any person by whom tax, interest or penalty is payable under
any provision of this act and includes 3 kinds of deemed assesses.

5. Assessment year: Section 2(9): means the period of 12 months starting from 1st April every
year and ending on 31st March of the succeeding year.

6. Previous year: Section 2(34) means the year immediately preceeding to Assessment Year.
Income for the previous year is always taxed in the assessment year. The following are the
exceptions to the general rule that income of every previous year is chargeable to tax in the
relevant assessment year:

Section 172: Shipping business of a non-resident;
Section 174: Person leaving India;
Section 174A: An AOP formed for the purpose of a particular event.
Section 175: Persons likely to transfer property to avoid tax;
Section 176: Discontinued business or profession

7. Income includes the gifts received.

8. Gross total income is the aggregate of income from all five heads of Income, namely income
from salary, income from house property, income from business and profession, income from
capital gains, income from other sources.

9. Total income is income after reducing the deduction under Chapter VI-A from the gross total
income.  This income is also called taxable income on which tax has to be imposed.

10. Application of income V Diversion of income: Application of income means spending the
money after it has been earned by the assessee.  Such an amount is always included while
computing taxable income in the hands of assessee.  In other words, once an income has been
earned it could not be excluded on the grounds that it has been applied for some purpose or at
some place.
On the other hand, diversion of income is the process of diverting the income before it is
earned by the assessee.

Illustration 21: J Ltd. sells a unit of a product at `100 with very clear message to customer that out
of `100, `5 will go to the charitable institution. Now, only `95 shall be regarded as the income in
the hands of company and `5 will be known as diversion of income.
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Illustration 22: Mr. J inherited property from his father but subject to the right of residence in
favour of mother of Mr. J.  This means that Mr. J has the right over the ownership of the property
but mother has right over residence in the house.  If the house is to be sold, then for the effective
sale of house both should transfer their rights in house.  From the total sales consideration, Mr. J
cannot be held liable for the tax on that portion which represents the right of his mother.

11. For the purposes of Income Tax Act, Company has very wide meaning as compared to what
has been defined under the company law. The term company has been further classified into:
a) Domestic company.
b) Foreign company.
c) Indian company.
d) A Company in which public is substantially interested.
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CHAPTER 2
RESIDENTIAL STATUS & TAX INCIDENCE

LEARNING OBJECTIVES
 To understand when can an Individual be regarded as a Citizen of India.
 To understand that taxability of income depends on the residential status and not on the

Citizenship.
 To understand various rules to differentiate a person from being a Resident of India or being a

Non Resident of India according to Section 6 of Income Tax Act, 1961.
 To understand the rules to ascertain taxable income based on the Residential Status of a person

according to Section 5 of Income Tax Act, 1961.
 To understand the meaning of following terminologies
 Income received in India.
 Income deemed to be received in India.
 Income accruing or arising in India.
 Income deemed to accrue or arise in India.

SECTIONS DISCUSSED IN THE CHAPTER
Topics Section

Tax incidence of ROR Section 5(1)
Tax incidence of NOR Proviso to Section 5(1)
Tax incidence of NR Section 5(2)
Residential Status of an Individual Section 6(1) and Section 6(6)(a)
Residential Status of Hindu Undivided Family Section 6(2) & Section 6(6)(b)
Residential Status of Firm and AOP Section 6(2)
Residential Status of the Company Section 6(3)
Residential status of Other Persons Section 6(4)
In the same AY person cannot have different residential
status for different incomes.

Section 6(5)

Income Deemed to be received in India Section 7
Income Accruing or Arising in India Section 8
Income Deemed to Accrue or Arise in India Section 9
Person of Indian origin Section 115C(e)
Non-resident of India Section 2(30)
Indian Company Section 2(26)

RESIDENTIAL STATUS

The tax incidence of an assessee does not depend upon his/her citizenship but on the residential
status during the previous year in India. Whether income accrued in India shall be taxable to
foreign national or not will depend upon whether or not he/she is resident in India. Similarly income
from a foreign country shall be taxable in India or not again depends upon the residential status in
India. Therefore, before we learn the computation of tax liability we must understand the provisions
of calculation of residential status in India.
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RESIDENTIAL STATUS OF INDIVIDUAL
RESIDENT : SECTION 6(1) NON-RESIDENT : SECTION 2(30)

An individual is a resident if he satisfies any one
of the following two basic conditions:
(a) If he stays in India for a period of 182 days

or more in a relevant previous year
OR

(b) If he stays in India for 60 days or more in a
relevant previous year AND has been in
India for 365 days or more during four
immediately preceding previous years
relevant to the previous year.

If an Individual is not able to satisfy any of the
above mentioned two conditions then such
Individual shall be regarded as a Non-Resident
of India.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Stay only
for part of
the day

If a person is in India for only part of a day then calculation of
number of days in India should be made on the basis of number
of hours in India and for this purpose twenty four hours should be
taken as one day.

Exact
time
being
unknown

If exact time of entering into India and leaving from India is not
know then while computing the number of days of stay in India the
day of entering into India and day of leaving India, both should be
counted in India.

India Stay in India means that stay is in Indian territory and territorial
waters and not that stay should be at one place. It can be
anywhere in India. (Territorial water extends to 12 nautical miles
from coast line of India and further 1 nautical mile is equal to
1.853 kms)

Purpose
of stay

The purpose of stay is not relevant.

Year on
Year

Residential status has to be calculated for each previous year
since in one Previous Year an assessee can be resident and for
other he can be non-resident.

EXPLANATIONS TO SECTION 6(1) : There are two exceptions for the condition (b) given in
Section 6(1). In these two exceptional cases the second basic condition is not relevant. An
individual is resident only if his/her stay in India during the previous year (PY) is 182 days or more.
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EXCEPTIONAL CASE 1 EXCEPTIONAL CASE 2
In case of an individual who is a citizen of India
and
a) leaves India for the purpose of employment

outside India or
b) leaves India as a member of a crew of an

Indian ship

then the period of 60 days shall be substituted
by 182 days.

Rule 126 : Notification 70/2015
In case of member of a crew of an Indian ship
, the period of stay in India shall not include
the period computed from beginning on the
date entered into the Continuous Discharge
Certificate when joining the ship by the said
individual and ending on the date entered into
the Continuous Discharge Certificate when
signing off by that individual from the ship.

In case of an individual who is:
a) citizen of India or
b) person of Indian origin,
being outside India, comes on a visit to India in
any previous year

then the period of 60 days shall be substituted
by 182 days.

Person of Indian origin
Section 115C(e): A person is said to be of
Indian origin if he/she or either of his/her
parents or any of his/her grandparents were
born in undivided India. Grandparents can be
paternal grandparents or maternal
grandparents.

Illustration 1 : Mr. J is employed as an officer with X Ltd., which operates a cargo ship from India
to China. Mr. J boards the ship on 14/7/2017 and signs Continuous Discharge Certificate. On
20/7/2017 ship left India for the voyage to China. Ship arrives back to India on 29/1/2018 and Mr. J
signs Continuous Discharge Certificate on 3/2/2018 when he de-boards the ship. Determine
residential status of Mr. J for AY 2018-2019 i.e. PY 2017-2018 assuming that Mr. J has always
been in India before 14/7/2017.

Solution : As per Rule 126 , in this case, time period between 14/7/2017 and 3/2/2018 (both days
inclusive) will not be regarded as a stay in India. Thus number of days of stay in India for the AY
2018-2019 i.e. PY 2017-2018 will be

Month Number of days
April 2017 30
May 2017 31
June 2017 30
July 2017 13
August 2017 0
September 2017 0
October 2017 0
November 2017 0
December 2017 0
January 2018 0
February 2018 (28-3) 25
March  2018 31
Total number of days in the year 2017-2018 160

Since stay in India is less than 182 days Mr. J is a non resident of India.
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Illustration 2: Mr. J. is unemployed in India and gets a job in the UK.  He leaves India to join his
duties in the UK.  Now Mr. J. is leaving India for employment outside India and an exceptional case
will be applicable.

Illustration 3: Mr. J. is working in the multinational company in India. He is sent to the UK by the
company for three years.  Now Mr. J. is leaving India for employment outside India and an
exceptional case will be applicable.

Illustration 4: Mr. J an Indian citizen, who is appointed as Tax consultant (free liaison) by a
reputed company of USA, and leaves India for first time on 13/9/2016. During the PY 2017-2018,
he comes to India on a visit for 175 days. Determine residential status of Mr. J for AY 2018-2019
i.e. PY 2017-2018.

Solution: Mr. J. left India for the purpose of employment outside India and therefore an
exceptional case will be applicable.  Mr. J. is in India for less than 182 days in the AY 2018-2019
i.e. PY 2017-2018 and therefore he is a non-resident of India.

Illustration 5: An Indian company deputes its employee Mr. M to the UK for a period of two years
starting from 1/7/2017. Income tax authorities contended that Mr. M is not unemployed at the time
of leaving India, hence the provisions of 60 days stay in India would be applicable and therefore
Mr. M is a resident in India.  Decide whether he is resident or a non resident.

Solution: In case of an Indian citizen who leaves India for employment outside India, minimum
period of residence for being treated as resident in India is 182 days. The words “employment
outside India” would indicate that leaving India should be for the purposes of “employment outside
India” and not merely “employment”. Therefore, there is no necessity that the individual who leaves
India should be an unemployed person. This was decided in the case of British Gas India (P.)
Ltd., [2006] 155 Taxman 326 (AAR - New Delhi)
Since during the AY 2018-2019 i.e. PY 2017-2018 Mr. M stayed in India for less than 182 days,
therefore Mr. M was a non-resident during the year.

Illustration 6: Sunita Williams (citizen of USA), a famous astronaut, comes to India on 2/10/2017
to visit her grandmother who was born in Gujarat in 1935.  She stays in India till 26/1/2018 and
then leaves for USA.  Calculate her residential status for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Mrs. Sunita Williams is a person of Indian origin since her grandmother was born in
undivided India.  Since she stays in India for a period of less than 182 days, she is a non-resident
of India.

INDIVIDUAL WHO IS RESIDENT IS FURTHER DIVIDED INTO
RESIDENT & ORDINARILY RESIDENT OF

INDIA: (ROR) SECTION 6(6)(a)
RESIDENT BUT NOT ORDINARILY

RESIDENT OF INDIA (NOR)
An individual being a resident is said to be
ordinarily resident in India if he satisfies both of
the following additional conditions:
1. He has been a resident in India for at least

two out of ten previous years immediately
preceding the relevant previous year, and

2. He has been in India for seven hundred and
thirty days or more during seven years
immediately preceding the relevant PY

When neither of the above additional conditions
gets satisfied the individual is said to be resident
but not ordinarily resident in India.
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Illustration 7: Mr. J is a foreign cricketer and has been coming to India for 100 days every year
since 2010-2011. Determine his residential status for the AY 2018-2019 i.e. PY 2017-2018.

Solution:   Calculation of residential status of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Previous Year No of Days in India Status

2017-2018 100 Resident
2016-2017 100 Resident
2015-2016 100 Resident
2014-2015 100 Resident
2013-2014 100 Non-Resident
2012-2013 100 Non-Resident
2011-2012 100 Non-Resident
2010-2011 100 Non-Resident
2009-2010 0 Non-Resident
2008-2009 0 Non-Resident
2007-2008 0 Non-Resident

Foreign cricketer, Mr. J has satisfied second basic condition and only one additional condition
therefore he becomes resident but not ordinary resident.

Illustration 8: Determine the residential status of Mr. J who is citizen of Australia, for the AY 2018-
2019 i.e. PY 2017-2018 who stays in India as follows:

Previous Year No. of days in India Previous Year No. of days in India
2006-2007 100 2012-2013 90
2007-2008 86 2013-2014 89
2008-2009 91 2014-2015 94
2009-2010 80 2015-2016 197
2010-2011 91 2016-2017 75
2011-2012 89 2017-2018 85

Solution:   Calculation of residential status of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Previous Year No. of Days in India Status

2017-2018 85 Resident
2016-2017 75 Resident
2015-2016 197 Resident
2014-2015 94 Non-Resident
2013-2014 89 Non-Resident
2012-2013 90 Non-Resident
2011-2012 89 Non-Resident
2010-2011 91 Non-Resident
2009-2010 80 Non-Resident
2008-2009 91 Non-Resident
2007-2008 86 Non-Resident

Mr. J. has satisfied second basic condition and only one additional condition.  Therefore he
becomes resident but not ordinarily resident.

Illustration 9: Mr. J is a citizen of Australia and has been staying in India since 1/1/2011. He
leaves India on 16/7/2017 to visit Australia and returns on 4/1/2018. Determine his residential
status for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Calculation of residential status of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Previous Year No. of Days in India Status

2017-2018 194 Resident
2016-2017 365 Resident
2015-2016 366 Resident
2014-2015 365 Resident
2013-2014 365 Resident
2012-2013 366 Resident
2011-2012 366 Resident
2010-2011 90 Non-Resident
2009-2010 0 Non-Resident
2008-2009 0 Non-Resident
2007-2008 0 Non-Resident

Mr. J has satisfied the first of the basic condition and both of additional conditions. So he is
resident and ordinarily resident of India.

Illustration 10: Mr. J and Mrs. J are citizens of USA. They come to India on 1/10/2017 for a seven
month visit.  Both have been coming to India earlier and the data for their stay is given to you:

Previous year No. of days in India of Mr. J No. of days in India of Mrs. J
2013-2014 118 120
2014-2015 NIL 28
2015-2016 330 30
2016-2017 235 365

Calculate the residential status of Mr. J and Mrs. J for the AY 2018-2019 i.e. PY 2017-2018.
ANSWER: MR. J AND MRS. J BOTH ARE NOR

Illustration 11: Mr. J is a citizen of USA and has been staying in India for the last 10 years. He
leaves India for the first time on 1/6/2015. During the PY 2016-2017 he comes to India for 46 days.
On 10/10/2017 he returns to India for a period of one year. Calculate his residential status for the
AY 2018-2019 i.e. PY 2017-2018. ANSWER: MR. J IS ROR

Illustration 12: Mr. J is a citizen of India and left India for the employment in USA and is not
staying in India since 2004 but his family is in India. He wants to visit India for maximum number of
days in the calendar year 2017 and calendar year 2018 so as to retain the status of non- resident.
Suggest him regarding the dates of arrival and departure to and from India.

Solution: Mr. J is covered by a special category and he will be considered to be resident only if his
stay in India is for a period of 182 days or more.  Hence in order to retain his non-resident status,
he should stay in India for less than 182 days.  Therefore he should come to India after midnight of
1/10/2017 and should leave India before midnight of 28/9/2018.

Illustration 13: Mr. J a citizen of India left India on 6/6/2014 for employment abroad.  Prior to this
date he was always in India.  During 2015-2016 and 2016-2017 he visited India for 145 days and
165 days respectively. In the AY 2018-2019 i.e. PY 2017-2018 he came to India on 7/4/2017 and
left on 30/11/2017.  Determine his residential status for AY 2018-2019 i.e. PY 2017-2018.

ANSWER: ROR
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Illustration 14: Mr. J, an Indian citizen, is appointed as a senior executive by a Company in
Canada.  He left India for the first time on 15/9/2016 to join his duty in Canada. During the PY
2017-2018, he comes to India for 174 days.  Determine the residential status of Mr. J for the AY
2018-2019 i.e. PY 2017-2018. ANSWER : NR

Illustration 15: Mr. J a citizen of India is an export manager in Indian company since 1/4/2013. He
has been regularly going to USA for the meetings for export promotion of company since PY 2013-
2014.  He has spent the following days in USA for the last 5 years:

PY ending No. of days spent in USA
31/3/2014 319
31/3/2015 150
31/3/2016 270
31/3/2017 310
31/3/2018 295

Determine his residential status for the AY 2018-2019 i.e. PY 2017-2018 assuming that prior to the
PY 2013-2014 he had never been to abroad. ANSWER : ROR

RESIDENTIAL STATUS OF HINDU UNDIVIDED FAMILY : SECTION 6(2)

RESIDENT NON RESIDENT
A HUF is said to be resident if full or partial
control and management of its affairs is in India.

A HUF is said to be non-resident if full control
and management of its affairs is situated
outside India

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Control and
management

Control and management refers to decisions taken with
regard to the working of HUF. Control and management of
HUF lies in the hands of its Karta, who is also the head of
the family. Therefore, to check the residential status of HUF
we have to see where the decisions have been taken
regarding the functioning of affairs of HUF.
If some or all of the decisions regarding the working of HUF
have been taken in India then HUF becomes resident of
India and if all decisions regarding the working of HUF have
been taken outside India then HUF becomes Non-resident.

De-facto karta CIT v Nandlal Gandalal [1960] 40 ITR 1 (SC) : According
to the Supreme Court, Control means de-facto control and
not mere right to control. Therefore, if karta has delegated
his powers to other person (known as De-facto karta) then
place where decisions have been by such de-facto karta
shall also be considered while checking residential status.

Place of stay is
not relevant

Fact that HUF has a house in India where some of its
members reside or karta is in India in PY does not mean
that HUF has control & management in India unless
decisions about affairs of family are taken at that place

Status of karta
vis-à-vis status
of HUF

For determining whether HUF is resident or not, the
residential status of the Karta is not at all relevant.  But for
determining whether the HUF is ordinarily Resident in India
or not, Karta’s (including all successive Kartas) status for
the preceding years becomes important.
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HINDU UNDIVIDED FAMILY WHICH IS RESIDENT IS FURTHER DIVIDED INTO

RESIDENT & ORDINARILY RESIDENT OF
INDIA: (ROR) SECTION 6(6)(b)

RESIDENT BUT NOT ORDINARILY
RESIDENT OF INDIA (NOR)

An HUF which is resident in India is said to be
the resident and ordinarily resident, if the Karta
satisfies both of the following conditions:
(a) Karta must be the resident in at least two out

of ten immediately preceding previous
years, relevant to current PY

(b) Karta must stay in India for at least seven
hundred and thirty days during seven
previous years immediately preceding to the
relevant PY.

A HUF will be NOR if karta is unable to satisfy
both the additional conditions given above.

Illustration 16: HUF is situated in Delhi whose Karta is Mr. J. Mr. J. has been in India since
1/1/2013 and before that he was in UK. Mr. J takes all decisions regarding the working of HUF in
India.  Determine residential status of HUF for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Mr. J being the karta of the family has taken all decisions in India and, therefore, family
becomes resident of India. To check whether the family is resident or a non-resident this
calculation is needed.

Calculation to check the status of karta for preceding 10 years
Previous Year No. of Days in India Status

2017-2018 Not required Not required
2016-2017 365 Resident
2015-2016 366 Resident
2014-2015 365 Resident
2013-2014 365 Resident
2012-2013 90 Non-Resident
2011-2012 0 Non-Resident
2010-2011 0 Non-Resident
2009-2010 0 Non-Resident
2008-2009 0 Non-Resident

Mr. J. has satisfied both of additional conditions and hence family becomes resident and ordinarily
resident of India (ROR).

Illustration 17: HUF is situated in Mumbai. Its karta is Mr. J. who is of 95 years of age has
delegated power to his eldest son Mr. Y. Mr. J. is in USA for his medical treatment and left India for
the first time on 18/9/2016. Mr. Y has full controls over affairs of HUF. Mr. Y excises partial control
from India and partially from Nepal. Calculate residential status of HUF and Karta Mr. J for the AY
2018-2019 i.e. PY 2017-2018

Solution: Mr. J. being the karta of family has delegated all his powers to his son Mr. Y and
therefore Mr. Y becomes De-Facto karta. Mr. Y has taken partial decisions in India and therefore
family becomes resident of India. To check whether the family is ROR or NOR, this calculation is
needed.
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Calculation to check the status of karta for preceding 10 years
Previous Year No. of Days in India Status

2017-2018 0 Non-Resident
2016-2017 171 Resident
2015-2016 366 Resident
2014-2015 365 Resident
2013-2014 365 Resident
2012-2013 365 Resident
2011-2012 366 Resident
2010-2011 365 Resident
2009-2010 365 Resident
2008-2009 365 Resident
2007-2008 366 Resident

Mr. J. is not in India in the Year PY 2017-2018 and therefore Mr. J. is a non-resident of India.
However, he has satisfied both of additional conditions and therefore family becomes ROR of
India. It is possible that Karta is a Non-Resident of India and family is ROR of India.

RESIDENTIAL STATUS OF FIRMS , AOP / BOI : SECTION 6(2)
RESIDENT IN INDIA NON RESIDENT IN INDIA

A Firm/AOP is said to be resident if its full or
partial control and management is in India.

A Firm/AOP is said to be non-resident if its full
control and management is outside India.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Control and
management

Control and management refers to the decision taken
regarding the working of the Firm , AOP/BOI.  Control and
management of the Firms is in the hands of the partners /
members and if they generally meet in India, then the firm
would be said to be resident in India.

ROR and NOR Firm and AOP/BOI, if resident, are not to be classified as
ROR and NOR. The reason seems to be that , control is
not in hands of any one person (unlike in Individual and
HUF)

Illustration 18 : M/S Sunderbans is a partnership firm having 5 partners. The firm has main
business of dealing in timber, some of which is procured within India and some other is imported to
India from England. To govern the business of firm, partners have business meetings in India as
well as in England.
In this case firm will be resident of India since firm has some part of control and management
(meetings of partners) in India.

RESIDENTIAL STATUS OF COMPANY:  SECTION 6(3)
Resident in India Non-resident in India

Company is said to be resident if
a) it is an Indian company or
b) it is a foreign company having its place

of effective management (POEM), in that
year, in India.

a) Indian company can never be a non resident
b) Foreign company which is not having POEM

in India is a non resident of India.
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For the purposes of this clause "place of
effective management" (POEM) means a place
where key management and commercial
decisions that are necessary for the conduct of
the business of an entity as a whole, are in
substance, made

Illustration 19: Reliance limited is a company incorporated in India and which has its registered
office in Mumbai.  For the AY 2018-2019 i.e. PY 2017-2018 it holds all four BOD meetings in
Nepal.  Determine its residential status for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Reliance limited is an Indian company and therefore is always a resident of India. We do
not have to check the place of effective management (POEM).

Illustration 20: D limited is incorporated in Delhi - India but it holds all BOD meetings in Nepal. K
limited is incorporated in Kathmandu - Nepal but holds all BOD meetings in India. Discuss the
residential status in India for D limited and K limited.

Solution: D limited is incorporated in India and therefore is a resident of India. K limited is a foreign
company and has POEM in India and therefore it becomes resident of India.

RESIDENTIAL STATUS OF ANY OTHER PERSON:  SECTION 6(4)
Resident Non resident

Any other person is said to be resident if control
and management of the working is wholly or
partially in India.

Any other person will be a non-resident if no
part of the control and management is in India

Such other person is not bifurcated into ROR and NOR

SAME RESIDENTIAL STATUS FOR EVERY INCOME : SECTION 6(5)
In the same AY a person cannot have different residential status for different Incomes. This
means if he is a resident for any one source of income then he will be resident for all other sources
of income.

Illustration 21: Mr. J a citizen of UK comes to India on 10/9/2017 and joins Reliance group on
11/9/2017 for an assignment, which will end on 30/4/2018. For this job he will get taxable salary of
`1,00,000 till March 2018. Also he starts a business in India on 15/10/2017 with the approval of
Government of India for which he earns the income of `2,10,000 till March 2018. Calculate his
residential status and his total income for the AY 2018-2019 i.e. PY 2017-2018.

Solution : In this example Mr. J is in India for more than 182 days for Salary income source and he
is in India for less than 182 days for business income source. However we cannot say that Mr. J
has two different residential status for these two different incomes. Thus he will be resident for both
sources of Income. However he is NOR. His income taxable in India will be aggregate of both and
thus taxable income is `3,10,000.
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SCOPE  OF  TOTAL INCOME

IN CASE OF RESIDENT AND ORDINARILY RESIDENT OF INDIA:
SECTION 5(1)
The following income from whatever source derived will be included in total income of the ROR in
India:
(a) Income, which is received or deemed to be received in India by, or on behalf of Individual and

HUF.
(b) Income, which accrues or arises or is deemed to accrue or arise to him in any part of the world

(that means within India and outside India)

IN CASE OF NOT ORDINARILY RESIDENT IN INDIA (INDIVIDUAL AND
HUF) PROVISO TO SECTION 5(1)
The following income from whatever source derived will be included in total income of the NOR in
India:
(a)  Income, which is received or deemed to be received in India by or on behalf of Individual  and

HUF.
(b)  Income which accrues or arises or is deemed to accrue or arise to him/her in India OR outside

India provided if it is derived from the business controlled or profession set up in India.

IN CASE OF NON-RESIDENT SECTION 5(2)
Following incomes from whatever source derived will be included in total income of NR in India:
(a) Income, which is received or deemed to be received in India by or on behalf of Individual and

HUF.
(b) Income, which accrues or arises or is deemed to accrue or arise to him in India.

MEANING OF THE VARIOUS TERMS USED IN
SCOPE OF TOTAL INCOME

INCOME RECEIVED IN INDIA : SECTION 7 : Received means receipt of income.
Receipt of income refers to first occasion when money comes under the control of recipient.  If
money has already been received abroad and then remitted to India, then it will be known as
remittance which is not be treated as received in India.

Illustration 22: A citizen of USA is working in an American Company but has come to India for the
period of 4 months in the AY 2018-2019 i.e. PY 2017-2018.  He is given salary and he receives
money in India.  This is the case of first time receipt and thus shall be liable to tax in India. On the
other hand, if the company gives salary to his wife in USA and then she transfers it to him then it
will be the case of second receipt, which is, known as remittance. Amount of remittance is not
taxed in India.

INCOME DEEMED TO BE RECEIVED IN INDIA : SECTION 7 : The following
income shall be deemed to be received in India:
(1) Employer’s contribution to RPF in excess of 12% of salary.
(2) Interest credited to RPF in excess of 9.5% which is standing at the credit of the employee.
(3) The taxable transferred balance to recognized Provident Fund from unrecognized Provident

Fund account.
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(4) Contribution by the central government or any other employer to the account of the employee
under the new pension scheme as referred in section 80CCD.

(5) Tax deducted at source (TDS) in the hands of the payee.
(6) Cash credit, unexplained investments, unexplained money, investments partly disclosed,

amount borrowed or repaid on hundi.
(7) Deemed profits chargeable to tax.

INCOME ACCRUING OR ARISING IN INDIA : SECTION  8 : Accruing or arising
means birth of right to receive income.  If income has accrued or arisen in India then it shall be
taxed in India even if income is not received in India.

INCOME DEEMED TO ACCRUE OR ARISE IN INDIA : SECTION 9(1) :
Following incomes shall be deemed to accrue or arise in India even though they may actually
accrue or arise outside India.

TRANSACTION SECTION
(a) Income which accrue or arise from any business connections in India.
(b) Income from property, asset or source of income located in India.
(c) Income through transfer of any capital asset situated in India.

Section 9(1)(i)

Income under the head ‘salary earned' for the services done in India Section 9(1)(ii)
Salary paid by Government to a citizen of India for the services rendered
outside India.

Section 9(1)(iii)

Dividends paid by Indian company outside India Section 9(1)(iv)
Interest (see the table below) Section 9(1)(v)
Royalty (see the table below) Section 9(1)(vi)
Technical Fee (see the table below) Section 9(1)(vii)

Interest/royalty/technical fee paid shall be deemed to accrue or arise as follows:
TYPE OF
INCOME

PAYABLE BY
GOVERNMENT

PAYABLE BY
RESIDENT

PAYABLE BY NON-
RESIDENT

INTEREST Always deemed to
accrue or arise  in India

Always deemed to accrue
or arise in India except
a. when money is

borrowed and used for
business or profession
outside India

b. For the purpose of
making or earning any
income from any source
outside India.

Deemed to accrue or
arise in India only when
debt incurred or money
borrowed and used for
business or profession
inside India.

ROYALTY --Do-- --Do-- Where royalty is
payable in respect of
any right utilized for the
purpose of business or
profession in India or for
the purpose of earning
any income from any
source inside India

TECHNICAL
FEES

--Do-- --Do-- --Do--
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NOTE : Incomes such as Interest, Royalty and Income of Technical Fee are deemed to accrue or
arise in India, then such incomes shall be included in the total income of a non-resident, whether or
not the non-resident has a residence or place of business or business connection in India.

Illustration 23: Interest payable by the government shall be deemed to accrue or arise in India
even if a non-resident recipient has no connection (residence/place of business/business
connection) with India

EXCEPTIONS TO SECTION 9
1. In case of a business whose all activities are not carried on in India, income shall be deemed to

accrue or arise in India only for that part of income which is attributable to India.
2. Where income accrue or arises  through business connections:

(A) No income shall be deemed to accrue or arise in India from mere purchase of goods in India
for exports.

(B) No income shall be deemed to accrue or arise in India from mere collections of news/views
in India for  transmission outside India.

(C) No income shall be deemed to accrue or arise  in India from shooting of cinematography film
in India provided that non resident:
a) is not be citizen of India.
b) Firm does not have any partner who is citizen or resident in India, and
c) Company does not have any of the shareholders who are citizen or resident in India.

BUSINESS CONNECTIONS: It includes professional connections also. It includes a
person acting on behalf of a Non-resident and who performs any one or more of the following
1) He/she exercises in India an authority to conclude contracts on behalf of a non-resident.
2) He/she has no such authority but habitually maintains stock of goods in India which are regularly

delivered on behalf of a non-resident.
3) He/she habitually secures orders from India for non-resident or for non-residents under same

management.

DEFINITION OF ROYALTY INCOME EXPLANATION TO SECTION 9(1)(vi)
The term Royalty means consideration including any lump sum consideration for:
(1) Transfer of rights in respect of patent/invention/design/trademark or any other similar property.
(2) Use or right to use any industrial/commercial/scientific equipment.
(3) Imparting of any information concerning the working of patent/invention/design/ trademark or

any other similar property.
(4) Imparting of any information concerning industrial/commercial/scientific knowledge.
(5) Use of any of patent/invention/design/trademark or any other similar property.
(6) Rendering of any services in connection of all of the above five.
But consideration for sale or distribution or exhibition of cinematographic films shall not be
considered as Royalty income.

DEFINITION OF FEES FOR TECHNICAL SERVICES : Fees for technical services
means any consideration including any lump sum consideration for rendering managerial or
technical or consultancy services. But it does not include – consideration for any construction,
assembly and mining or like project undertaken by the recipient or consideration which would be
income of the recipient chargeable under the head salary.
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Illustration 24: A Firm of solicitors in Delhi engaged a barrister of London for arguing a case
before the Supreme Court in India. A payment of USD 50,000 was made to the barrister in London,
according to the terms of the professional engagement.  It is claimed that since the payment is
made outside India, no tax is payable on the fee paid.  How should the Assessing Officer proceed
in this matter?

Solution: Income from business connection in India shall be deemed to accrue or arise in India
and chargeable to tax.  Business connection includes professional connection also.  In the given
case, the London Barrister has earned USD 50,000 through a Firm of solicitors based at Delhi and
the income has been earned only through the professional connection in India and the same is
deemed to accrue or arise in India and chargeable to tax in India.  Hence, the Assessing Officer
shall charge the same to tax in the hands of the London Barrister.

Illustration 25: A foreign Company having no Indian citizen/resident of India as shareholder has
shot a TV film entirely on Indian locations.  The film is to be telecast exclusively in the foreign
countries.  But it has also agreed with the Government of India to give the rights of telecast in
India, free of charge.  Discuss, giving reasons whether the above transaction will rise to income
which will be deemed to accrue or arise in India.

Solution: Income from business connection in India shall be deemed to accrue or arise in India
and chargeable to tax.[Section 9 (l)(ii)]. However, explanation to the above clause states that
where the non-resident is a Company with none of its shareholders being Indian Citizens or
residents of India, then income from operations which are confined to showing or shooting any
cinematography film in India shall not be deemed to accrue or arise in India and so not chargeable
to tax in India.  In the instant case, the foreign Company has no shareholders who are Indian
Citizens or Residents India.  Hence, the income of the foreign Company will not be chargeable to
tax in India.

Illustration 26: X Co. Ltd is the Indian subsidiary of an American Company manufacturing and
selling copier machines. The Indian Company, among other things, purchases and sells these
copier machines also.  Does any part of the profits on the sales of American Company to the
Indian Company accrue or arise in India? Discuss.

Solution: Any income through business connection in India is deemed to accrue or arise in India. If
the American Company supplies machines to the Indian Company on a principal basis, then there
is no business connection and no part of the income is deemed to accrue or arise in India in the
hands of the American Company.  If the American Company supplies machines to the Indian
Company on a principal to agent basis, then there is business connection and the income on the
sale of machines in India shall be deemed to accrue or arise in the hands of the American
Company.

Illustration 27: J Ltd. a South Korean company, which is a non-resident in India had the following
receipts of royalty in AY 2018-2019 i.e. PY 2017-2018.   Indicate whether they will be taxable in
India.   Give reasons for your answer.
1) `50,000 from the Government of India under an agreement approved by the Government of

South Korea and India.
2) `1,00,000 from D Ltd. a resident Indian Company, for import of technical know-how for use in a

business in India.
3) `75,000 from U Ltd. resident Indian organization, for import of drawings for use in its business in

Singapore and Malaysia.
4) `50,000 from Mr. J, (NR) for use of a formula for a business in India.
5) `40,000 from Mr. D, (NR) for use of drawings and technical know-how for a business in the UK.
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Solution: Under Section 5, a non-resident is taxable in India on (a) Income accruing or arising or
deemed to accrue or arise in India and (b) income received or deemed to be received in India.   In
this background, the assessability of the receipt by the J ltd. is as under:
1) Any payment of royalty to a non-resident by the Government is deemed to accrue in India.

Hence `50,000 is taxable in India.
2) Payment of royalty to a non-resident by a resident for use of technical know-how in India is

taxable in India on an accrual basis.  Hence `1,00,000 is taxable in India.
3) `75,000 cannot be taxed in India since the payment was for the use of asset outside India and is

specifically exempt under Section 9(1)(vi).
4) `50,000 is taxable in India since the formula is used in India to earn an income.
5) The payment of `40,000 made by Mr. D, an Indian non-resident to the non-resident company is

not taxable in India since the user of asset was for a business outside India.

TAXABILITY OF INCOMES FOR ALL THREE
CATEGORIES OF PERSONS

TRANSACTIONS ROR NOR NR
Income received in India whether accrued in or outside India Y Y Y
Income deemed to   be received in India whether accrued in or outside
India

Y Y Y

Income accruing or arising in India whether received in or outside India Y Y Y
Income deemed to accruing or arising in India whether received in or
outside India

Y Y Y

Income accrued and received outside India from business controlled or
profession set up in India

Y Y N

Income accrued and received outside India from business controlled or
profession set outside India

Y N N

Income (not from business or profession) received and accrued outside
India but received should be first receipt

Y N N

Income earned and received outside India but later on remitted to India Y N N
Past untaxed incomes remitted to India N N N
Agricultural Incomes from land in India N N N
Agriculture incomes from land outside India and received in India Y Y Y

SOLVED ILLUSTRATIONS

Illustration 28: Mr. J earns the following incomes during the AY 2018-2019 i.e. PY 2017-2018
Interest paid by Central Government of India but received in London `20,000
Pension from former employer in India, received in America. `32,000
Profits from business in Paris, which is controlled in India, half of the profits being
received in India.

`1,60,000

Income from agriculture in Pakistan and brought to India. `40,000
Income from house property in UK and received there. `32,000
Past foreign untaxed income brought to India in the previous year. `40,000
Gift in foreign currency from a relative received in India. `50,000
Determine TI of Mr. J if he is ROR/NOR/NR.
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Solution:   Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars of Income ROR NOR NR
Interest accrued in India `20,000 `20,000 `20,000
Pension for services rendered in India `32,000 `32,000 `32,000
Profit from business controlled in India, half is received in
India

`1,60,000 `1,60,000 `80,000

Agricultural income in Pakistan `40,000 NIL NIL
Property in the UK `32,000 NIL NIL
Past untaxed income (not liable to tax) NIL NIL NIL
Gift from relatives is exempted income NIL NIL NIL
Total Income `2,84,000 `2,12,000 `1,32,000

Illustration 29: Following are taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.
Salary accrued and received India. `60,000
Profit of a hotel business at Melbourne (Australia) `90,000
Dividend declared in Perth (by an Australia company) but received in India. `12,000
Income from transfer of a long-term capital asset situated in India. `60,000
Interest on debenture of a foreign company which was received in India. `18,000
Interest received from Mr. K a non-resident on the loan provide to him for a business
carried on in India.

`15,000

Royalty received in Germany from Mrs. K a resident in India for technical services
provided for a business carried on in Germany.

`60,000

Fees from an Indian company carrying on business at London from technical services
rendered at London having been directly deposited by the company in his bank account
in India.

`90,000

Compute Mr. J’s total income if he is (i) ROR (ii) NOR (iii) NR.

Solution:  Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ROR NOR NR

Income from Salary accrued and received in India. `60,000 `60,000 `60,000
Profit of hotel business at Melbourne `90,000 -- --
Dividend declared in Perth but received India. `12,000 `12,000 `12,000
Income from capital gains, from transfer of asset situated in
India.

`60,000 `60,000 `60,000

Interest on Debentures of foreign company, but received in
India.

`18,000 `18,000 `18,000

Interest received from a non-resident on loan provided to
him for a business carried on in India.

`15,000 `15,000 `15,000

Royalty received in Germany from a resident of India for
technical services provided for a business carried on in
Germany.

`60,000 -- --

Fees from an Indian Company carrying in Business at
London for technical services rendered at London directly
deposited in a bank account in India.

`90,000 NIL NIL

Total Income `4,05,000 `1,65,000 `1,65,000
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Illustration 30: Following are the taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.
Income from Germany, half is received in India `3,00,000
Interest income from UK development bonds, money was received in UK and then
later on remitted to India

`1,00,000

Income from business in Bombay, received in UK `3,00,000
Income from House property in India received in UK `5,00,000
He has received salary in India whereas half of the services were rendered in UK `5,00,000
He has received gift from father `50,000
He has received the remittance from his friend in USA `85,000
Agriculture income from land in Ludhiana `1,00,000

Compute J’s total income for AY 2018-2019 i.e. PY 2017-2018 if he is (i) ROR (ii) NOR and (iii) NR

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ROR NOR NR

Income from business in Germany `3,00,000 `1,50,000 `1,50,000
Interest income from bonds of UK `1,00,000 NIL NIL
Income from business in Bombay `3,00,000 `3,00,000 `3,00,000
Income from House property `5,00,000 `5,00,000 `5,00,000
Salary income from India `5,00,000 `5,00,000 `5,00,000
Gift from father Exempt Exempt Exempt
Remittance received NIL NIL NIL
Agriculture income Exempt Exempt Exempt
TOTAL `17,00,000 `14,50,000 `14,50,000

PROBLEMS FOR PRACTICE

Illustration 31: The following are the particulars of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Income from the house property in Delhi received in France `1,20,000
Income from the business in US controlled from Delhi `80,000
Income from the business in Jalandhar controlled from the UK `1,80,000
House property income in France received there but then remitted to India `60,000
Interest from the deposits with Indian company received in the UK `80,000
Gifts from family received in India `2,00,000
Gifts from a friend received in India `2,00,000

Compute total income assuming as if he is ROR, NOR, NR.
ANSWER : ROR - ` 7,20,000 ; NOR - ` 6,60,000 ; NR - ` 5,80,000

Illustration 32: Mr. J earns the following income during the AY 2018-2019 i.e. PY 2017-2018:
Interest from the Indian company received in London `1,000
Pension from India received in London `4,000
Profits earned from business in Paris, which is controlled from Delhi. Half of the profits
were received in India.

20000 `1,000

Income from agriculture from Bhutan remitted to India `5,000
Income from house property in England received there `4,000
Compute total income assuming as if he is ROR, NOR, NR

ANSWER: ROR - ` 15,000 ; NOR - ` 6,000 ; NR - ` 5,500
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Illustration 33: Mr. J earns the following income during the AY 2018-2019 i.e. PY 2017-2018:
Salary received in India for the services rendered in Pakistan `10,000
Income from profession in India but received in Germany `3,000
House property income from Malaysia (out of which `3000 remitted to India) `6,000
Profits earned from the business in Bangalore `5,000
Agriculture income in Kenya `10,000
Profits from the business in Nepal but controlled from India `20,000
Past year’s untaxed profits remitted to India `90,000

Compute total income assuming as if he is ROR, NOR, NR
ANSWER: ROR - ` 54,000 ; NOR - ` 38,000 ; NR - ` 18,000

Illustration 34: Mr. J earns the following income during the AY 2018-2019 i.e. PY 2017-2018:
Profits from the business in Iran but received in India `5,000

Income from the house property in Iran but received in India `500
Income from the business in Pakistan deposited in Bank there `1,000
Profits from business in Pakistan controlled from India.
(Half of the income has been remitted to India)

`20,000

Income from the profession in India but received in England `2,000
Profits earned from the business in Kanpur `6,000
Income from the Agriculture in England `5,000

Compute total income assuming as if he is ROR, NOR, NR.
ANSWER: ROR - `39,500 ; NOR - `33,500 ; NR - `13,500

Illustration 35: Mr. J received the following amounts during the PY ending on 31/3/2017
(i) Income from salary in India from SPG Ltd. `80,000

(ii) Dividend from an Indian company received in USA and spent there `10,000
(iii) Income from house property in Pakistan and received there `15,000
(iv) Income from business in Calcutta controlled from USA `25,000
(v)  USD 7,000 earned in USA during the PY 2015-2016 but brought to India during PY 2016-2017
(vi) Received USD 2,000 from friend in USA on marriage as a gift. Assume one USD = `64
Compute total Income assuming as if he is (i) ROR (ii) NOR and (iii) NR.

ANSWER: ROR - `1,20,000 ; NOR - `1,05,000 ; NR - `1,05,000

Illustration 36: Mr. J gives you the following data for the AY 2018-2019 i.e. PY 2017-2018, from
which calculate his total income if he is (i) ROR, (ii) NOR, (iii) NR

Particulars `
Income from house property in London received in India 60,000
Profits from business in Japan and income is received in Japan 9,00,000
Dividend from a foreign company received in India 30,000
Dividends from Indian company received in foreign country 50,000
Profits from business in Kenya which is controlled from India 3,00,000
Profits from business in India but managed from UK 7,00,000
Capital gains on sale of house in USA and gains are received in USA 2,00,000
Pension from former employer in India received in Japan 50,000
Profits from a business in Pakistan deposited there 20,000
Profits on sale of asset in India but received in London 8,000
Past untaxed profits of the UK business for preceding PY brought into India 90,000
Interest from debentures accrued in India but received in England 80,000
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Interest from US government  securities received in India 20,000
Salary earned in Bombay received in UK 60,000
Received remittance in Delhi from a relative from USA 80,000

ANSWER: ROR - ` 24,28,000 ; NOR - ` 13,08,000 ; NR - ` 10,08,000

Illustration 37: Mr. P is a foreign national not being a person of Indian origin, comes into India for
the first time on 15/11/2016 for duration of 200 days.  Mr. P has the following income during the PY
ending 31/3/2017 from which calculate his total income in India.
(a) Taxable salary received in India for 3 months `87,000
(b) Interest on savings bank account in India `50,000
(c) Income from business in Bhutan but controlled from India `1,00,000
(d) Income from agriculture in Indonesia received there `50,000
(e) Income from a house property in Paris `1,00,000

ANSWER: NR – Income ` 1,27,000

CHAPTER AT A GLANCE

1) An Individual can be resident or a non resident in India: Section 6(1). To be a resident he has to
satisfy one of the following conditions:

a) Stay in India >/= 182 days in a PY OR
b) Stay in India >/= 60 days in a PY and Stay in India >/= 365 days in preceeding 4 PYs.

2) Above said 60 days shall be read as 182 days in the following cases:
a) A citizen of India who leaves India for the employment purposes.
b) A citizen of India who leaves India as a member of crew of Indian ship.
c) An Individual is a citizen of India OR is person of Indian origin who comes to India on a visit.

3) A Resident individual can be ROR or NOR. ROR is one who satisfies both of the following
conditions:
a) Resident in 2 out of 10 preceeding PYs.
b) Stay in India >/= 730 days in 7 preceding PYs.

4) For an individual, residential status is determined based on the period of stay in India.
However, for HUF, Firm, AOP and other non-corporate entities the control and management is
critical in determining residential status.

5) While determining residential status of HUF period of stay of karta is not at all relevant. What is
important is whether control and management of such HUF is situated in India or not. Further to
check whether HUF is ROR or NOR residential status of karta as an individual becomes
relevant.

6) An Indian company is always regarded as a Domestic Company. A company incorporated
outside India may also be treated as a domestic company if certain conditions are fulfilled.
Other companies are called `Foreign Companies’.

7) An Indian company is always a resident.  A Company incorporated outside India is treated as
‘resident’ only if place of effective management is in India.

8) Resident and ordinarily resident is taxed on his global income.
9) Not ordinarily resident is taxed in respect of Indian Income.  In respect of foreign income he is

taxed only if it is from business controlled in India or profession set up in India.
10) Non resident is taxed in respect of Indian Incomes only.
11) Remittance in India is not taxable in India, since it is the second receipt.
12) Agriculture income from a land in India is always exempted from tax. However, if land is not in

India then agricultural income will be taxed in India.
13) Dividend from a Domestic company is not taxed but from a foreign company it is fully

chargeable to tax.  Dividends from cooperative societies are fully taxable.
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ANNEXURE I
MEANING OF CITIZEN OF INDIA

Synopsis of the Citizenship Act, 1955

Introduction : The Constitution of India provides for a single citizenship for the entire country.  The
provisions relating to citizenship at the commencement of the Constitution are contained in Articles
5 to 11 in Part II of the Constitution of India.  The Citizenship Act enacted by the Parliament in
1955 provides for acquisition and determination of citizenship.

Modes of acquiring Indian citizenship

By Birth (section 3)
A person born in India on or after 26th January 1950 but before 1st July 1987 is a citizen of India by
birth irrespective of the nationality of his parents.  A person born in India on or after 1st July 1987, is
considered as a citizen of India only if either of his parents is a citizen of India at the time of his
birth.  Further, those born in India on or after 7th January 2004 are considered citizens of India only
if both of their parents are citizens of India or one of whose parents is a citizen of India and the
other is not an illegal migrant at the time of their birth.

By Descent (section 4)
A person born outside India on or after 26th January 1950 but before 10th December 1992 is a
citizen of India by descent, if his father was a citizen of India at the time of his birth.  A person born
outside India on or after 10th December 1992, is considered as a citizen of India if either of his
parents is a citizen of India at the time of his birth.  From 7th January 2004, a person born outside
India shall not be a citizen of India by virtue of this Section, unless his birth is registered at an
Indian consulate within one year of the date of birth or with the permission of the Central
Government, after the expiry of the said period. An application, for registration of the birth of a
minor child, to an Indian consulate under Section 4(1) shall be made in Form I and shall be
accompanied by an undertaking in writing from the parents of such minor child that he or she does
not hold the passport of another country.

By Registration (section 5)
Citizenship of India by registration can be acquired by –
a. persons of Indian origin, who or either of whose parents was born in undivided India and who

are ordinarily resident in India for seven years;
b. persons of India origin who are ordinarily residents in any country or place outside undivided

India;
c. persons who are or have been married to a citizen of India and who are ordinarily resident in

India for five years;
d. minor children both whose parents are Indian citizens;
e. a citizen of Singapore and Canada who is resident in India for five years and eight years

respectively.

By Naturalization (section 6)
Citizenship of India by naturalization can be acquired by a foreigner who is ordinarily resident in
India for twelve years (continuously for the twelve months preceding the date of application and for
eleven years in the aggregate in the fourteen years preceding the twelve months).
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ANNEXURE II
POEM

DEFINITION OF POEM
It has been defined as a place where key management and commercial decisions that are
necessary for the conduct of the business of an entity as a whole are in substance made.

DETERMINATION OF POEM
Any determination of the POEM will depend upon the facts and circumstances of a given case. The
POEM concept is one of substance over form. It may be noted that an entity may have more than
one place of management, but it can have only one place of effective management at any point of
time. Since “residence” is to be determined for each year, POEM will also be required to be
determined on year-to-year basis.

The process of determination of POEM would primarily depend on whether or not the company is
engaged in active business outside India.

A company shall be deemed to be engaged in “active business outside India” if following conditions
are satisfied
a. Passive income is not more than 50% of its total income and,
b. Less than 50% of its total assets are situated in India; and
c. Less than 50% of total number of employees are situated in India or are resident in India; and
d. The payroll expenses incurred on such employees is less than 50% of its total payroll

expenditure.

For the purpose of determining whether the company is engaged in active business outside India
the average of the data of the previous year and two years prior to that year shall be taken into
account. In case the company has been in existence for a shorter period, data of such period shall
be considered.

Determination of POEM

Other companiesCompany engaged in
“active business outside India”

Place where key management
and commercial decisions are
taken would be POEM

POEM shall be presumed to be
outside India if majority of meetings of
directors are held outside India

Place where these decisions are
taken would be more important
than the place where such
decisions are implemented

POEM shall be in India if directors are
not exercising their powers of
management and such powers are
excised by holding company or any
other person in India
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Guiding Principles for Determining POEM
Some of the guiding principles which may be taken into account for determining the POEM are as
follows:

1) POEM would be the place where board of directors regularly meets:
The location where a company’s board regularly meets and makes decisions may be the
company’s POEM, provided the Board
a) retains and exercises its authority to govern the company; and
b) does, in substance, make the key management and commercial decisions necessary for

the
conduct of the company›s business as a whole.

2) POEM would be the place where senior manager takes the decisions:
If a board has de facto delegated the authority to make the key management and commercial
decisions for the company to the senior management or any other person including a
shareholder and does nothing more than routinely ratifying the decisions that have been
made, the company’s POEM will ordinarily be the place where these senior managers or the
other person make those decisions.

3) POEM would be the place where Committee formulates key policies:
A company’s board may delegate some or all of its authority to one or more Committees such
as an Executive Committee consisting of key members of senior management. In these
situations, the location where the members of the Executive Committee are based and where
that Committee develops and formulates the key strategies and policies for mere formal
approval by the full board will often be considered to be the company’s POEM.

4) POEM would be the place where head office of company is located:
The location of a company’s head office will be a very important factor in the determination of
the company’s POEM because it often represents the place where key company decisions
are made.

5) Routine decisions not relevant to determine POEM:
Day-to-day routine operational decisions undertaken by junior and middle management shall
not be relevant for the purpose of determination of POEM.

6) POEM would be the place where directors or persons taking decisions usually
reside: The use of modern technology impacts the POEM in many ways. It is no longer
necessary for the persons taking decision to be physically present at a particular location.
Therefore, physical location of board meeting or Executive Committee meeting or meeting of
senior management may not be where the key decisions are in substance being made. In
such cases the place where the directors or the persons taking the decisions or majority of
them usually reside may also be a relevant factor.

7) Secondary factors to determine POEM:
If the above factors do not lead to clear identification of POEM, the following secondary
factors can be considered:-
a) Place where main and substantial activity of the company is carried out; or
b) Place where the accounting records of the company are kept.
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8) Illustrations:
It needs to be emphasized that the determination of POEM is to be based on all relevant
facts related to the management and control of the company, and is not to be determined on
the basis of isolated facts which by themselves do not establish effective management, as
illustrated by the following examples:

a) The fact that a foreign company is completely owned by an Indian company will not be
conclusive evidence that the conditions for establishing POEM in India have been satisfied.

b) The fact that one or some of the Directors of a foreign company reside in India will not be
conclusive evidence that the conditions for establishing POEM in India have been satisfied.

c) The fact of local management being situated in India in respect of activities carried out by a
foreign company in India will not, by itself, be conclusive evidence that the conditions for
establishing POEM have been satisfied.

d) The existence in India of support functions that are preparatory and auxiliary in character will
not be conclusive evidence that the conditions for establishing POEM in India have been
satisfied.

Based on the facts and circumstances if it is determined that during the previous year the POEM is
in India and also outside India then POEM shall be presumed to be in India if it has been
mainly/predominantly in India.

In case the Assessing Officer deems a company incorporated outside India, on the basis of its
POEM, as being resident in India then any such finding shall be given by the Assessing Officer
after seeking prior approval of the Principal Commissioner or the Commissioner, as the case may
be, in this regard. The Principal Commissioner or the Commissioner shall provide an opportunity of
being heard to the company before deciding the matter.
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CHAPTER 3
CONCEPT & CALCULATION OF INCOME TAX
LEARNING OBJECTIVES
 To understand the system for calculating income tax liability based on the type of person and

type of income.
 To understand rate of tax applicable for special incomes like casual incomes and income from

capital gains.
 To understand the concept of education cess and surcharge.
 To understand the concept of relief provided to various persons from the income tax liability.

SECTIONS DISCUSSED IN THIS CHAPTER
Long term capital gains on various assets Section 112
Long term capital gains of listed equity shares or listed equity oriented mutual
funds, on which security transaction tax has been paid

Section 111A

Winning of lottery, gambling, betting, card games, game shows, races
including horse races etc.

Section 115BB

Relief on  income tax Section 87A
Rounding  off in Total Income Section 288A
Rounding  off of Income Tax liability Section 288B
Average rate of Income Tax Section 2(10)

INTRODUCTION
In this chapter we will study in detail in full gamut the calculation of income tax of all types of
assessees. Under the income tax law tax calculation varies on the types of income and types of
assessee. Further some of the income tax rates are given by the Income Tax Act and some other
are set by the Finance Minister in the Annual Finance Act.  We will study about these rates in this
chapter.

BASIS OF CHARGE
 Provisions for computation of taxable income are given by the Income Tax Act.
 Some of the Tax rates are not given in the Income Tax Act, but are set by the Finance Act which

is passed by the Parliament every year.
 Some other tax rates are specified by the Income Tax Act such as tax on Long Term Credit Gain

(LTCG) income, lottery, gambling, horse racing etc.
 The First Schedule of Finance Act specifies Income Tax rates for the current assessment year

and advance tax rates for the next assessment year.  The Finance Act, 2017, provides tax rates
in the First Schedule (Parts I, II and III) as follows:-

Part I of the First Schedule to the Finance Act, 2017 : It gives income tax rates for different
assesses for the AY 2018-2019 i.e. PY 2017-2018.

Part II of the First Schedule to the Finance Act, 2017 : If a person is responsible for making a
payment on which he is supposed to deduct tax (TDS) during the AY 2018-2019 i.e. PY 2017-
2018, then TDS has to be done as per rates given in Part II of the First Schedule to the Finance
Act, 2017.  However, rate for TDS from salary is given in Part III.
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Part III of First Schedule to the Finance Act, 2017 : It gives tax rates for different assessees for
payment of advance tax during the AY 2018-2019 i.e. PY 2017-2018 . The same rates are
applicable for the tax deduction from salary payment during the AY 2018-2019 i.e. PY 2017-2018.
Generally, Part III of the First Schedule of Finance Act becomes Part I of the First Schedule of the
subsequent Finance Act. For instance, Part III of the First Schedule to the Finance Act, 2016 will
become Part I of the First Schedule to the Finance Act, 2017.

Tax is calculated on total income for the Previous Year.  The total income is calculated as follows:
Income under the Head ‘salary’
Income under the head ‘house property’
Income under the head ‘business and profession’
Income under the head ‘capital gains’
Income under the head ‘other sources’

Gross Total Income
Less: Deductions of Chapter VI-A under Section 80C to 80U

Total Income

Deductions under Section 80C to 80U are not allowed from:
(a) Short Term Capital Gain (STCG) income on sale of equity shares sold on which Share Transfer

Tax (STT) has been paid (Section 111A)
(b) Any Long Term Capital Gain (LTCG ) incomes (Section 112)
(c) Any casual income (section 115BB)

In India different sets of people are subject to Tax computation in different rates. The methodology
to tax any person will depend upon:

A) Type of assessee.
B) Type of income

The amount of tax calculated is further topped by surcharge and education cess.

CONCEPT OF SURCHARGE

To meet increased expenses due to contingencies at the time of natural disasters, war or economy
slowdown the Central Government charges an additional tax over a tax and such an additional tax
is known as surcharge. Surcharge shall be charged only if total income is more than `100 lakhs
during the previous year. The rate of surcharge shall be:

LEVEL OF INCOME
ASSEESEE

Income is
< =

`50 lakhs

Income is >
`50 lakhs

But
Income is < =
`100 lakhs

Income is >
`100 lakhs

But
Income is < =
`1,000 lakhs

Income is
>

`1,000 lakhs

DOMESTIC COMPANY NIL NIL 7% 12%
FOREIGN COMPANY NIL NIL 2% 5%
INDIVIDUAL , HUF , AOP-BOI ,
AJP

NIL 10% 15% 15%

FIRM , LOCAL AUTHORITY , CO-
OPERATIVE SOCIETY

NIL NIL 12% 12%
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CONCEPT OF EDUCATION CESS
 When tax is collected with a particular name and the money collected is used for the purposes, in

the name of which it has been collected then such tax is called Cess.
 With effect from AY 2005-2006 the Central Government has imposed education cess.
 Education Cess @ 2% has been imposed to finance ‘Primary Education’ in India w.e.f AY 2005-

2006.
 Further, a new Education Cess of 1% was imposed in the Finance Act, 2007 called ‘Secondary

and Higher Education Cess’.
 Thus, effectively  the rate of education cess is 3% but we have to show them separately and

should not be clubbed together.
 Education cess shall be imposed on the amount of tax irrespective of the level of income.
 Education cess is payable by all type of persons.
 Education cess is imposed on the amount of tax plus surcharge.

CONCEPT OF ROUNDING OFF THE INCOME TAX LIABILITY
SECTION 288B: Any amount of tax liability shall be rounded off to nearest of `10. For this purpose
any part of a rupee in terms of paisa shall be ignored and if last figure in that amount is `5 or more
then amount shall be increased to next higher amount which is in multiples of `10. But if last figure
is less than `5 then amount shall be reduced to the lower amount, which is in multiples of `10.
Similarly, the amount of TDS, Advance Tax, Interest, Penalty, Fine etc shall also be rounded off in
multiples of `10.

TAX RATES BASED ON TYPE OF ASSESSEE

 TAX RATES FOR INDIVIDUAL, HUF, AOP,  BOI AND AJP : In India we follow
Progressive Taxation for Individuals and HUFs. To achieve this goal the Finance Act provides
slab rates for the taxation of income. The slabs rates for the AY 2018-2019 i.e. PY 2017-2018 are
as follows:

A) Slab applies to:
1) Every resident male and every resident female whose age is less than 60 years.
2) Every non-resident male and non-resident female irrespective of their age.
3) Every HUF, AOP/BOI and AJP whether resident or non-resident, of India.

Up to first `2,50,000 NIL
`2,50,000 to `5,00,000 5%
`5,00,000 to `10,00,000 20%
Above `10,00,000 30%

The tax calculated as above shall be increased by Surcharge and Education Cess.

B) This slab is used for every male and every female who is resident in India and who is of the
age of 60 years or more but is of less than 80 years of age.

Up to first `3,00,000 NIL
`3,00,000 to `5,00,000 5%
`5,00,000 to `10,00,000 20%
Above `10,00,000 30%

The tax calculated as above shall be increased by Surcharge and Education Cess.
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C) This slab is used for every male and every female who is resident in India and who is of the
age of 80 years or more.

Up to first `5,00,000 NIL
`5,00,000 to `10,00,000 20%
Above `10,00,000 30%

The tax calculated as above shall be increased by Surcharge and Education Cess.

CLARIFICATIONS REGARDING ATTAINING PRESCRIBED AGE OF 60 / 80 YEARS ON 31st
MARCH ITSELF, IN CASE OF SENIOR / VERY SENIOR CITIZENS WHOSE DATE OF BIRTH

FALLS ON 1st APRIL : CIRCULAR NO.28/2016 , DATED 27-7-2016

CBDT has clarified that a person born on 1st April would be considered to have attained a
particular age on 31st March, the day preceding the anniversary of his birthday.

Illustration 1: Mrs. J was born on 1/4/1938 and she is a resident of India. She has earned income
of `19,70,000. Calculate her income tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: As per latest circular no 28/2016 it will be considered that Mrs. J has attained age of 80
years on 31/3/2018 and thus slab 3 will be applicable for calculation of income tax liability.

Calculation of income tax liability for AY 2018-2019 i.e. PY 2017-2018
Taxable Income `19,70,000
First `5,00,000 NIL
`5,00,000 to `10,00,000 20% `1,00,000
Balance of `9,70,000 30% `2,91,000
Total `3,91,000
Add: surcharge NIL
Tax plus surcharge `3,91,000
ADD: Education cess on tax plus surcharge
2% for primary education
1% for secondary and higher education

`7,820
`3,910

Total tax rounded off u/s 288B `4,02,730

Illustration 2: Mr. J is 55 years old and is a resident of India and has earned a total income of
`6,35,670. Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income tax liability for AY 2018-2019 i.e. PY 2017-2018
Taxable Income `6,35,670
First `2,50,000 Nil
`2,50,000 to `5,00,000 5% `12,500
Balance of `1,35,670 20% `27,134
Total `39,634
Add: surcharge NIL
Tax plus surcharge `39,634
Add: Education cess on tax plus surcharge
2% for primary education
1% for secondary and higher education

`792.68
`396.34

Total tax `40,823.02
Tax rounded off u/s 288B `40,820
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Illustration 3: Mr. J, 50 years of age is a resident of India and has earned the total income of
`12,55,000. Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income tax liability for AY 2018-2019 i.e. PY 2017-2018
Taxable income `12,55,000
Up to `2,50,000 NIL
`2,50,000 to `5,00,000 5% `12,500
`5,00,000 to `10,00,000 20% `1,00,000
Balance of ` 2,55,000 30% `76,500
Total `1,89,000
Add: surcharge NIL
Tax plus surcharge `1,89,000
ADD: Education cess
2% for primary education
1% for secondary and higher education

`3,780
`1,890

Total Tax rounded off u/s 288B `1,94,670

Illustration 4: Mr. J is 35 years old and is a resident of India and has earned a total income of
`59,50,000. Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income tax liability for AY 2018-2019 i.e. PY 2017-2018
Taxable income `59,50,000
First `2,50,000 Nil
`2,50,000 to `5,00,000 5% `12,500
`5,00,000 to `10,00,000 20% `1,00,000
Balance income = `49,50,000 30% `14,85,000
Total `15,97,500
Add: surcharge @ 10% of tax `1,59,750
Tax plus surcharge `17,57,250
Add: Education cess on tax plus surcharge
2% for primary education
1% for secondary and higher education

`35,145
`17,572.5

Total tax `18,09,967.5
Tax rounded off u/s 288B `18,09,970

 TAX RATES FOR PARTNERSHIP FIRMS, COMPANIES AND LOCAL
AUTHORITY : In India we follow flat taxation for firms , companies and local authorities. Flat
taxation means that income tax at a fixed rate will be calculated irrespective of the level of
income of such person. To achieve this goal the Finance Act provides such fixed rates for the
taxation of income. The fixed rates for the AY 2018-2019 i.e. PY 2017-2018 are as follows:
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PERSON TAX
RATE

SURCHARGE AND EDUCATION CESS

Partnership Firm 30 %

Limited Liability Partnership Firm 30 %
Local Authority 30 %
Domestic company

a) When total turnover or
gross receipts for the PY
2015-2016 < = ` 50 crores

b) Other domestic companies
25 %
30%

Foreign company 40%

NOTE: Above tax rates are for all incomes other than capital gains u/s 112 & u/s 111A and casual
incomes u/s 115BB

Illustration 5: M/S JPS is a partnership firm which has earned the business profits of `2,00,000.
House property income of `2,00,000. Donations to PMNRF are `1,70,000. Calculate the tax liability
for the AY 2018-2019 i.e. PY 2017-2018.

SOLUTION: Calculation of Total Income & tax liability for the AY 2018-2019 i.e. PY 2017-2018
Gross Total Income `4,00,000
Less:  deduction under Section 80G `1,70,000
Total Income `2,30,000
Tax on this total income @ 30% `69,000
Add: surcharge NIL
Tax plus Surcharge `69,000
ADD: Education cess
2% for primary education
1% for secondary and higher education

`1,380
`690

Total Tax `71,070
Tax rounded off u/s 288B `71,070

TAX RATES BASED ON TYPE OF INCOMES

The total income of all assessees is divided into six parts which are discussed as below.  The rates
of tax on five special incomes are given as under, and rest of incomes is taxed at normal rates as
discussed in paragraphs earlier.

 INCOME OF CAPITAL GAINS : Incomes on transfer of capital assets are known as
capital gains.  Capital gains are of two types:

a) Long term capital gains (LTCG): If a capital asset is transferred after 36 months from the
date of purchase or acquisition of capital asset, then the gains are called LTCG.

b) Short term capital gains (STCG): If a capital asset is transferred within 36 months from
the date of purchase or acquisition of capital asset then the gains are called STCG.

SURCHARGE AND
EDUCATION CESS IS
APPLICABLE AS DISCUSSED
ABOVE
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TAX RATES ON INCOME OF CAPITAL GAINS:
(i) LTCG on sale of equity shares or equity oriented mutual funds is exempted from tax under

Section 10(38) if Security Transaction tax has been paid at the time of purchase of such equity
shares (with some exceptions)

(ii) LTCG on all other assets are taxed at the rate of 20% u/s 112.
(iii)STCG on sale of equity shares or equity oriented mutual funds is taxed at the rate of 15% u/s

111A if Security Transaction tax has been paid.
(iv)STCG on all other assets and all other incomes {except (i), (ii), (iii) discussed above} are taxed

at normal rates as discussed in paragraphs above.

CASUAL INCOMES: Incomes which are not earned on a day to day basis but are windfall
gains in nature such as winnings from lotteries, card games, horse races, crossword puzzles,
game shows etc. are called casual incomes.

TAX RATES ON CASUAL INCOMES : Income tax on the casual incomes such as
lottery , crossword puzzles, betting, gambling, card games, races including horse racings, game
shows on any electronic media or on internet are charged to tax at flat 30% u/s 115BB.

Illustration 6: Mr. J who is 33 years of age and a resident of India gives you the following data
from which calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018

Salary income `5,00,000
House property income `2,00,000
STCG on sale of house `2,10,000
LTCG on sale of gold `1,70,000
LTCG on sale of listed equity shares, STT has been paid on purchase and sale `10,000
STCG on sale of listed equity shares, STT has been paid on purchase and sale `25,000
KBC winnings `6,40,000
Deposit in PPF account `70,000

Solution: Calculation of Income and Tax Liability for AY 2018-2019 i.e. PY 2017-2018
Income under the head SALARY `5,00,000
Income under the head HOUSE PROPERTY `2,00,000
Income under the head BUSINESS AND PROFESSION NIL
Income under the head CAPITAL GAINS

1. STCG on sale of house
2. LTCG on sale of gold
3. STCG on sale of equity shares
4. LTCG on sale of equity shares

`2,10,000
`1,70,000
`25,000
Exempt

Income under the head OTHER SOURCES : KBC winnings `6,40,000
Gross Total Income `17,45,000
Less: deduction under section 80C `70,000
Total Income `16,75,000
Tax on this total income
KBC—` 6,40,000 @ 30% `1,92,000
LTCG on gold—` 1,70,000 @ 20% `34,000
STCG on Equity shares—` 25,000 @ 15% `3,750
Tax on balance of ` 8,40,000 income on slab rate 1 `80,500
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Total Tax `3,10,250
Add surcharge NIL
Tax plus surcharge `3,10,250
Add: Education cess @ 2% `6,205
Add: Education cess for secondary and higher education @ 1% `3,102.50
Tax liability payable to government `3,19,557.50
Tax liability rounded off under section 288B `3,19,560

REBATE UNDER SECTION 87A

Income tax rebate shall be provided to the persons who fall under the lower income tax bracket if
both of the following conditions are satisfied:
a) Assessee is an individual who is a resident of India.
b) Total income of such individual is less than or equal to `3,50,000

The amount of the rebate shall be lower of:
a) Amount of income tax payable on the total income
b) Maximum limit of `2,500

NOTE: Education cess shall be imposed only after allowing rebate under Section 87A

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Casual incomes are discouraged under Income Tax Act.

 No expenses are allowed to be reduced from casual incomes.
 No exemption are allowed to be reduced from casual incomes.
 No deductions are allowed from casual incomes.
 No kind of loss is allowed to be set off from casual incomes.
 Loss of casual incomes are not allowed to be set off from any income.
 Casual incomes are taxed at flat rate of 30%

Keeping above in mind Rebate u/s 87A should also not be allowed from Casual
incomes. However rebate is allowed. (there seems to be drafting error in law)

Illustration 7: Mr. J is 25 years old and is a resident of India and has earned the gross total
income of `4,35,000. He has invested `1,20,000 to claim deduction u/s 80C, has paid medical
insurance premium of `15,000 by cheque to claim deduction u/s 80D and has donated `21,000 by
cheque to PMNRF to claim deduction u/s 80G. Calculate his tax liability for AY 2018-2019 i.e. PY
2017-2018.

Solution: Calculation of total income and income tax liability
Gross Total Income `4,35,000
Less: deduction under Section 80C `1,20,000
Less: deduction under Section 80D `15,000
Less: deduction under Section 80G `21,000
Total Income `2,79,000
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Tax on this total income
First `2,50,000 NIL
`2,50,000 to `2,79,000 @ 5% `1,450
Less: rebate under Section 87A : lower of

a) Tax amount : `1,450
b) Maximum limit : `2,500 `1,450

Tax amount NIL
Add: Education cess @ 2% NIL
Add: Education cess for secondary and higher education @ 1% NIL
Tax liability payable to government NIL
Tax liability rounded off under Section 288B NIL

FULFILMENT OF DEFICIENCY IN SLAB EXEMPTION :
SECTION 112 AND SECTION 111A

In Total Income of resident individuals or resident HUF if there is:
(a) LTCG income which is to be taxed at 20% under Section 112  AND / OR
(b) STCG income which is to be taxed at 15% under section 111A

and Total Income excluding above said incomes is less than the basic exemption limit then the
deficiency has to be fulfilled from such LTCG or STCG and balance amount only will be taxed. This
deficiency has to be seen excluding LTCG income u/s 112 and STCG u/s 111A but including
casual income. To calculate deficiency one can use the following equation:

Deficiency = BEL - (Total Income – LTCG income u/s 112 – STCG income u/s 111A)
If by using this equation we get zero or we get negative amount then there is no deficiency.

Illustration 8: Mr. J being a resident of India and 56 years of age has earned the salary income of
`20,000 pm and has earned LTCG on sale of his residential house `2,00,000. He has deposited
`12,000 in PPF account and `12,000 in PMNRF. Calculate tax liability for the AY 2018-2019 i.e.
PY 2017-2018.

Solution: Calculation of Income and Tax Liability for AY 2018-2019 i.e. PY 2017-2018
Income under the head of salary `20,000 X 12 `2,40,000
Income under the head of House Property NIL
Income under the head of PGBP NIL
Income under the head of Capital Gains LTCG `2,00,000
Income under the head of Other sources NIL
GROSS TOTAL INCOME `4,40,000
Less: Deduction under section 80C `12,000
Less: Deduction under section 80G `12,000
TOTAL INCOME `4,16,000
Tax on LTCG income 20% on `2,00,000 – `34,000 (after completing deficiency) `33,200
Tax on normal income `2,16,000 + `34,000 Nil
Total Tax `33,200
Add: Education cess @ 2%
Add: Education cess for secondary and higher education @ 1%

`664
`332

Tax liability rounded off u/s 288B `34,200
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Calculation of deficiency :
Deficiency = BEL - (total income – LTCG income u/s 112 – STCG income u/s 111A)

= `2,50,000 – (`4,16,000 – `2,00,000 - 0) = `34,000

NOTE: Deduction of sections  80C and 80G are not allowed to be reduced from LTCG Income.

Illustration 9: Mr. J has salary income of `1,50,000, lottery income of `60,000; LTCG income on
sale of house is `50,000. Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018 if Mr. J
is a resident of India and has age of 55 years.

Solution: Calculation of Income and Tax Liability for AY 2018-2019 i.e. PY 2017-2018
Income under the head of Salary `1,50,000
Income under the head of Capital Gains LTCG `50,000
Income under the head of Other sources Lottery `60,000
GROSS TOTAL INCOME `2,60,000
Less: Deductions under chapter VI-A of Income Tax Act NIL
TOTAL INCOME `2,60,000
Tax on total income:
Tax on LTCG income @ 20% on `10,000 = (`50,000 - `40,000)
Tax on lottery income @ 30% on `60,000
Tax on normal income = `1,90,000 (`1,50,000 + `40,000)

`2,000
`18,000
Nil

Total Tax `20,000
Less: Rebate under section 87A : lower of

A) Tax amount : `20,000
B) Maximum limit : `2,500 `2,500

Total tax `17,500
Add: Education cess
@ 2% for primary education
@ 1% for higher and secondary education

`350
`175

Tax Liability Rounded Off u/s 288B `18,030

Calculation of deficiency
Deficiency = BEL - (total income – LTCG income u/s 112 – STCG income u/s 111A)

= `2,50,000 – (`2,60,000 – `50,000 - 0)  = `40,000

CONCEPT OF MARGINAL RELIEF
 Surcharge is imposed on Individuals , HUF , AOP-BOI , AJP at the rate of 10% of tax if their total

income is more than `50 lakhs and rate will be 15% of tax if their total income is more than `100
lakhs.

 Surcharge is imposed on all other type of persons at the rate of 10% of tax if their total income is
more than `100 lakhs.

 Sometimes additional tax including surcharge but before education cess on the total income
exceeding `100 lakhs (or `50 lakhs, as the case may be) will be more than the difference
between the total income and `100 lakhs (or `50 lakhs , as the case may be). In such cases
marginal relief will be provided which is equal to increase in tax less increase in Income.

 In other words, the total amount payable as income tax and surcharge on the total income
exceeding `100 lakhs (or `50 lakhs, as the case may be) shall not exceed the total amount
payable as income tax on a total income of `100 lakhs (or `50 lakhs, as the case may be) by
more than the amount of income exceeding `100 lakhs (or `50 lakhs, as the case may be).
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 Marginal relief will remain valid only if taxpayer does not have any income which is taxable at
special rates. (e.g. Long term capital gains, lottery income etc.)

 No marginal relief shall be provided on the Education Cess charged on the Income Tax.

Tax has to be restricted to “TAX ON `1 CR + [INCOME – `1 CR]”
OR

Tax has to be restricted to “TAX ON `50 Lakhs + [INCOME – `50 Lakhs]”

Illustration 10: Mr. X is resident of India and has the age of 50 years. His total income is `51
lakhs.  Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018.

SOLUTION: Calculation of amount of marginal relief
Income tax Taxable income

is `50 lakhs
Taxable income
is `51 lakhs

Incremental income
is `1,00,000

Tax at slab A) `13,12,500 `13,42,500
Add: surcharge @ 10% NIL `1,34,250
Tax plus surcharge `13,12,500 `14,76,750 Incremental tax including

surcharge is `1,64,250
Difference between incremental tax and incremental income
is called marginal relief

`64,250

Calculation of income tax liability for the AY 2018-2019 i.e. PY 2017-2018
Up to `2,50,000 NIL
`2,50,000 to `5,00,000 5% `12,500
`5,00,000 to `10,00,000 20% `1,00,000
Balance of ` 41,00,000 30% `12,30,000
Total `13,42,500
Add: surcharge `1,34,250
Tax plus surcharge `14,76,750
Less: Marginal relief (`64,250)
Tax after marginal relief `14,12,500
ADD: Education cess
2% for primary education
1% for secondary and higher education

`28,250
`14,125

Total Tax Rounded Off u/s 288B `14,54,880

CONCEPT OF AVERAGE RATE OF INCOME TAX
As per Section 2(10), average rate of income-tax means the rate arrived at by dividing the amount
of income-tax calculated on the total income, by such total income.
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PROBLEMS FOR PRACTICE

Illustration 12: Mr. X submits the following data and requests to compute tax liability for AY 2018-
2019 i.e. PY 2017-2018

1) Income under the head salary `5,35,000
2) Income under the head house property `2,45,000
3) Income under the head business/profession `30,000
4) Long term capital gains u/s 112 `1,10,000
5) Short term capital gains `25,000
6) Casual Income (winnings of lottery) `55,000
7) Deductions allowed under section 80C to 80U `25,000

Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Income from salary `5,35,000
Income from house property `2,45,000
Income from business and profession `30,000
Income from capital gains
LTCG u/s 112
STCG

`1,10,000
`25,000

Income from other sources
Winnings `55,000
Gross Total Income `10,00,000
Less: Deduction u/s 80C to 80U `25,000
Taxable Income / Total Income `9,75,000

Calculation of Tax liability for AY 2018-2019 i.e. PY 2017-2018
Incomes Calculations in ` Tax amount in `
Income of LTCG 1,10,000 X 20% 22,000
Income from winnings 55,000 X 30% 16,500
Ordinary incomes 8,10,000 X Slab 1 74,500
Total Tax 1,13,000
Less: Rebate u/s 87A NIL
Total Tax 1,13,000
Add: Surcharge NIL
Total Tax 1,13,000
Add: Primary Education Cess 2% of 1,13,000 2,260
Add: Secondary and Higher Education Cess 1% of 1,13,000 1,130
Total tax rounded off u/s 288B 1,16,390

Illustration 13: Compute tax liability for the AY 2018-2019 i.e. PY 2017-2018 of Mr. X who is
resident in India and has following incomes:

1) Income under the head Salary `1,20,000
2) Income under the head House Property `60,000
3) Long term capital gains u/s 112 `2,20,000
4) Short term capital gain under section 111A `1,10,000
5) Casual Income `90,000
6) Deduction under section 80C to 80U `2,00,000
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Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary 1,20,000
Income from house property 60,000
Income from business and profession NIL
Income from capital gains
LTCG u/s 112
STCG u/s 111A

2,20,000
1,10,000

Income from other sources
Winnings 90,000
Gross Total Income 6,00,000
Less: Deduction u/s 80C to 80U 1,80,000 (restricted to ordinary incomes)
Taxable Income / Total Income 4,20,000

Calculation of Tax liability for AY 2018-2019 i.e. PY 2017-2018
Incomes Calculations in ` Tax in `
Income of LTCG u/s 112 2,20,000 – 1,60,000 = 60,000 X 20% 12,000
Income of STCG u/s 111A 1,10,000 X 15% 16,500
Income from winnings 90,000 X 30% 27,000
Ordinary incomes 0 + 1,60,000 X Slab 1 NIL
Total Tax 55,500
Less: Rebate u/s 87A NIL
Total Tax 55,500
Add: Surcharge NIL
Total Tax 55,500
Add: Primary Education Cess 2% of 55,500 1,110
Add: Secondary and Higher Education Cess 1% of 55,500 555
Total tax 57,165
Total tax rounded off u/s 288B 57,170

Calculation of Deficiency
Deficiency = BEL – (Taxable Income – LTCG u/s 112 – STCG u/s 111A)
`2,50,000 – (`4,20,000 – `2,20,000 – `1,10,000) = `1,60,000

Illustration 14 : Compute tax liability for the AY 2018-2019 i.e. PY 2017-2018 of Mr. X who is
resident in India and has following incomes:

1) Income under the head Business/Profession `5,00,000
2) Income under the head House Property `3,00,000
3) Long term capital gains u/s 112 `4,00,000
4) Short term capital gains under section 111A `3,00,000
5) Casual Income `2,00,000
6) Deductions allowed under section 80C to 80U `35,000

Compute his tax liability for the AY 2018-2019 i.e. PY 2017-2018.
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Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary NIL
Income from house property 3,00,000
Income from business and profession 5,00,000
Income from capital gains
LTCG u/s 112
STCG u/s 111A

4,00,000
3,00,000

Income from other sources
Winnings 2,00,000
Gross Total Income 17,00,000
Less: Deduction u/s 80C to 80U 35,000
Taxable Income / Total Income 16,65,000

Calculation of Tax liability for AY 2018-2019 i.e. PY 2017-2018
Incomes Calculations in ` Tax amount in `
Income of LTCG u/s 112 4,00,000 X 20% 80,000
Income of STCG u/s 111A 3,00,000 X 15% 45,000
Income from winnings 2,00,000 X 30% 60,000
Ordinary incomes 7,65,000 X Slab 1 65,500
Total Tax 2,50,500
Less: Rebate u/s 87A NIL
Total Tax 2,50,500
Add: Surcharge NIL
Total Tax 2,50,500
Add: Primary Education Cess 2% of 2,50,500 5,010
Add: Secondary and Higher Education Cess 1% of 2,50,500 2,505
Total tax 2,58,015
Total tax rounded off u/s 288B 2,58,020

Illustration 15 : Calculate the income-tax liability for the AY 2018-2019 i.e. PY 2017-2018 in the
following cases:

Mr.A (age 45) Mrs B (age 62) Mr.C (age 81) Mr.D (age 82)
Status Resident Non-Resident Resident Non -Resident

Total income other
than LTCG

`2,80,000 `3,30,000 `5,90,000 `4,80,000

LTCG `15,000 from
sale of land

`10,000 from sale
of listed equity
shares on which
STT is paid

`60,000 from
sale of
agricultural land
in rural area

Nil

[CA Nov 2012, 4 Marks]
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Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income Mr.A (age 45) Mrs B (age 62) Mr.C (age 81) Mr.D (age 82)

Income other than LTCG `2,80,000 `3,30,000 `5,90,000 `4,80,000
Income from LTCG `15,000 Exempt u/s 10(38) Not an Income NIL
Gross Total Income `2,95,000 `3,30,000 `5,90,000 `4,80,000
Less: Deduction u/s 80C
to 80U

NIL NIL NIL NIL

Taxable Income / Total
Income

`2,95,000 `3,30,000 `5,90,000 `4,80,000

Calculation of Tax liability for AY 2018-2019 i.e. PY 2017-2018
Incomes Mr.A (age 45) Mrs B (age 62) Mr.C (age 81) Mr.D (age 82)

Resident Non-Resident Resident Non - Resident
Tax on Income of LTCG u/s
112 --- `15,000 X 20%

3,000 NIL NIL NIL

Tax on Ordinary incomes
At slab rate

1,500 4,000 18,000 11,500

Total Tax 4,500 4,000 18,000 11,500
Less: Rebate u/s 87A 2,500 NIL NIL NIL
Total Tax 2,000 4,000 18,000 11,500
Add: Primary Education
Cess @ 2%

40 80 360 230

Add: Secondary and Higher
Education Cess @ 1%

20 40 180 115

Total tax rounded off u/s
288B

2,060 4,120 18,540 11,850

CHAPTER AT GLANCE

1) Income of every person is taxable at the rates prescribed in the Finance Act.  However some of
the income tax rates are not mentioned in Finance Act but they have been mentioned in Act
itself, such as Tax on lottery income is 30% as per section 115BB and tax on long-term capital
gains is 20% as per section 112 and on listed equity shares, on which STT has been paid the
STCG are taxable at 15% as per Section 111A.

2) Individuals, HUF, AOP, BOI and every artificial judicial person get their income taxable on the
basis of slab rate.

3) Surcharge is an additional tax on the tax charged by the government @ 15% of tax. (In some
cases rate is not 15%). Surcharge is applicable when taxable income is more than `100 lakhs
(In some cases when taxable income is more than `50 Lakhs).

4) Firms and domestic companies are chargeable at a flat rate of 30%. However, foreign company
is taxable at the rate of 40%.

5) Every person whose total income of the assessment year exceeds the maximum amount not
chargeable to tax shall pay the tax as per the rates mentioned in the Finance Act, in the
previous year itself. Such total income is to be calculated on the basis of the residential status
of a person.

6) Education cess is 2% for primary education and 1% for higher and secondary education.
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CHAPTER 4
AGRICULTURAL INCOME & ITS TAX TREATMENT

LEARNING OBJECTIVES
 To understand powers of the Central Government and State Government with respect to

Agricultural Income and its taxability.
 To understand the defination and tax treatment of Agricultural Income.
 To understand which Income shall not be regarded as Agricultural Income.
 To understand the rules under the Income Tax Rules, 1962 for the determination of Business

Income and Agricultural Income, in case of composite activity involving both.
 To understand the special methods of determination of Income Tax liability in cases where a

person is having both agricultural Income and non-agricultural Income

SECTIONS AND RULES DISCUSSED IN THIS CHAPTER
Agricultural Income from rent or revenue from agricultural land Section 2(1A)(a)
Agricultural Income from carrying on agricultural operations Section 2(1A)(b)
Agricultural Income from farmhouse Section 2(1A)(c)
Agricultural Income is exempt from Income tax Section 10(1)
Rule Type of activity Agricultural

Income
Business
Income

7A Sale of rubber 65% 35%
7B(1) Sale of coffee grown and cured by seller in India. 75% 25%
7B(1A) Sale of coffee grown, cured, roasted and grounded

by seller in India.
60% 40%

8 Growing and manufacturing Tea in India. 60% 40%

INTRODUCTION
Under Entry Number 46 in the State list of Constitution of India State Governments have been
given power to impose tax on Agricultural Income and therefore Central Government does not
impose tax on it. However in some cases, Agricultural Income is added in the Non-Agricultural
Income for the purpose of calculation of Income Tax by Central Government. In this chapter we will
learn about the definition of Agricultural Income and the indirect method by which Central
Government imposes tax on Agricultural Income.

DEFINITION OF AGRICULTURAL INCOME : SECTION 2(1A)
Power to tax Agricultural Income is in the hands of State Government and  the Central Government
cannot impose tax on this. Accordingly, it is provided in Section 10(1) of the Income Tax Act that
Agricultural Income is exempt from Income Tax. Agricultural Income can be from 3 sources, which
are:

 INCOME FROM LEASING OUT OF AGRICULTURAL LAND : SECTION
2(1A)(a) : Any rent derived from land, which is situated in India and is used for agricultural
purposes shall be termed as Agricultural Income.  Further, rent can be in cash or in kind.
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According to Rule 1 of Part IV of the first Schedule (the Finance Act), Income under this Section
shall be computed as if it is an Income under the head ‘Other Sources’.  This means that any
expense incurred to earn this income shall be reduced and only net income will be considered.  In
other words we have to compute net Agricultural Income.  However this will be exempted from tax.

Illustration 1: A zamindar receives 100 kgs. of wheat worth `2,000 from a farmer to whom he has
let out his land. This `2,000 will be considered his Agricultural Income, but if the zamindar further
sells this wheat for `2,300 then the profit of `300 will not be considered as his Agricultural Income.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
1) Rent from land situated in a foreign country shall not be regarded as an

Agricultural Income and therefore taxable as income from Other Sources.
2) Rent can be received in kind which will be known as Agricultural Income,

but any profits earned on sale of such yield will not be Agricultural Income.
3) If rent is received in arrear or later then the due date and interest is also

charged for the delay, then the amount of interest shall not be considered
as Agricultural Income and therefore it is taxable as Income from Other
Sources

 INCOME FROM DOING AGRICULTURAL ACTIVITY:  SECTION 2(1A)(b) :
Any Income from agricultural land by doing agricultural activity on the land shall be regarded as
an Agricultural Income.

CIT v.  RAJA BENOY KUMAR SAHAS ROY (1957 /32 ITR 466(SC)
The Supreme Court has set the following principles for the determination of agricultural activity.
According to the Supreme Court there are 2 kinds of operations:
a) Basic operations: Such as involvement of human skills and labour on the land before produce

sprout from the land.  Some of the basic operations can be tilling of land, sowing of seeds,
irrigation etc.

b) Subsequent operations: are activities after the produce sprout from the land such as weeding,
harvesting etc.

Only performance of subsequent operations without doing basic operation does not make the
activity as agricultural operations. To consider any Income as Agricultural Income both activities
have to be carried out; the result may or may not be a food grain for humans or animals still it will
be considered as an  Agricultural Income.

Illustration 2: Growing of cotton, jute, rubber, growing of trees for the timber purposes, coffee, tea
etc. shall be regarded as agricultural operations.

Illustration 3: Sale of plants grown in nurseries shall be regarded as Agricultural Income whether
plants are grown on land or in pots

The mere fact that an activity has some connection with land or is dependent on land shall not
make the activity as agricultural operations. Therefore:
a) Income from breeding or rearing of livestock, fisheries, poultry farming, dairy farming, animal

husbandry, cheese making and butter making is not an Agricultural Income.
b) Income from sale of spontaneously grown trees and plants is not an Agricultural Income.
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CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Any Income from employing any process to render the produce fit for the
market shall be regarded as Agricultural Income. Many times there is no
ready market available for the crop that has been harvested and in order to
make it saleable in the market some extra process has to be performed.

Illustration 4: Tobacco leaves are dried to make them saleable in the
market.  So the process of drying up leaves shall also be regarded
agricultural process.

If the product is subjected to a process which is not necessary for its sale
then such process shall not be regarded as agricultural process.  For
example, sugarcane is ordinarily sold in the market as a product.  Therefore,
the process of converting sugarcane into jiggery shall not be regarded as
agricultural operation.

As per Rule 2 of part IV of first Schedule (the Finance Act) income under this section shall be
calculated as if this is the income under the heads Income from Business and Profession (PGBP).
This means expenses incurred to earn income have to be deducted and only net income is to be
taken care of.  In other words, we have to compute net Agricultural Income.  However, this will be
exempted from tax.

 INCOME FROM FARM BUILDING : SECTION 2(1A)(c) : Any Income derived
from any building is ordinarily taxed under the head of “House Property” under Section 22.
However, if all of the following conditions are satisfied then Income from the building shall be
regarded as Agricultural Income:

(i) The building is occupied by the cultivator as landlord or as a tenant.
(ii) The building should be on or in the vicinity of such land which is used for agricultural purposes

and is situated in India.
(iii)The building is used as dwelling house or as a store house by such occupier in connection with

the agricultural operations carried on by him.
(iv)The building is on such land which is:

a) assessed to land revenue in India or
b) assessed to  local rate of tax is charged or
c) not be situated in urban area

Urban agriculture land is the land situated in any area within the distance, measured aerially
(shortest aerial distance).
a) Any land situated not being more than two kilometers, from the local limits of any municipality or

cantonment board and having population of more than 10,000 but not exceeding 1,00,000
b) Any land situated not being more than six kilometers from the local limits of any municipality or

cantonment board and which has a population of more than 1,00,000 but not exceeding
10,00,000

c) Any land situated not being more than 8 kilometers, from the local limits of any municipality or
cantonment board and which has a population of more than 10,00,000.

Rule 3 of part IV of first Schedule (the Finance Act) states that income under this Section shall be
computed as if it is an income under the head “House Property”. This means that only net income
has to be considered.  In other words, we have to compute net Agricultural Income. However, this
will be exempted from tax.
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Illustration 5 :
Area Shortest aerial distance from

the local limits of a
municipality

Population according to
the preceding census

Status of agricultural
land?

A 1 km 9,000 Rural agriculture land
B 1.5 kms 12,000 Urban agriculture land
C 2 kms 11,00,000 Urban agriculture land
D 3 kms 80,000 Rural agriculture land
E 4 kms 3,00,000 Urban agriculture land
F 5 kms 12,00,000 Urban agriculture land
H 6 kms 8,000 Rural agriculture land
H 7 kms 4,00,000 Rural agriculture land
I 8 kms 10,50,000 Urban agriculture land
J 9 kms 15,00,000 Rural agriculture land

WHAT IS NOT REGARDED AS AGRICULTURAL INCOME
(i) Dividend received from a company which is doing agricultural activities is not an Agricultural

Income.
(ii) Share of profits received by a person from a firm in which he is a partner and is carrying on

agricultural activities is not an Agricultural Income.  However, this is exempted from tax under
Section 10(2A).  But if the partner receives any interest income or salary from the firm, then it
will be considered to be his Agricultural Income as was decided by the Supreme Court in CIT
V.  R.M.CHIDAMBARAM PILLAI (1977/106 ITR 292(SC)).

(iii) Income from fisheries, poultry farming, dairy farming, and animal husbandry is not an
Agricultural Income.

(iv) Income from sale of spontaneously grown trees and plants.
(v) Royalty Income of mines.
(vi) Income from butter and cheese making.
(vii) Receipts from a shooting in a farm house.
(viii) Income from sale of seeds.
(ix) Income from supply of water for irrigation purposes.

INCOME FROM COMPOSITE ACTIVITY OF
AGRICULTURAL AND BUSINESS

Rule Income Agricultural
Income

Business
Income

7A Sale of rubber 65% 35%
7B(1) Sale of coffee grown and cured by seller in India. 75% 25%
7B(1A) Sale of coffee grown, cured and grounded by seller in

India.
60% 40%

8 Growing and manufacturing tea in India. 60% 40%

In all of the above said businesses, income is first calculated as if it is the PGBP income after
making all permissible deductions.  Such calculated business income is then bifurcated as per the
above mentioned rules to get PGBP income and Agricultural Income. If the business is being done
as a partnership business, then the salary and interest income of partners shall be taken as
business expense only to the extent of the above mentioned percentages and the balance shall be
regarded as Agricultural Income.
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 INCOME FROM GROWING AND MANUFACTURING ANY PRODUCT
OTHER THAN TEA, RUBBER AND COFFEE: RULE  7 : Any assessee can
have a composite activity of business and agriculture and income from composite activity has to
be bifurcated into Agricultural Income and Business Income.

Illustration 6: Mr. J grows tomatoes and further processes them to make ketchup and sells it in
market. Now Mr. J is doing composite activity of business and agriculture. The Income, which he
earns from sale of ketchup, is also a composite Income.

Business Income: To calculate the business income, market value of any agricultural produce
which has been raised by the assessee or received by him as rent in kind and which has been
utilized as a raw material in such business shall be deducted from the sale price and no further
deduction shall be made in respect of any other expenditure done by the assessee as a cultivator.
Further, factory overheads and other administrative overheads shall be reduced to get Business
Income.

Illustration 7: In the above example let us say that the total value of ketchup sold has been `7
lakh and fair market value of tomatoes grown has been `3.8 lakh. Further manufacturing expenses
have been `1.2 lakh. To produce tomatoes, total expenditure done was `2 lakh. Now from this `7
lakh market value of tomatoes used as raw material will be reduced along with the manufacturing
expenses and `2 lakh (`7 lakh - `3.8 lakh - `1.2 lakh) will be business Income. Further net
Agricultural Income would be `1.8 lakh.

For the purpose of the above rule, market value shall be deemed as :
(a) Where the agricultural produce is ordinarily sold in the market, the value calculated according to

the average price at which is has been sold, during the relevant previous year; or
(b) Where the agricultural produce is not ordinarily sold in the market, the aggregate of the

following shall be its market value:
(i) The expenses of cultivation
(ii) The land revenue or rent paid for the land on which it was grown, and
(iii)The profit, which in the opinion of the Assessing Officer is reasonable.

 INCOME FROM SALE OF RUBBER IN INDIA : RULE 7A : Income from sale of
rubber, which has been manufactured by obtaining from rubber plants grown by seller in India,
shall be bifurcated into business income and Agricultural Income.  For this purpose, 35% of the
income from sale of rubber is considered as business income and 65% income from sale is
considered as Agricultural Income. Further, while calculating business income the deduction will
be given for the following:

a) Cost of planting rubber plants, and
b) Cost of replacement of plants that have died or have become useless.

 INCOME FROM SALE OF COFFEE GROWN AND CURED IN INDIA :
RULE 7B(1) : Income from sale of coffee grown and cured by a seller in India shall be
bifurcated into business Income and Agricultural Income.  For this purpose 25% of the Income
from sale of coffee is considered as business income and 75% of the income from sale of coffee
is considered as an Agricultural Income.

 INCOME FROM SALE OF COFFEE GROWN, CURED AND GROUNDED
IN INDIA : RULE 7B(1A) : Income from sale of coffee grown, manufactured, cured and
grounded by a seller in India shall be bifurcated into business income and Agricultural Income.
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For this purpose 40% of the Income from sale of coffee is considered as business income and
60% of the Income from sale of coffee is considered as Agricultural Income. Further, while
calculating business income, the deduction will be given for the following:

a) Cost of planting coffee plants, and
b) Cost of planting coffee plants in replacement of plants that have died or have become useless.

 INCOME FROM GROWING AND MANUFACTURE OF TEA IN INDIA :
RULE 8 : Income from sale of tea by a seller in India shall be bifurcated into Business Income
and Agricultural Income. For this purpose, 40% of the Income from sale of tea is considered as
Business Income and 60% of the income from sale of tea is considered as an Agricultural
Income. Further, while calculating Business Income the deduction will be given for the following:

a) Cost of planting tea plants, and
b) Cost of planting tea plants in replacement of plants that have died or have become useless.

Illustration 8: Mr. J has estates in rubber, tea and coffee and he derives Income from them. He
also has a nursery wherein he grows plants and sells them.  For AY 2018-2019 i.e. PY 2017-2018
he furnishes following particulars of his source of income from which calculate his taxable income:
a) Manufacture of rubber `5,00,000
b) Manufacture of coffee grown and cured `3,50,000
c) Manufacture of tea. `7,00,000
d) Sale of plants from nursery which are grown in pots `1,00,000 (CA NOV 2004 - 6 MARKS)

Solution: Calculation of taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Rubber (35% of `5,00,000) `1,75,000
Coffee (25% of `3,50,000) `87,500
Tea (40% of `7,00,000) `2,80,000
Total Non-agricultural Income `5,42,500

CONCEPT OF TAXATION OF THE AGRICULTURAL INCOME
Agricultural Income is totally exempt under Income Tax Act, but shall be included in the total
income in case of certain assessees for the purpose of determining the Rate of Tax on the non-
Agricultural Income. This is also known as integration of Agricultural Income with the non-
Agricultural Income or the indirect way of taxing an Agricultural Income.

The integration of Agricultural Income with non-Agricultural Income shall be done in case of
Individual, HUF, AOP/BOI and artificial juridical person and shall not be done in the case of the
Firm, Company, Co-operative Society and Local Authority.

The integration of Agricultural Income with the non-Agricultural Income shall be done in the
following two cases only:
(i) Non Agricultural Income exceeds the maximum amount not charged to tax, and
(ii) Net Agricultural Income exceeds `5,000 p.a.

STEPS TO CALCULATE TAX
Step 1 Add net agricultural and non-agricultural income and calculate the tax on it as if it is the

total Income.
Step 2 Add net agricultural income to the maximum amount that is not chargeable to tax and

then calculate tax as if this is the total Income.
Step 3 Deduct the amount of tax as computed in Step 2 from the tax computed in Step 1.

The amount so arrived shall be the tax payable by the assessee.
Education cess is also payable on the amount of tax.
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Illustration 9: Total income of Mrs. J computed for the AY 2018-2019 i.e. PY 2017-2018 is
`6,00,000 which includes:

Long-term capital gains on sale of gold `90,000
Winning from lotteries `60,000
Short-term capital gains covered by Section 111A `30,000

Agricultural Income earned by her was `1,50,000. Compute the tax payable by Mrs. J.
MAY 2006 : 6 MARKS

Solution : Calculation of Taxable Income of Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Income under the head SALARY NIL
Income under the head HOUSE PROPERTY NIL
Income under the head BUSINESS AND PROFESSION NIL
Income under the head CAPITAL GAINS

LTCG on sale of gold
STCG on sale of equity shares u/s 111A

`90,000
`30,000

Income under the head OTHER SOURCES
Lottery winnings
Agriculture income  1,50,000
Exempt u/s 10(1)    1,50,000
Other incomes

`60,000

NIL
`4,20,000

Gross Total Income `6,00,000
Less: deduction under section 80C to section 80U NIL
Total Income `6,00,000

Calculation of tax liability of Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Total Income given `6,00,000
Net Agricultural Income given `1,50,000
Step 1: Tax on non-agricultural income plus net agricultural Income
Income-tax on `7,50,000 (`6,00,000 + `1,50,000)
Tax on long-term capital gains [`90,000 x 20%]
Tax on winning from lotteries [`60,000 x 30%]
Tax on short-term capital against covered by Section 111A [15% of `30,000]
Tax on other Income, i.e. `5,70,000
Total Tax

`18,000
`18,000
`4,500
`26,500
`67,000

Step 2: Tax on net Agricultural Income plus basic exemption limit
Income-tax on `4,00,000 (`2,50,000 + `1,50,000) `7,500
Step 3: Tax of Step 1 less tax of Step 2
`67,000 – `7,500
Primary Education Cess of 2%
Secondary and Higher Education Cess 1%
Tax liability rounded off under Section 288B

`59,500
`1,190
`595

`61,290

Illustration 10: Calculate Tax payable by Mr. J for AY 2018-2019 i.e. PY 2017-2018
Long Term Capital Gains `80,000
Winning from Lotteries `70,000
Agricultural Income `60,000
Other Non-agricultural Income `2,10,000
Deduction from section 80C to 80U `20,000
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Solution : Calculation of Taxable Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Income under the head SALARY NIL
Income under the head HOUSE PROPERTY NIL
Income under the head BUSINESS AND PROFESSION NIL
Income under the head CAPITAL GAINS - LTCG `80,000
Income under the head OTHER SOURCES
Lottery winnings
Agriculture income `60,000
Exempt u/s 10(1) `60,000
Other incomes

`70,000

NIL
`2,10,000

Gross Total Income `3,60,000
Less: deduction under section 80C to section 80U `20,000
Total Income `3,40,000

Calculation of tax liability of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Total Income given `3,40,000
Net Agricultural Income given `60,000
Step 1: Tax on non-agricultural Income plus net Agricultural Income
Income-tax on `4,00,000 (`3,40,000 + `60,000)
Tax on long-term capital gains [`80,000 x 20%]
Tax on winning from lotteries [`70,000 x 30%]
Tax on other Income, i.e., `2,50,000
Total Tax

`16,000
`21,000

NIL
`37,000

Step 2: Tax on net Agricultural Income plus basic exemption limit
Income-tax on `3,10,000 (`2,50,000 + `60,000) `3,000
Step 3: Tax of Step 1 less tax of Step 2
`37,000 – `3,000
Less: Rebate u/s 87A
Tax after rebate
Primary Education Cess of 2%
Secondary and  Higher Education cess 1%
Tax liability rounded off under Section 288B

`34,000
`2,500
`31,500
`630
`315

`32,450

PROBLEMS FOR PRACTICE

Illustration 11: Mr. X, aged 58 years, has Income under the head House Property `3,25,000,
agricultural Income of `1,00,000, Long term capital gain amounting to `45,000 and casual Income
`35,000. He is eligible for deduction under section 80C for `20,000.  Compute tax liability for the
AY 2018-2019 i.e. PY 2017-2018.

Solution : Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary NIL
Income from house property 3,25,000
Income from business and profession NIL
Income from capital gains : LTCG u/s 112 45,000
Income from other sources
Winnings 35,000
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Agriculture income exempt
Gross Total Income 4,05,000
Less: Deduction u/s 80C to 80U 20,000
Taxable Income / Total Income 3,85,000

Calculation of tax liability of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Total Income given 3,85,000
Net Agricultural Income given 1,00,000
Step 1: Tax on non-agricultural Income plus net Agricultural Income
Income-tax on `4,85,000 (`3,85,000 + `1,00,000)
Tax on long-term capital gains [`45,000 × 20%]
Tax on winning from lotteries [`35,000 × 30%]
Tax on other Income, i.e., `4,05,000
Total Tax

9,000
10,500
7,750
27,250

Step 2: Tax on net Agricultural Income plus basic exemption limit
Income-tax on `3,50,000 (`2,50,000 + `1,00,000) 5,000
Step 3: Tax of Step 1 less tax of Step 2
`27,250 – `5,000
Less: Rebate u/s 87A
Tax after rebate
Primary Education Cess of 2%
Secondary and Higher Education cess 1%

22,250
NIL
22,250
445
222.5

Tax liability rounded off under Section 288B 22,920

Illustration 12. Mrs. X has income as under
Income under the head Salary `2,55,000
Income under the head Capital Gains

Long term capital gain u/s 112 `27,000
Short term capital gain , except of section 111A `59,000

Income under the head Other Sources (lottery) `7,000
Agricultural Income `1,05,000
Deduction allowed under section 80C to 80U `7,000
Compute tax liability for the AY 2018-2019 i.e. PY 2017-2018 in two situations
(i) She is resident
(ii) She is non-resident.

Solution : Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary 2,55,000
Income from house property NIL
Income from business and profession NIL
Income from capital gains
LTCG u/s 112
STCG (not of section 111A)

27,000
59,000

Income from other sources
Winnings
Agriculture income

7,000
exempt
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Gross Total Income 3,48,000
Less: Deduction u/s 80C to 80U 7,000
Taxable Income / Total Income 3,41,000

If Resident : Calculation of tax liability of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Total Income given 3,41,000
Net Agricultural Income given 1,05,000
Step 1: Tax on non-agricultural Income plus net Agricultural Income
Income-tax on `4,46,000 (`3,41,000 + `1,05,000)
Tax on long-term capital gains [`27,000 × 20%]
Tax on winning from lotteries [`7,000 × 30%]
Tax on other Income, i.e., `4,12,000
Total Tax

5,400
2,100
8,100
15,600

Step 2: Tax on net Agricultural Income plus basic exemption limit
Income-tax on `3,55,000 (`2,50,000 + `1,05,000) 5,250
Step 3: Tax of Step 1 less tax of Step 2
`15,600 – `5,250
Less: Rebate u/s 87A
Tax after rebate
Primary Education Cess of 2%
Secondary and Higher Education cess 1%

10,350
2,500
7,850
157
78.5

Tax liability rounded off under Section 288B 8,090

If Non - Resident : Calculation of tax liability of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Total Income given 3,41,000
Net Agricultural Income given 1,05,000
Step 1: Tax on non-agricultural Income plus net Agricultural Income
Income-tax on `4,46,000 (`3,41,000 + `1,05,000)
Tax on long-term capital gains [`27,000 × 20%]
Tax on winning from lotteries [`7,000 × 30%]
Tax on other Income, i.e., `4,12,000
Total Tax

5,400
2,100
8,100
15,600

Step 2: Tax on net Agricultural Income plus basic exemption limit
Income-tax on `3,55,000 (`2,50,000 + `1,05,000) 5,250
Step 3: Tax of Step 1 less tax of Step 2
`15,600 – `5,250
Less: Rebate u/s 87A
Tax after rebate
Primary Education Cess of 2%
Secondary and Higher Education cess 1%

10,350
NIL
10,350
207
103.5

Tax liability rounded off under Section 288B 10,660
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CHAPTER AT A GLANCE

(1) As per section 10(1) Agricultural Income is exempted from income tax.
(2) Power to tax Agricultural Income has been given to State Governments by the Constitution of

India.
(3) Definition of Agricultural Income is given in section 2(1A).
(4) To term any activity as agricultural  activity both basic and subsequent conditions have to be

satisfied as was decided by the Supreme Court in CIT V. Raja Binoy Kumar Sahas Roy
(1957/132 ITR 466 (SC)

(5) Activities which are allied activities to agriculture such as animal husbandry, dairy farming,
fishery etc. are not regarded as agricultural activities and therefore income from these sources
is not exempted.  They are taxable as income from business and profession.

(6) If a partnership has a main activity of agriculture, then remuneration and interest received by
the partners from such firm shall be regarded as Agricultural Income and hence not chargeable
to tax but share in the post tax profits of firm is not Agricultural Income as was decided by the
Supreme Court in CIT V. R. M. Chidambaram Pillai (1977/106 itr 292 (SC).

(7) Income from sale of rubber, coffee and tea shall be bifurcated as Business Income and
Agricultural Income.

(8) In some special cases Agricultural Income and non-agricultural income have to be clubbed
together to calculate tax on the non-agricultural income. This leads to partial taxation of
Agricultural Income.

(9) We can say that Agricultural Income is not fully exempt from tax but it is partially taxable in
some special cases.
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CHAPTER 5 : INCOME UNDER THE HEAD SALARY

LEARNING OBJECTIVES
 To understand the meaning of the basic components of salary like Basic Salary, Bonus,

Commission, Allowances and Perquisites.
 To understand the tax treatment of Allowances, Perquisites, Arrear of Salary and Advance

Salary.
 To understand the tax treatment of retirement payments like Gratuity, Pension, Provident Fund

and Leave Encashment.
 To understand the tax relief provided by the Government in the case of Arrear of Salary or

Advance Salary.
 To understand the deductions allowed from gross salary for calculation of the taxable salary.

SECTIONS DISCUSSED IN THIS CHAPTER
Basis of charge , i.e., salary is taxed on due or receipt whichever is earlier Section 15
Standard deduction has been omitted Section 16(i)
Entertainment Allowance Section 16(ii)
Professional Tax Section 16(iii)
Leave Travel Concession Section 10(5) Rule 2B
Exemption to Foreign National Section 10(6)
Foreign Perquisites and Allowances provided to government employees Section 10(7)
Gratuity (Paid at retirement or death) Section 10(10)
Commuted Pension Section 10(10A)
Leave Salary Section 10(10AA)
Retrenchment Compensation Section 10(10B)
Compensation on the Voluntary Retirement Scheme Section 10(10C) Rule 2BA
Tax paid on Non Monetary Perquisites by employer on behalf of employee Section 10(10CC)
Statutory and Public Provident Fund Section 10(11)
Repayment out of the RPF is exempt Section 10(12)
House Rent Allowance Section 10(13A) Rule 2A
Special Allowances Section 10(14)
Definition of Salary Section 17(1)
Definition of Perquisites Section 17(2)
Medical facilities are not taxable Perquisites Proviso to Sec 17(2)
Rent Free Accommodation Section 17 (2)(i)
Accommodation provided at concessional rent Section 17 (2)(ii)
Perquisites taxable in hands of specified employees Section 17 (2)(iii)
Monetary obligation of the employee discharged by the employer Section 17(2)(iv)
Payment of Insurance Premium by the employer on behalf of employee Section 17(2)(v)
Issue of shares and securities under ESOP Section 17(2)(vi)
Contribution of employer to superannuation fund Section 17(2)(vii)
Valuation of the fringe benefits or the amenities Section 17(2)(viii)
Profit in lieu of Salary Section 17(3)
Pension received by winners of gallantry awards Section 10(18)
Family pension in case of death of member in armed forces Section 10(19)
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INTRODUCTION
In this chapter we will learn the detailed computation of Salary Income of an assessee.  All the
provisions for the taxability of various Allowances and Perquisites have been discussed in detail
with solved examples at relevant places for better understanding.

EMPLOYER - EMPLOYEE RELATIONSHIP
1) Any income can be taxed as Salary Income only when there exists a relationship of employer

and employee between two persons.
2) The relationship of employer and employee shall be that of a master and servant and can exist

either at present or in past.
3) Employer is a master and employee is a servant. Employer can be any person be it individual,

company, partnership firm, local authority, central government or state government.
4) Employee can be either full time or part time employee.

Illustration 1: A lecturer is an employee of college and income from college is his Salary Income.
But if he sets question paper for the university and receives remuneration for the same, then the
income from setting of the question papers is not  taxable under the head ‘Salary’ but under the
head  ‘other sources’. This is because he is not an employee of the university.  Thus income from
college is his Salary Income but income from university is his income from other sources.

Illustration 2: A Member of Parliament is not a government employee and therefore remuneration
received by him is not taxable under the head of ‘Salary’ rather it shall be taxed under the head
‘other sources’.

Illustration 3: Salary income earned by the partner of a firm, from the firm shall not be treated as
salary but as an income of business and profession. This is because partners don’t have the
relationship of employer-employee but have relationship of principal and agent amongst
themselves.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Judges of High Court and the Supreme Court have no employer as they are
appointed under the Constitution of India.  However their remuneration shall
be taxable as Income of Salary even in the absence of employer and
employee relationship.

CONTRACT OF SERVICES OR CONTRACT FOR SERVICES
1) Wherever there exists an employer-employee relationship, there is a ‘contract of service’.  An

employer can control and direct the work to be performed by the employee. In this case,
Income received by a person shall be regarded as Salary.

2) Where there exists no employer-employee relationship, then two people enjoy the relationship
of ‘contract for service’.   In this case, the contractee can only be told what is to be done. There
can be no specific instructions about how it is to be done. Contractee shall complete the work
granted by using his own knowledge and skills.  In this case, Income shall be taxable as income
of business and profession or income of other sources.   Few examples for the cases where
there is a contract for service are:
a) Contract between a doctor and a patient.
b) Contract between an auditor and client.
c) Contract between a teacher and a student.
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DEFINITION OF SALARY: SECTION 17(1)
Salary includes:
1) Wages
2) Any Annuity or Pension
3) Any Gratuity
4) Any fees, commission, Perquisites and profit in lieu of Salary
5) Advance Salary
6) Leave Encashment
7) The annual increase in recognized Provident Fund account of the employee in excess of 12%

of salary of employee
8) Interest on the recognized Provident Fund of employee in excess of 9.5% of total contribution
9) The contribution made by the central government or any other employer to the account of the

employee participating in notifies new Pension Scheme referred in Section 80CCD.

CHARGING SECTION: SECTION 15
Salary is taxable on the receipt or due basis whichever is earlier. However Bonus, Arrear of Salary
and Advance Salary shall be taxable on the receipt basis. Salary can get due on the last day of the
month or on the first day of next month. In either of the cases, Salary gets due for full year and
shall be taxable for the full year.

Illustration 4: Mr. J is working in ABC Ltd. getting salary income of `20,000 pm. For the month of
March 2018 he gets salary on 10/4/2018. Now for AY 2018-2019 i.e. PY 2017-2018 his total Salary
income taxable shall be `2,40,000 even though he has received `2,20,000.  Salary of `20,000 is
not received but still it would be taxable on due basis in AY 2018-2019 i.e. PY 2017-2018.

EMPLOYEE’S SALARY STRUCTURE
(a) Basic Salary: All employees are given Basic Salary which is paid to an employee for his/her

basic qualities such as educational qualification, work experience, expertise in a particular field,
nature of the job etc. Basic Salary is always given in the form of pay scale or grade and is fully
taxable.  Under the graded system the annual increment is fixed well in advance in a grade and
is paid at the completion of every year of service (from the date of joining).

Illustration 5: Mr. J joins services of ABC Ltd. on 1/7/2017 in grade of `10,000 - `1,000 - `20,000 -
`2,000 - `40,000. This means that he will get `10,000 pm in the first year of the job i.e. from
1/7/2017 to 30/6/2018. Then he will get increment of `1,000 pa every year till his salary becomes
`20,000 pm. Afterwards he will get the increment of `2,000 pa till he gets to the salary of `40,000
pm. After that there will be no further increments and his salary will stop at `40,000 pm.

(b) Dearness Allowance: Employees are given along with the Basic Salary an additional amount
which is called Dearness Allowance (DA).  This is given to an employee to compensate him for
the increased cost of living.  It is linked with the Consumer Price Index, which is revised on the
half yearly basis.  DA is paid to employee on the basis of certain percentage of the Basic
Salary and is always fully taxable just like the Basic Salary.

(c) Bonus: This is a statutory payment made by the employer to the employee on the basis Profits
or on the basis of production/productivity and for matters connected therewith.   This amount is
fully chargeable to tax on the receipt basis.

(d) Commission: Any extra payment made to the employee for the extra work done by him is
called the commission/fees which are also fully chargeable to tax.
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(e) Allowances: Employees are given various Allowances during the year.  Some of them are
given for the official work and some for personal purposes.  These Allowances are either fully
exempt / taxable or fully taxable, or partially taxable depending upon the nature of Allowance.

(f) Perquisites: Employees are provided with various facilities during the year. Some of them are
given for the official work and some for the personal purposes. For all such facilities a money
value of such facilities has to be calculated which shall be known as perquisite value (PV).
These perquisites are either fully exempt or fully taxable or partially taxable depending upon
the nature of perquisites.

(g) Retirement Payments: When employee gets retired from the job then he is given various
payments such as Provident Fund, Gratuity, Leave encashment and Pension.

The Aggregate of all the above mentioned Incomes after exemptions would be known as ‘Gross
Salary’.   From the Gross Salary we will give the deductions of Section 16 to get the ‘Income under
the head Salary’ which is also known as ‘Taxable Salary” or ‘Income from salary’.

THE SALARY STRUCTURE CAN BE REPRESENTED BY THE FOLLOWING TABLE
Basic Salary, Dearness Allowance, Bonus, Commission, Fees,
Advance Salary, Arrear of Salary.

Fully taxable

Retirement /Superannuation Benefits
Gratuity
Pension
Leave salary
Provident Fund

U/S10(10)
U/S 10(10A)
U/S 10(10AA)
U/S 10(11), 10(12), 10(13)

Other Payments
Retrenchment compensation
Voluntary Retirement Scheme
Leave Travel Concession

U/S 10(10B)
U/S 10(10C)
U/S 10(5)

Allowances
House Rent Allowance
Official Allowances
Personal Allowance
Foreign Allowances

U/S 10(13A)
U/S 10(14)
U/S 10(14)
U/S 10(7)

Perquisites Taxable For All Employees
Rent Free Accommodation
Accommodation at concessional rent

U/S 17(2)(i) RWR 3(1)
U/S 17(2)(ii) RWR 3(1)

Perquisites Taxable Only for the Specified Employees
Motor car facility
Gardner/watchman/sweeper/cook/etc
Gas/electricity/water
Education facility
Free transport

U/S 17(2)(iii) RWR 3(2)
U/S 17(2)(iii) RWR 3(3)
U/S 17(2)(iii) RWR 3(4)
U/S 17(2)(iii) RWR 3(5)
U/S 17(2)(iii) RWR 3(6)

Obligation of employee met by employer U/S 17(2)(iv)
Payment of Insurance Premium on behalf of the employee U/S 17(2)(v)
Facility of ESOP U/S 17(2)(vi)
Employer’s contribution to SAF exceeding `1.5 lakhs U/S 17(2)(vii)
Fringe Benefits
Loan to employee free of interest
Expenditure of travelling and accommodation
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Foods and drinks
Any gifts and tokens
Expenses on credit card
Club membership and expenses in club
Use of movable asset
Transfer of movable asset

U/S 17(2)(viii) RWR 3(7)

Any other Perquisite U/S 17(2) RWR 3(8)
Medical Perquisites PROVISO SECTION 17(2)

GROSS SALARY
LESS: Deduction U/S 16

TAXABLE SALARY OR INCOME FROM SALARY OR INCOME UNDER HEAD OF SALARY

Illustration 6: Mr. J is working with ABC Ltd.  He joined the service on 1/1/2012 in the grade of
`10,000 - `1,000 - `15,000 - `2,000 - `25,000.  The Company gives him DA @ 25% of Basic
Salary. He works in the sales department and has made sale of `20 lakhs for which company gives
him a commission of 1%.  The Company also gives him a bonus of `5,000 in the month of
September. He also receives various Allowances of `6,000 pm and various perquisites which have
the money value of `4,000 pm.  Calculate Gross Salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Gross Salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.
Basic Salary (`15,000 x 9) + (`17,000 x 3) `1,86,000
Dearness Allowance 25% of `1,86,000 `46,500
Commission (1% of `20 lakhs) `20,000
Bonus `5,000
Allowances (`6,000 X 12) `72,000
Perquisite (`4,000 X 12) `48,000
Gross Salary `3,77,500

Calculation of Basic Salary
As on 1/1/2012 `10,000 pm
As on 1/1/2013 `11,000 pm
As on 1/1/2014 `12,000 pm
As on 1/1/2015 `13,000 pm
As on 1/1/2016 `14,000 pm
As on 1/1/2017 `15,000 pm
As on 1/1/2018 `17,000 pm

DEDUCTIONS FROM GROSS SALARY: SECTION 16
Taxable Salary is calculated by allowing deductions from Gross Salary.  These deductions are
given in Section 16 which are discussed as follows:

Entertainment Allowance: Section 16(ii)
1) Entertainment Allowance is given to an employee to meet out the expenditure done for

entertaining guests of the employer for the business purposes.
2) In other words Entertainment Allowance is given to the employee for meeting expenses of the

hospitality of business customers and business clients.
3) For Entertainment Allowance, no exemption is given but instead it is fully included in calculation

of the gross salary and the deduction under Section 16(ii) is given from Gross Salary.
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4) For the purposes of Entertainment Allowance employees have been categorized into
government and non-government employees.

5) For the purposes of Entertainment Allowance Government employee includes employees of
Central and State government only. For government employees the least of the following is
allowed as deduction:

a) Actual amount received
b) 20% of the Salary
c) Maximum limit of `5,000

6) For Non-government employees no deduction for Entertainment Allowance is allowed.

Illustration 7: Mr. J is an employee of Haryana Government and gets salary of `8,000 pm.  He
receives Entertainment Allowance of `2,000 pm and DA of 100% of Basic Salary. Calculate his
taxable salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Taxable Salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`8,000 x 12) `96,000
Entertainment Allowance (`2,000 x 12) `24,000
Dearness allowance (`100% of Basic salary) `96,000
Gross Salary `2,16,000
Less: 16(ii) Deduction of
Entertainment Allowance is least of

Actual amount received = `24,000
20% of salary , i.e., 20% of `96,000 = `19,200
Maximum limit of = `5,000

`5,000

Taxable Salary `2,11,000

PROFESSIONAL TAX / EMPLOYMENT TAX: SECTION 16(iii)
1) Article 276 of the Constitution of India gives the power to the State Government to charge tax on

any profession or employment and this is known as Professional Tax or Employment Tax.
2) Article 276 does not give power to any State Government to charge Employment or Professional

Tax for more than `2,500 pa per person.
3) As per Income Tax Act any amount paid by the employee shall be allowed as deduction in the

year of payment.  This means that payment should be made on or before 31/3/PY.
4) If the employer has paid any amount of Professional Tax on the behalf of the employee, then it

shall be first included in the Gross Salary of the employee, and then the deduction under this
section shall be given.

Illustration 8: Mr. J has salary income of `80,000 pm and State Government charges Professional
Tax of `2,500 from him. Calculate taxable salary for the AY 2018-2019 i.e. PY 2017-2018 in
following cases :
1) Professional Tax paid by Mr. J on 31/3/2018.
2) Professional Tax paid by Mr. J on 5/4/2018.
3) Half of Professional Tax is paid by Mr. J on 31/3/2018 and half on 2/4/2018.
4) Professional Tax of two years ie current year and preceeding year are paid by Mr. J on

31/3/2018 and interest is charged by State Government for the amount of `200.
5) Professional Tax of two years ie current year and of next year are paid by Mr. J on 31/3/2018.
6) Professional Tax is paid by employer of by Mr. J on 31/3/2018.
7) On 31/3/2018 half of amount of Professional Tax is paid by Mr. J and half is paid by employer

of Mr. J

Salary means only Basis Salary



CHAPTER 5 INCOME UNDER THE HEAD OF SALARY
89

Solution: Calculation of Taxable Salary for the AY 2018-2019 i.e. PY 2017-2018
1 (`) 2 (`) 3 (`) 4 (`) 5 (`) 6 (`) 7 (`)

Basic salary 9,60,000 9,60,000 9,60,000 9,60,000 9,60,000 9,60,000 9,60,000
Professional tax
paid by employer

NIL NIL NIL NIL NIL 2,500 1,250

Gross salary 9,60,000 9,60,000 9,60,000 9,60,000 9,60,000 9,62,500 9,61,250
Less: deduction
u/s 16(iii)

2,500 NIL 1,250 5,000 5,000 2,500 2,500

Taxable salary 9,57,500 9,60,000 9,58,750 9,55,000 9,55,000 9,60,000 9,58,750

Illustration 9: Mr. J is a Government employee receiving monthly salary of `4,500, monthly DA of
`700 and monthly Entertainment Allowance of `600. He has paid `100 pm as Professional Tax.
Compute the Income under the head ’Salary’ for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Taxable Salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`4,500 X12) `54,000
Dearness Allowance (`700 X12) `8,400
Entertainment Allowance (`600 X12) `7,200
Gross salary `69,600
Less: 16(ii) Deduction of Entertainment
Allowance is least of

Actual amount received = `7,200
20% of salary , i.e., 20% of `54,000 = `10,800
Maximum limit of = `5,000

`5,000

Less: 16(iii) Professional  tax `1,200
Taxable Salary `63,400

Illustration 10: Mr. J is an employee of ABC limited receiving monthly salary of `25,000 and
monthly Entertainment Allowance of `6,000. He is liable to Professional Tax of `200 pm but it is
paid by the company on his behalf. Compute the Income under the head Salary for the AY 2018-
2019 i.e. PY 2017-2018

Solution: Calculation of Taxable Salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`25,000 x 12) `3,00,000
Entertainment Allowance (`6,000 x 12) `72,000
Professional Tax paid by employer `2,400
Gross Salary `3,74,400
Less: 16(ii) Entertainment Allowance Nil
Less: 16(iii) Professional Tax `2,400
Taxable Salary `3,72,000

RETIREMENT / DEATH PAYMENTS
When an employee retires, the employer gives some monetary payments to the employee, or gives
some lump-sum amount to family members on the death of an employee. These payments are
known as Retirement payments/Death payments.  These payments are of four types:
1) Gratuity
2) Pension
3) Leave encashment and
4) Provident Fund
These payments have different tax treatment on retirement and on death, which are discussed hereunder.
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GRATUITY (AT RETIREMENT OR DEATH) : SECTION 10(10)
Gratuity is a gratuitous payment made by an employer to the employee as an appreciation of the
past services rendered. This payment is done when an employee retires from the organization or if
he/she dies then its payment is made to his/her legal heirs.  In 1972 the law was enacted as the
“Payment of Gratuity Act 1972”, which made payment of Gratuity compulsory for the organizations
which are covered by the Act.

TAX TREATMENT OF GRATUITY

A) Gratuity received before retirement or death of employee : When an employee continues
his / her job and has received Gratuity then it shall be fully taxable for all type of employees
whether, government or non-government employees.

B) Gratuity received by government employee at retirement or death :
1) For government employees gratuity is fully exempt whether it is paid to employee on

retirement or paid to his / her family members on death of employee.
2) Government employees mean employees of State Government, Central Government and

Local Authority.

C) Gratuity received or receivable by non-government employees, who are covered under
Payment of Gratuity Act 1972:
For employees of organizations covered under The Payment of Gratuity Act, 1972 the
minimum of the following amounts is exempt from tax.
1) The amount of the Gratuity actually received or receivable
2) Maximum limit of `10,00,000.
3) Fifteen days Salary (But seven days in the case of employees of seasonal establishments)

for every completed year of service and part thereof if in excess of 6 months shall be taken
as a full year.

NOTES:
1) Salary means Basic Salary and DA of one month received or receivable by employee.
2) Fifteen days Salary should be interpreted as 15 / 26 X Salary.
3) We have to consider the salary for the month immediately preceding to the month of retirement.
4) As per Section 4(1) of the Payment of Gratuity Act, 1972 Gratuity shall be paid to an employee

on the termination of his / her employment after he / she has rendered continuous services of at
least five years.  However, this condition is not applicable if the termination is because of death
or disablement of employee.

D) Gratuity received or receivable by non-government employees, who are not covered
under Payment of Gratuity Act, 1972
For employees of organizations not covered under The Payment of Gratuity Act, 1972
minimum of the following amounts is exempt from tax.
1) The amount of the Gratuity actually received or receivable.
2) Maximum limit of `10,00,000.
3) Half month’s average salary for every completed year of services. (Ignoring the fractions of
the year).

NOTES:
1) Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +

Commission if received as fixed percentage of sales.
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Only the commission which is on the basis of the percentage basis of sales shall be considered in
calculation of Salary as was decided in the case of Gestetner Duplicators Pvt Ltd. V CIT
[1979]1Taxman1 (SC)

2) Average Salary means average of the salary (as calculated above) for ten months immediately
preceding the month in which employee retires.

3) Half month should be interpreted as 15/30 X Salary

(D) Treatment of Gratuity when an employee dies : When Gratuity becomes due before death of
employee,  but is paid to his/her legal heirs after the death of employee, it shall always be taxable
in the hands of the employee and never in hands of legal heirs. This is so because Salary is
taxable for the employee on due or receipt basis, whichever is earlier.  However, such taxable
amount shall be calculated after allowing exemptions as discussed above.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
1) If the employee has retired from two or more such employers who are

covered under Gratuity Act, during his lifetime and has received Gratuity
from such number of employers then exemption shall be calculated for
each employer separately.  However aggregate exemption for gratuity for
all employers shall not exceed `10,00,000.

2) CIT v P.N.MEHRA [1993]69 TAXMAN 110 (BOM): If the employee has
retired and is not paid Gratuity and the same person now retires from the
services of any other employer, then for the purposes of computing the
exemption the services to the previous employer shall also be counted.

Illustration 10: Mr. J was employed since 1st July 2001 in an establishment. His salary was fixed
at `14,800 in the grade of `14,000 - `400 - `22,000 w.e.f.1/7/2011. He got the benefit of 15% of
salary as DA which is treated as forming part of the salary for the retirement benefits. He retired on
1/2/2018 and received `3,40,000 as a Gratuity from his employer.  Calculate his income under the
head ‘Salary’ for the AY 2018-2019 i.e. PY 2017-2018 if:
(a) He is a Central government employee.
(b) He is an employee of organization where Payment of the Gratuity Act applies.
(c) He is an employee of organization where Payment of the Gratuity Act does not apply.

Solution: Calculation of Basic Salary of Mr. J
1/7/2011 `14,800
1/7/2012 `15,200
1/7/2013 `15,600
1/7/2014 `16,000
1/7/2015 `16,400
1/7/2016 `16,800
1/7/2017 `17,200

(a) If Mr. J is a Central Government employee : Calculation of Taxable Salary
Basic Salary (`16,800 X 3 ) + (`17,200 X 7) `1,70,800
DA 15 % of `1,70,800 `25,620
Gratuity
Less: Exempt u/s 10(10)

`3,40,000
`3,40,000 Nil

Taxable Salary `1,96,420
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(b) If Mr. J is covered under Payment of Gratuity Act ,1972 : Calculation of Taxable Salary
Basic Salary (`16,800 X 3 ) + (`17,200 x 7) `1,70,800
DA 15 % of `1,70,800 `25,620
Gratuity
Less: Exempt u/s 10(10)

`3,40,000
`1,93,996 `1,46,004

Taxable Salary `3,42,424

Least of the following amount of Gratuity is exempt from tax
(a) Actual amount received `3,40,000
(b) Maximum limit of `10,00,000
(c) 15/26 x Salary x 17 years = 15/26 x `19,780 x 17 years `1,93,996

(c) Mr. J is not covered under Payment of Gratuity Act, 1972 : Calculation of Taxable Salary
Basic Salary (`16,800 X 3 ) + (`17,200 x 7) `1,70,800
DA 15 % of `1,70,800 `25,620
Gratuity
Less: Exempt u/s 10(10)

`3,40,000
`1,57,136 `1,82,864

Taxable salary `3,79,284

Least of the following amount of Gratuity is exempt from tax
(a) Actual amount received `3,40,000
(b) Maximum limit of `10,00,000
(c) 15/30 x Avg. Salary x 16 years = 15/30 x `19,642 x 16 years `1,57,136

Calculation of Average Salary
Jan 17,200 + 2,580 19,780
Dec 17,200 + 2,580 19,780
Nov 17,200 + 2,580 19,780
Oct 17,200 + 2,580 19,780
Sep 17,200 + 2,580 19,780
Aug 17,200 + 2,580 19,780
July 17,200 + 2,580 19,780
Jun 16,800 + 2,520 19,320
May 16,800 + 2,520 19,320
Apr 16,800 + 2,520 19,320

Average salary is  1,96,420 / 10  =19,642

Illustration 11: Mr. J retired from the job with effect from 1/9/2017. He had joined the service on
1/1/1999. He gets an increment of `500 in the Basic Salary every year on January 1st. At the time
of the retirement he was getting the Basic Salary of `10,000 pm. He was also entitled to DA @
10% of the Basic Salary and the commission on the turnover @ 1% of the total sales achieved by
him. His turnover for the 12 months ending 31/8/2017 was `6,00,000. He received a sum of
`1,60,000  for the Gratuity on date of his retirement. Compute his salary for AY 2018-2019 i.e. PY
2017-2018.

ANSWER: GRATUITY EXEMPT IS ` 93,600 AND TAXABLE SALARY IS ` 1,23,900
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Illustration 12: Mr. J was employed with ABC Ltd for last 23 years and 7 months and gets retired
from that employer on 15/5/1998 and he received Gratuity of `2,75,000 out of which `75,000 was
exempt from tax. Thereafter, he joined the services of XYZ Ltd. Mr. J retires from XYZ Ltd. on
15/2/2018 and receives Gratuity of `3,15,000. From XYZ Ltd. he was receiving Basic Salary of
`15,000 pm and DA of `3,500 pm out of which `2,000 pm was included in Salary for the
Retirement benefits. He was in service of XYZ Ltd. for 16 years and 5 months. Calculate taxable
salary in hands of Mr. J for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation taxable Salary of Mr. J
Basic Salary (`15,000 x 10.5) `1,57,500
DA (`3,500 X 10.5) `36,750
Gratuity
Less: Exempt u/s 10(10)

`3,15,000
`1,36,000 `1,79,000

Taxable Salary `3,73,250

Not Covered under Gratuity Act---Least of following amount of gratuity is exempt from tax
(a) Actual amount received `3,15,000
(b) Maximum limit of `10,00,000 less `75,000

= `9,25,000
(c) 15/30 x Avg. Salary x 16 years = 15/30 x `17,000 x 16 years `1,36,000

Calculation of Average Salary
Average salary is BS + DA(R) + Commission on % basis of turnover

Jan 15,000 + 2,000 + 0 17,000
Dec 15,000 + 2,000 + 0 17,000
Nov 15,000 + 2,000 + 0 17,000
Oct 15,000 + 2,000 + 0 17,000
Sep 15,000 + 2,000 + 0 17,000
Aug 15,000 + 2,000 + 0 17,000
July 15,000 + 2,000 + 0 17,000
Jun 15,000 + 2,000 + 0 17,000
May 15,000 + 2,000 + 0 17,000

Apr 15,000 + 2,000 + 0 17,000
Average salary 17,000 X 10 / 10 17,000

COMMUTED PENSION: SECTION 10(10A)

Pension is a regular monthly payment made by the employer after the death / retirement of an
employee. Pension is taxable as Salary Income. Sometimes an advance out of the future pension
is allowed to be taken by employee and such advance is known as commuted pension. In other
words, commuted pension would mean that in lieu of monthly pension lump sum money is paid to
an employee. Where the employee commutes part of the pension then the remaining part will be
periodically received.  Un-commuted pension refers to such pension periodically received by the
employee.
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Tax Treatment of Pension

A) Un-Commuted Pension: Un-commuted pension is fully taxable for all the employees as income
from Salary whether it is a case of government or non-government employees.

B) Commuted Pension:

1) For Government employee:
a) Government employee means employee of Central Government, State Government, Local

Authority & Statutory Corporation.
b) Commuted pension received by the government employee is fully exempt from tax.

2) For Non-government employee:
a) If employee is entitled to both gratuity and pension, then the exemption is lower of

(i) Actual amount received or receivable
(ii) 1/3 of the full pension.

b) If employee is entitled to only pension and no Gratuity then exempt is lower of
(i) Actual amount received or receivable
(ii) 1/2 of the full Pension.

Illustration 13: Mr. J retires from the services of Central Government on 31/3/2018 after doing the
services of 37 years. He was getting the Basic Salary of `25,000 pm and DA of 10% of Basic
Salary. He was given Entertainment Allowance of `1,000 pm and he was paying Professional Tax
of `200 pm to Maharashtra Government. On retirement he has been given Gratuity of `10 lakhs.
His pension was fixed at `11,000 pm out of which he has got 40% commuted to receive `7,92,000.
Calculate his taxable salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation taxable salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary `25,000 x 12 `3,00,000
DA 10% of `3,00,000 `30,000
Entertainment Allowance `1,000 x 12 `12,000
Gratuity
Less: Exempt 100% u/s 10(10)

`10,00,000
`10,00,000 Nil

Pension
(a)     Commuted

Less: Exempted 100% u/s 10(10A)
(b)    Un-commuted

`7,92,000
`7,92,000
Nil

Nil
Nil

Gross Salary `3,42,000
Less: 16(ii) Deduction of
Entertainment Allowance is least of

Actual amount = `12,000
20% X `3,00,000= `60,000
Maximum limit = `5,000

`5,000

Less: Deduction u/s 16 (iii) Profession tax `2,400
Taxable salary `3,34,600

Illustration 14: Mr. J is a Central Government employee working for a Basic Salary of `10,000 pm
and DA of `2,000 pm. He retires on 31/12/2017 and Government gives him Gratuity of `3,00,000.
At retirement his pension is fixed at `3,500 pm. On the date of retirement he commutes 40% of his
pension and received `2,52,000. Calculate taxable salary for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Calculation of Taxable Salary
Basic Salary `10,000 X  9 `90,000
DA `2,000 X 9 `18,000
Gratuity
Less: Exempt u/s 10(10)

`3,00,000
`3,00,000 Nil

Pension
(a) Commuted
Less: Exempt u/s 10(10A)
(b) Un-commuted

`2,52,000
`2,52,000 Nil

`6,300
Taxable Salary `1,14,300

Calculation of Un-commuted pension
31 Jan (`3500 x 60%) `2,100
28 Feb (`3500 x 60%) `2,100
31 Mar (`3500 x 60%) `2,100
Total un-commuted pension `6,300

Illustration 15: Mr. J is employee of X Ltd. working for a Basic Salary of `10,000 pm and DA of
`2,000 pm. He retires on 31/12/2017 after working for 35 years and gets Gratuity of `3,00,000. He
is covered under payment of Gratuity Act, 1972. At retirement his pension is fixed at `3,500 pm.
On the date of retirement he commutes 40% of his pension and received `2,52,000. Calculate
taxable salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Taxable Salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary `10,000 X  9 `90,000
DA `2,000 X 9 `18,000
Gratuity
Less: Exempt u/s 10(10)

`3,00,000
`2,42,308 `57,692

Commuted Pension
Less: Exempt u/s 10(10A): least of

a) Actual `2,52,000
b) 1/3 of full pension = `2,10,000

`2,52,000

`2,10,000

`40,000

Un-commuted  Pension `3,500 X 60% X 3 `6,300
Taxable Salary `2,11,992

Calculation of Un-commuted pension
31 Jan (`3500 x 60%) `2,100
28 Feb (`3500 x 60%) `2,100
31 Mar (`3500 x 60%) `2,100
Total un-commuted pension `6,300

Covered under Gratuity Act---Least of the following amount of gratuity is exempt from tax
(a) Actual amount received `3,00,000
(b) Maximum limit of `10,00,000
(c) 15 / 26 X Salary X 35 years = 15 / 26 X `12,000 X 35 `2,42,308
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FAMILY PENSION
After death of employee, pension is given to his family members. Such pension is called family pension.
Section 10(18) : Pension
received by individuals who
are winners of gallantry
awards such as Param Vir
Chakra, Maha Vir Chakra or
Vir Chakra shall be fully
exempt from tax. Similarly
Family Pension received by
the family members after their
death is exempt from Tax.

Section 10(19) : In case of the
death of a member of the
armed forces during the
operational duties, Family
Pension received by widow or
children or nominee shall be
fully exempt from tax.   For this
Section the following are the
cases where the pension shall
be exempt:
a) Acts of violence or attack or

kidnapping by the terrorists
or anti-social elements.

b) Action against anti-social
elements and extremists

c) International wars.
d) Action with the deployment

with the peace keeping
missions outside India.

e) Laying and cleaning of land
mines.

f) Explosion of mines in the
operational areas near
borders and line of control.

g) Helping civilians in natural
calamities and rescue
operations.

h) Helping civilians in riots and
demonstrations.

Tax treatment of pension at death
in all other cases: Pension received
or receivable by the family members
after the death of the employee is
known as Family Pension and it is
taxable under the head of ‘Other
Sources’ as per Section 56 for such
family member.  But deduction under
Section 57 is allowed which is lower
of:

(a) 1/3 of such Family Pension
(b) Maximum of `15,000

Illustration 16: Mr. J is working in Indian Army getting Basic Salary of `7,500 pm and DA `2,500
pm. He gets various Allowances of `2,000 pm.  In an encounter with terrorist he died on 15/1/2018.
Government announces to give pension of `3,000 pm. Calculate total income of Mr. J and Mrs. J

Solution: Calculation of Taxable salary of Mr. J
Basic Salary (`7,500 x 9.5 month) `71,250
DA (`2,500 x 9.5 month) `23,750
Allowance (`2,000 x 9.5 month) `19,000
Taxable Salary `1,14,000

Computation of Total Income
Income from Salary `1,14,000
Income from House Property Nil
Income from business and profession Nil
Income from Capital gains Nil
Income from other sources Nil
Taxable income /Total income `1,14,000
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Calculation of Mrs. J’s Income
Income from other source family pension (`3000 x 2.5) `7,500
Less: Exempt u/s 10(19) `7,500 Nil

Illustration 17: Mr. J is working with PQR Ltd. getting a salary of `8,500 pm and DA is of `1,500
pm. He gets a Bonus of `2,000 in October 2017. In a road accident he died on 15/11/2017 and his
employer has determined his pension of `4,000 pm which is given to his wife Mrs. J. Mrs. J is also
working with PQR Ltd. getting salary income of `10,000 pm. Calculate taxable salary and total
income of Mr. J and Mrs. J.

Solution:
Calculation of taxable salary for Mr. J. Calculation of taxable salary for Mrs. J
Basic Salary (`8500 x 7.5) `63,750 Basic Salary `1,20,000
DA (`1500 x 7.5) `11,250
Bonus `2,000
Taxable salary `77,000 Taxable Salary `1,20,000

Calculation of Total Income of Mr. J Calculation of Total Income of Mrs. J
Income from Salary `77,000 Income from Salary `1,20,000
Income from House
Property

Nil Income from House Property Nil

Income from PGBP Nil Income from PGBP Nil
Income from Capital  Gains Nil Income from Capital Gain Nil
Income from other sources Nil Income from other Sources

Family pension
(`4000 X 4.5) `18,000
Less: exempt `6,000
Lower of the following is exempt:
(a) Limit `15,000
(b) 1/3 of `18,000 `6,000

`12,000

Total income `77,000 Total Income `1,32,000

Illustration 18: Mr. J retired from the services from 1/11/2017 after serving for 18 years and 9
months. At the time of his retirement he was entitled to salary `5,000 pm, DA @ 20% of salary
(60% of which forms part of Salary for the retirement purposes). On retirement he received a sum
of `1,20,000 as Gratuity. He was entitled to a pension of `2,500 pm w.e.f 1/11/2017 and he got
60% of his pension commuted and received a sum of `1,50,000 as commuted pension. Compute
his taxable salary for the AY 2018-2019 i.e. PY 2017-2018 assuming:
1. Salary gets due on last day of the month.
2. Salary gets due on first day of the next month.

Solution: Calculation of Taxable Salary when salary gets due on the last day of the month
Basic Salary (April end to October end) `5,000 X 7 `35,000
DA 20% of `35,000 `7,000
Gratuity
Less: Exempt u/s 10(10)

`1,20,000
`50,400 `69,600
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Pension
(a)     Commuted

Less: Exempt u/s 10(10A)
(b)   Un-commuted (November end to March end)

`1,50,000
`83,333 `66,667

`5,000
Taxable Salary `1,83,267

Calculation of Taxable Salary when salary gets due on the first day of the next month
Basic Salary (April starting to November  starting) `5,000 X 8 `40,000
DA 20% of `40,000 `8,000
Gratuity
Less: Exempt u/s 10(10)

`1,20,000
`50,400 `69,600

Pension
(a) Commuted

Less: Exempt u/s 10(10A)
(b) Un-commuted (December starting to March starting)

`1,50,000
`83,333 `66,667

`4,000
Taxable Salary `1,88,267

Not Covered under Gratuity Act---Least of following amount of Gratuity is exempt from tax
(a) Actual amount received `1,20,000
(b) Maximum limit of `10,00,000
(c) 15/30 x Avg. Salary x 18 years = 15/30 x `5,600 x 18 years `50,400

LEAVE SALARY: SECTION 10(10AA)
Every employee is entitled to a special leave called Earned Leave which is up to a certain number
of days in a calendar year. Employees are entitled to avail or accumulate or encash such earned
leaves. The amount received or receivable on leave hence encashed is called Leave Encashment.

Tax treatment of leave encashment
(A) Encashment of leave during the tenure of service: Leave encashed during the continuation

of the service is fully taxable for all type of employees whether government or non-government
employee.

(B) Government employees : Encashment of the accumulated leave at the time of retirement
a) Government employees mean employees of Central Government or State Government.
b) Leave encashment received by government employee is fully exempt from tax.

(C) Non-government  employees: For non-government employees, least of the following shall be
exempt:
a) Actual amount received or receivable
b) Maximum limit of `3,00,000
c) 10 X Average Salary
d) Average Salary / 30   X  unused leave

NOTES:
1) Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +

Commission if received as fixed percentage of sales.
2) Average Salary is to be calculated on the basis of the average Salary drawn by the employee

during the period of 10 months immediately preceding the date of retirement.
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3) If the employer has provided earned leaves for more than 30 days in a year then for the purpose
of calculation of exemption unused leave has to be calculated on the basis of maximum 30 days
leave for every completed year of service. However, if employer has provided leave which is
less than 30 days in the year, then this unused leave has to be calculated on such lower number
of leaves for every completed number of years.

EXPERT’S COMMENTS
If the employee has retired from two or more employers during his lifetime and
has received leave encashment from such number of employers then
exemption shall be calculated for each employer separately. However
aggregate exemption for leave encashment for all employers shall not exceed
`3,00,000.

(D) Leave encashment at Death: Leave Salary received by the family members after the death of
the employee is fully exempt from tax, whether it is a case of government employee or non-
government employee.

Illustration 19: Mr. J retired from the services of ABC Ltd w.e.f 1/1/2018 after serving for 16 years
and 7 months. At the time of the retirement he received `50,000 as Leave Encashment for
unavailed leave of 300 days. He was entitled to 40 days leave for each completed year of services.
He was getting the Salary of `5,000 pm at the time of the retirement.  He has received an
increment of `500 w.e.f  1/7/2017. Compute the amount of leave encashment exempt from tax.

Solution: Leave Encashment exempt from Tax is least of
(a) Actual amount `50,000
(b) Maximum  limit of `3,00,000
(c) 10 x Avg. Salary `48,000
(d) Avg. Salary / 30 X Unavailed Leave calculated

on the basis of 30 days for
every completed year of job

`22,400
(`4,800 / 30 X 140)

Leave encashment exempt is `22,400

Calculation of salary
Salary =Basic Salary + DA (for the retirement purposes) + Commission on % basis of turnover

Dec `5,000 + 0 + 0 `5,000
Nov `5,000 + 0 + 0 `5,000
Oct `5,000 + 0 + 0 `5,000
Sept `5,000 + 0 + 0 `5,000
Aug `5,000 + 0 + 0 `5,000
July `5,000 + 0 + 0 `5,000
Jun `4,500 + 0 + 0 `4,500
May `4,500 + 0 + 0 `4,500
April `4,500 + 0 + 0 `4,500
March `4,500 + 0 + 0 `4,500

Average salary is `5,000 x 6 + `4,500 x 4
10

`4,800
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Calculation of Unavailed leave
Company’s data As per Income tax rules

Leave allowed 40 30
Completed year of Job 16 16
Total leave 640 480
Leave availed 340 340
Leave Unavailed 300 140

Illustration 20: Assume in above Illustration that employer allows leave of 28 days in a year.
Calculate leave encashment which is exempt from tax for AY 2018-2019 i.e. PY 2017-2018.
ANSWER: ` 48,000

Illustration 21: Mr. J retired from the job on 28/2/2018. On retirement he received Gratuity of
`3,10,000 , Pension of `7,500 pm. He was in job since 1/7/1989 and at time of the retirement was
drawing the Basic Salary of `13,500 pm (net of TDS) and DA which was 1/3 of Basic Pay (80% of
this forms part of salary for the retirement benefits.). He also received `2,88,000 as leave
encashment for 25 days for every completed year of service. He has availed 60% of the leave to
which he was entitled. The employer had deducted `4,000 pm as TDS and had paid `2,500 as
Professional Tax on his behalf. Compute his income under the head salary.

Solution: Calculation of taxable salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`13,500 + `4,000) x 11 `1,92,500
DA 1/3 of `1,92,500 `64,167
Gratuity
Less: Exempt u/s 10(10)

`3,10,000
`3,10,000 Nil

Leave encashment
Less: Exempt u/s 10(10AA)

`2,88,000
`2,06,892 `81,108

Professional Tax paid by employer `2,500
Un-commuted pension `7,500
Gross salary `3,47,775
Less: 16(iii) Professional Tax `2,500
Taxable salary `3,45,275

Not Covered under Gratuity Act---Least of following amount of Gratuity is exempt from tax
(a) Actual amount received `3,10,000
(b) Maximum limit of `10,00,000
(c) 15/30 x Avg. Salary x Completed years of job

15/30 x `2,21,687 x 28 year `3,10,338
Calculation of average salary

Jan to April `17,500 + `4,667 `22,167pm
Average salary `22,167 X 10 / 10 `22,167

Leave encashment exempt from tax is least of
(a) Actual amount `2,88,000
(b) Maximum  limit of `3,00,000
(c) 10 x Avg. Salary `2,21,670
(d) Avg. Salary x Unavailed leave calculated on the

30 basic of 30 days for every completed year of job
`22,167 X 280/30 = `2,06,892
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Calculation of Unavailed leave
Company’s data As per Income Tax Rules

Leave allowed 25 25
Completed year of Job 28 28
Total leave 700 700
Leave availed 420 420
Leave Unavailed 280 280

PROVIDENT FUND: SECTION 10(11), SECTION 10(12), SECTION 10(13)
Under this retirement scheme, the employee invests certain portion of his salary to a sinking fund
which is maintained by the employer or government. Generally, employers also contribute an equal
amount into the same sinking fund. This aggregated amount is invested in some securities and
interest income from it. This interest income is again credited to the sinking fund account of the
employee. This sinking fund is known as Provident Fund and it consists of:
a) Employee’s contribution
b) Employer’s contribution
c) Interest on employer’s contribution
d) Interest on employee’s contribution

The total amount out of the sinking fund is given to the employee on his/her retirement or death as
the case may be. If an employer collects / deducts the amount of Provident Fund from the
employee but subsequently fails to deposit such sum with the government, then such sum
collected from employee and not deposited will be considered to be income for the employer under
section 28 or income of other sources under section 56.
The following are the kinds of Provident Funds
a) Statutory provident fund
b) Recognized provident fund
c) Unrecognized provident fund
d) Superannuation fund
e) Public provident fund

STATUTORY PROVIDENT FUND (SPF): SECTION 10(11)
Statutory Provident Fund is applicable to the employees of Government, Semi Government
organizations, Local Authorities, Railways, Recognized Educational Institutes and Universities.

TAX TREATMENT OF SPF

a) Tax treatment of employee’s contribution to SPF: Employee is allowed deduction from GTI
u/s 80C.

b) Tax treatment of employer’s contribution to SPF: It is income for the employee under the
head of Salary but it is exempt u/s 10(11).

c) Interest credited to the SPF account during the year: It is income for the employee under the
head of Salary but it is exempt u/s 10(11).

d) Payment out of SPF at retirement or death of the employee : It is income for the employee
under the head of Salary but it is exempt u/s 10(11).
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Illustration 22: Mr. J is working with an employer getting Basic Salary of `10,000 pm and DA of
50% of Basic Salary. He has made the sales of `20,00,000 before his retirement because of which
the employer gives him commission of 5%. The Employer also gives him an additional commission
of `1,000 pm. The employer maintains Statutory Provident Account for every employee. Mr. J’s
contribution is `4,500 pm. His employer contributed equal amount. Employee is given interest of
`5,500 @ 11% pa. On 31/1/2018 he retires from the job after 20 years of job and is paid `6,00,000
out of the Statutory Provident Fund Account. This amount of `6,00,000 includes `2,00,000 of
employee’s contribution `2,00,000 of employer’s contribution and balance is the amount of interest
in the equal proportion. Further he has House Property income of `2,00,000 and `1,00,000 as
PGBP Income. Calculate his taxable income assuming he has deposited `25,000 in PPF account.

Solution: Calculation of Taxable Salary
Basic Salary (`10,000 x 10) `1,00,000
DA 50% of Basic Salary `50,000
Commission on sales 5% of `20 lakhs `1,00,000
Additional commission (`1,000 x 10) `10,000
Contribution of employer in SPF Exempt u/s 10(11)
Interest on total contribution in SPF Exempt u/s 10(11)
Payment out of SPF at retirement Exempt u/s 10(11)
Taxable Salary `2,60,000

Calculation of Total Income
Income from Salary `2,60,000
Income from House Property `2,00,000
Income from Business and profession `1,00,000
Gross total income `5,60,000
LESS: Deduction u/s 80C : SPF (`4,500 X 10) + PPF `70,000
Taxable Income `4,90,000

RECOGNIZED PROVIDENT FUND (RPF) AND UNRECOGNIZED
PROVIDENT FUND (URPF)

RPF : This fund is governed under the Provident Fund Act 1952 and is applicable to an
establishment where 20 or more employees are employed at any time during preceding twelve
months. An establishment with less than 20 employees can also start with the scheme of PF, if all
employees have given consent to it. The provident fund is maintained by the Central Government
and all monies are deposited by the employer with the Central Government. However, if employer
has 100 or more than 100 employees then employer can himself maintain the provident fund with
the consent of all employees. Further this fund should be approved by the Commissioner of
Provident Fund as well as the Commissioner of Income Tax for making a contribution by employee.

URPF: This is the fund (as discussed above) which is approved by the Commissioner of Provident
Fund but not approved by Commissioner of Income Tax for making a contribution by employee.

TAX TREATMENT OF RPF

a) Tax treatment of employee’s contribution to RPF: Employee is allowed deduction from GTI
u/s 80C.
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b) Tax treatment of employer’s contribution to RPF: It is income for the employee under the
head of Salary but it is exempt to the lower of
1) 12% of salary
2) Actual contribution done by employer.

NOTE: Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +
Commission if received as fixed percentage of sales.

Salary shall be calculated for such period for which the employee was in employment during the
year.

c) Interest credited to the RPF account during the year: It is income for the employee under the
head of Salary but it is exempt to the lower of
1) 9.5% pa of total contribution
2) Actual amount of interest credited to the RPF account

d) Payment out of RPF at retirement or death of the employee : It is income for the employee
under the head of Salary but it is exempt u/s 10(12) if any one of the following conditions gets
satisfied:
1) Employee has rendered continuous service of 5 years or more before retirement.
2) If not, then termination of the service is due to ill health or discontinuance of business of

employer or other causes which are beyond the control of the employee.
3) On termination of the employment, an employee obtains employment elsewhere and the

balance from the RPF account maintained by old employer is transferred to RPF account
maintained by such new employer.

4) Death of the employee.

Illustration 23: Assume in Illustration 22 employee is covered by RPF Scheme. Calculate his total
taxable income.

Solution: Calculation of Taxable Salary
Basic Salary `10,000 X 10 `1,00,000
DA 50% of Basic Salary `50,000
Commission on sale 5% of `20 lakhs `1,00,000
Additional commission (`1,000 X 10) `10,000
Contribution by employer `4,500 X 10
Less: Exempt to the lower of:
(a) Actual Amount received `45,000
(b) 12% salary i.e.12% of `2,00,000 = `24,000
(Salary for retirement benefits = BS + DA(R) + Commission
on sales on percentage basis = `1,00,000 + 0 + `1,00,000

`45,000
`24,000 `21,000

Interest on RPF
Less: Exempt  5,500/11% x 9.5%

`5,500
`4,750 `750

Repayment out of RPF account (Since retirement is after 5 years of continuous job) Exempt
Taxable Salary `2,81,750

Calculation of Total Income
Income from Salary `2,81,750
Income from House Property `2,00,000
Income from Business and Profession `1,00,000
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Gross Total Income `5,81,750
LESS: Deduction u/s 80C : RPF (`4,500 X 10) + PPF of `25,000 `70,000
Taxable Income `5,11,750

TAX TREATMENT OF URPF
a) Tax treatment of employee’s contribution to URPF: Employee is not allowed deduction from

GTI u/s 80C.
b) Tax treatment of employer’s contribution to URPF: It is income for the employee under the

head of Salary but it is fully exempt during the year of contribution of employer.
c) Interest credited to the URPF account during the year: It is income for the employee under

the head of Salary but it is fully exempt during the year of credit to the account.
d) Payment out of URPF at retirement or death of the employee : It is income for the employee

under the head of Salary and it is taxable as follows in the year of retirement or death:
 Employer’s contribution is fully taxable as salary
 Interest on employer’s contribution is fully taxable as salary.
 Employee’s contribution is not taxable.
 Interest on employee’s contribution is taxable as income of other sources u/s 56

Illustration 24: Assume in Illustration 22 employee is covered by Un-Recognized Provident Fund.
Calculate Total Income.

Solution: Calculation of Taxable Salary
Basic Salary (`10,000 x 10) `1,00,000
DA 50% of Basic Salary `50,000
Commission on sale 5% of `20 lakhs `1,00,000
Additional commission (`1,000 x 10) `10,000
Contribution of employer in URPF During the year Exempt
Interest on total contribution During the year Exempt
Payment out of URPF at retirement
Employee’s own contribution
Employer’s contribution
Interest on employer’s contribution

Exempt
`2,00,000
`1,00,000

Taxable Salary `5,60,000

Calculation of Total Income
Income from Salary `5,60,000
Income from House Property `2,00,000
Income from business and profession `1,00,000
Income from capital gains NIL
Income from other sources—interest on employee’s own contribution `1,00,000
Gross total income `9,60,000
LESS: Deduction u/s 80C ---PPF account
Contribution of employee to URPF during the year

`25,000
NA

Taxable income `9,35,000
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APPROVED SUPERANNUATION FUND (ASAF): SECTION 10(13)
It is the fund maintained by the employer for the timely payment of pension to employees.

TAX TREATMENT OF ASAF

a) Tax treatment of employee’s contribution to ASAF: Employee is allowed deduction from GTI
u/s 80C.

b) Tax treatment of employer’s contribution to ASAF: It is income for the employee under the
head of Salary but it is exempt u/s 10(13) up to `1,50,000 pa and any amount of contribution in
excess of `1,50,000 shall be taxable

c) Interest credited to the ASAF account during the year: It is income for the employee under
the head of Salary but it is exempt u/s 10(13).

d) Payment out of ASAF at retirement or death of the employee: It is income for the employee
under the head of Salary but it is exempt u/s 10(13).

PUBLIC PROVIDENT FUND (PPF): SECTION 10(11)
This scheme has been started to mobilize the personal savings of individuals who can be self-
employed or employed with some employer. Any member of the general public can contribute to
the PPF. There is only assessee’s contribution to this fund and therefore this is single-sided
savings scheme which promotes small savings of non corporate. For this PPF account can be
opened and operated by any member of the general public with the post offices, State Bank of
India or its subsidiary banks and with some nationalized banks.

Main features of PPF scheme are:
1) The minimum contribution has to be `500 pa and the maximum can be `1,50,000 pa
2) This scheme carries compound interest which is credited to the PPF account.
3) The contribution made to the scheme along with the interest is repayable after 15 years.
4) The PPF account can be renewed after 15 years for two times for the period of five years on

each occasion.
5) Account can be opened by the assessee in his/her own name, in the name of spouse and in the

name of dependent children.

TAX TREATMENT OF PPF

a) Tax treatment of assessee’s contribution to PPF: Assessee is allowed deduction from GTI
u/s 80C.

b) Tax treatment of employer’s contribution to PPF: Employer does not invest in the PPF
account on the behalf of the employee / assessee.

c) Interest credited to the PPF account during the year: It is income for the assessee under the
head of Other Sources but it is exempt u/s 10(11).

d) Payment out of PPF at maturity of PPF account: It is income for the assessee under the
head of Other Sources but it is exempt u/s 10(11).
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Illustration 25: Mr. J is an employee of ABC Ltd.  getting salary of `10,000 and DA of 20% of
Basic Salary which is for retirement benefit. He is a member of RPF to which he has contributed
`2,000 pm and employer has contributed equal amount. Interest received by him is `4,320 @ 10%
pa He also contributes `1,000 in his own PPF A/C `1,100 in PPF of his wife & `1,200 in PPF of his
dependent child. Calculate his total income.

Solution: Calculation of Taxable Salary
Basic  Salary (`10,000 x 12) `1,20,000
DA is 20% of  Basic Salary (20% of `1,20,000) `24,000
Contribution of employer to RPF
Less: Exempt is lower of
(a) Actual = `24,000
(b) 12% of Salary : 12% of `1,44,000 = `17,280

`24,000

`17,280 `6,720
Interest on RPF
Less: exempt lower of
(a) Actual `4,320
(b) `4,320/10% x 9.5 % `4,104

`4,320

`4,104 `216
Taxable salary `1,50,936

Calculation of total income
Income from Salary `1,50,936
Gross Total Income `1,50,936
Less: Deduction u/s 80C:
RPF `2,000 x 12 `24,000
PPF in own account `1,000
PPF in Wife’s  account `1,100
PPF in Child’s account `1,200 `27,300
Total Income `1,23,640

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Withdrawal / Loan From Provident Fund

An employee can withdraw an amount out of the Provident Fund account
(sometimes also known as loan out of Provident Fund) for various purposes
like marriage in family or purchase of a house or a car or for the medical
treatment of a family member or for the education of children etc. This amount
of Provident Fund withdrawn or loan taken out of provident fund is not liable to
tax.

Transferred Balance
URPF is a fund which is recognized by the Commissioner of Provident Fund
but not recognized by the Commissioner of Income Tax. But if URPF is given
the recognition then such recognition is granted from the initialization of the
fund and accordingly the amount of URPF paid to employee for the earlier
years is recomputed for the tax purposes in the year in which fund has been
given the recognition. Further the amount which would have been liable to tax
if the Provident Fund had been recognized from the very start would be
deemed to be the income received by the employee in the current previous
year in which fund has been recognized. The remaining amount shall not be
chargeable to tax. Taxable amount is called transferred balance.
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OTHER PAYMENTS OR EXTRA PAYMENTS

Employer gives some extra payments to the employees which are not in the nature of perquisites
or Allowances. These payments are also taxable in the nature and there are three kinds of such
payments:
1) Leave Travel Concession (LTC)
2) Retrenchment Compensation
3) Voluntary Retirement Scheme

LEAVE TRAVEL CONCESSION (LTC) : SECTION 10(5) AND RULE 2B
In many organizations, employer gives an opportunity to his employees to go for a holiday by
taking leave from organization. Further, employer gives fare charges to his employees for the
journey. Any benefit related to the fare of journey received by an employee (can be Indian or
foreign employee) for himself, or his family for travelling to any place in India while on leave or after
retirement is exempt, subject to the following condition:
1) Exemption can be claimed for two journeys in a block of four calendar years , i.e., 2007-2010,

2011-2014 , 2015-2018 and so on.
2) Out of two journeys, exemption for one journey can be claimed in the calendar year succeeding

the end of the block.  In other words, the benefit for one journey can be carried forward to the
first year of the next block.

3) Family to include spouse, children, dependent parents, dependent brothers and dependent
sisters.

4) Amount of exemption:  If journey is performed
(a) By air, then exempt is economy class fair of the national carrier by the shortest route
(b) By rail then exempt is first class AC rail fare of the shortest route.
(c) By any other mode, if destination is not connected by rail then:

i) exempt is first class or deluxe class fare if recognized public transport system exists
ii) exempt is 1st AC rail fare if public transport system does not exist.

5) In no case the exemption shall exceed the amount spent on the journey. Further exemption shall
be restricted to the amount of fare and not for boarding and lodging.

6) If children were born before 1/10/1998 then exemption was available for all children.
7) If children were born on or after 1/10/1998 then exemption shall be available only for two

children.  But in case of multiple births after one child, then the exemption is allowed for all.
8) If employee gets the amount of LTC without conducting journey, then such amount received

shall be fully taxable in hands of employees.

Illustration 26: Mr. J is working with ABC Ltd. getting the Basic Salary of `20,000 pm and DA of
`5,000 pm. He is given bonus of `5,000 in the amount of August 2017. He also receives
commission of 1% on profits of `10,00,000 of the company. He has availed the benefit of LTC
during the current year and goes to Bombay with his family. He takes along with him his wife, one
major son, one financially independent son, one married daughter, his dependent mother, his
financially independent father, his financially independent sister and dependent father-in -law. The
employer has spent `14,000 per head on tickets in Jet Airways whereas the fare of Indian Airlines
is `11,000 per head. Calculate his taxable salary.

Solution: Calculation of Taxable Salary
Basic Salary `20,000 x 12 `2,40,000
DA `5,000 x 12 `60,000
Bonus `5,000
Commission on sales 1 % of `10,00,000 `10,000
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LTC facility provided by employer. Taxable for:
`3,000 each for Self, wife, major son, independent son, married
daughter, dependent mother
`14,000 each for independent father, independent sister, father-in-
law.

`18,000
`42,000 `60,000

Taxable Salary `3,75,000

RETRENCHMENT COMPENSATION: SECTION 10(10B)
Retrenchment means termination of employment. According to Industrial Dispute Act, 1947, any
employee who is being retrenched has to be paid an amount of compensation to compensate him
for loss of his earnings. Any compensation received by a workman at the time of his retrenchment
shall be exempt to the minimum of the following:
a) 15 days’ average salary for every completed year of service or any part thereof in excess of six

months.
b) `5,00,000 (Amount fixed as per Section 25F(b) of the Industrial Dispute Act 1947).
c) Actual amount received or receivable.

NOTES:
1) Retrenchment includes closing down of the undertaking and transfer of the ownership or

management of the undertaking provided the services of the workman have been interrupted.
2) Where retrenchment compensation is received by a workman under the scheme approved by

the Central Government, then the entire amount of compensation so received shall be exempt
under this section.

3) Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +
Commission if received as fixed percentage of sales.

Average Salary shall be calculated for 3 months, immediately preceding the month of
retrenchment.

VOLUNTARY RETIREMENT SCHEME (VRS) : SECTION 10(10C) AND
RULE 2BA
If employee takes retirement before his/her scheduled year of retirement then it is called Voluntary
Retirement. Now days some of the government organizations have started the scheme of
Voluntary Retirement wherein inefficient or over staff is given an option to retire voluntarily in
consideration of handsome lump sum money.  This scheme is also known as Golden Handshake.
The scheme of VRS is applicable to employees of Public Sector Companies, local authority,
cooperative society, Universities, IIT, IIM, State Governments and Central Governments. Amount
received is exempt to the lower of the following:
1) Actual amount received or receivable
2) Maximum limit of `5,00,000.

Guidelines of Rule 2BA: Applicability of Scheme of VRS
1) It applies to the employees who have completed 40 years of age or have completed 10 years

of service.  This condition is, however, not applicable for employee of Public Sector
Companies.

2) It should apply to all categories of the employees of the organization except to Directors of the
company.

3) This scheme has been drawn to achieve the overall reduction in the existing strength of the
employees.

4) The vacancy caused by the voluntary retirement is not to be filled up.
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5) The retiring employees of the company shall not be absorbed in another company of the same
management.

6) The amount of compensation of employee on the voluntary retirement should not exceed:
(a)Amount equal to the three months salary for each completed year of service, OR
(b) Salary of balance months of service left before the date of his retirement.

7) Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +
Commission if received as fixed percentage of sales.

Salary shall be calculated only for one month, immediately preceding the month of retrenchment.

NOTE: If any relief u/s 89 has been allowed to any assessee in respect of any amount received or
received on his voluntary retirement, then no exemption under Section 10(10C) shall be allowed to
him.

Illustration 27: Mr. J who is an employee of IIM(A) since 1/1/2002, opts for VRS on 31/3/2018
when he is  49 years of age. At the time of taking VRS he was drawing salary of `25,000 pm and
was allowed DA of `7,000 pm out of which `3000 pm was considered as forming part of salary for
the retirement benefits. IIM(A) is covered by SPF account. At retirement he received `12,00,000
from this fund account. This includes `10,00,000 as contribution of Mr. J and his employer in equal
proportions and remaining amount is the interest accrued thereon (in equal proportions). The
normal retirement age is 60 years. Calculate the amount of taxable salary for Mr. J for the AY
2018-2019 i.e. PY 2017-2018.

Solution: Calculation of the taxable salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary `25,000 x 12 `3,00,000
DA `7,000 x 12 `84,000
Statutory Provident Fund
Less: Exempt u/s 10(11)

`12,00,000
`12,00,000 NIL

VRS Payment
Less: Exempt u/s 10(10C): Lower of:
(a) Actual amount received or receivable
(b) Maximum amount of

`13,44,000
`5,00,000

`13,44,000

`5,00,000 `8,44,000
Taxable salary `12,28,000

Compensation on VRS shall be lower of
Completed years of Job X three months salary (16 years x 3 x `28,000) `13,44,000
Balance months before retirement X 1 month salary : (11 x 12 x `28,000) `39,96,000

Illustration 28: John is employed in a Public Sector Company and takes Voluntary Retirement
from service.  The normal age of retirement in the company is 60 and John who was 45 at the time
of retirement had completed 20 years of service.  His monthly Salary at the time of retirement was
as follows:
Basic Salary `10,000
Dearness Allowance (50% includable for pension) `6,000
House Rent Allowance (HRA) `3,000
Conveyance Allowance `800
What is the amount of compensation taxable under the Act? (NOV 2001 - 7 MARKS)

ANSWER: Compensation amount: `7,80,000 ; taxable amount `2,80,000
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ALLOWANCES

Allowances are the amount of the money paid by the employer to the employee to meet the
expenses of personal or official in nature.  They are fixed in amount which is given regularly in
addition to the Salary for the purposes of meeting requirements which are connected with job or for
the compensation for unusual nature of the services.  Allowances can be broadly classified into
seven categories

Category 1: Foreign Allowances : Section 10(7) : Allowances and Perquisites
provided by the Government (Central Government or State Government) to its employees who
are citizens of India for rendering service outside India are exempt from tax.

Illustration 29: Mr. J is a Central Government employee and is getting Basic Salary of `40,000
pm, various Allowances of `10,000 pm and various Perquisites whose monetary value is `8,000
pm. On 1/9/2017 he was transferred to Australia to represent India. Calculate his taxable salary for
AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars In India In Australia Total
Basic Salary `2,00,000 `2,80,000 `4,80,000
Allowances `50,000 Exempt `50,000
Perquisites `40,000 Exempt `40,000
Taxable salary `5,70,000

Category 2: House Rent Allowance (HRA): Section 10(13A) and Rule 2A :
HRA is given by the employer to an employee to meet the rental expenditure which employee has
to incur for the accommodation taken by him/her.  HRA is exempt under Section 10(13A) to the
extent of the least of the following amounts:
1) Actual HRA received or receivable
2) Rent paid LESS 10% of Salary of the period for which HRA is received or receivable.
3) 50% of the Salary of the period for which HRA is received or receivable in metro cities and 40%

of Salary in other cities.
 Salary means Basic Salary + DA (forming part of the Salary for the retirement benefits) +

Commission if received as fixed percentage of sales.

Salary shall be calculated for the period for which employee is entitled to HRA.

Calculation of exemption of HRA is dependent upon four factors which are:
1) Actual HRA received by employee
2) Rent paid by employee
3) Salary of employee
4) Location of residence of employee

If all of the above factors remain constant, then exemption shall be allowed on an annual basis. But
if any of the above mentioned factors change, then the exemption shall be allowed on the monthly
basis.  In other words, any change in any one factor will lead to the change in the quantum of the
exemption of HRA.   Thus whenever there is a change in any of the above factors, it should be
separately calculated till next change takes place.
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NOTE: No Exemption of HRA shall be provided in the following cases:
(a) Employee has not paid any rent.
(b) Employee stays in his own house.
(c) Rent paid by the employee is less than 10% of his Salary income.

Illustration 30: Compute taxable HRA in the following cases.
Name of the Employee A B C D E
Place of the Residence Delhi Noida Bombay Patna Bangalore
Salary pa `4,00,000 `6,00,000 `8,00,000 `3,00,000 `5,00,000
HRA pa `1,50,000 `1,20,000 `5,00,000 `1,00,000 `1,50,000
Rent paid pa NIL `1,00,000 `6,00,000 `80,000 `40,000

SOLUTION : Computation of taxable house rent allowance
A (`) B (`) C (`) D (`) E (`)

Least is exempt :
a) Actual amount of house rent allowance
b) Rent Paid - 10% of Salary
c) 50% or 40% of Salary

1,50,000
NIL
2,00,000

1,20,000
40,000
2,40,000

5,00,000
5,20,000
4,00,000

1,00,000
50,000
1,20,000

1,50,000
NIL
2,00,000

HRA Amount exempt is NIL 40,000 4,00,000 50,000 NIL
HRA amount taxable is 1,50,000 80,000 1,00,000 50,000 1,50,000

Illustration 31: Mr. J is getting the Basic Salary of `8,000 pm from a company in Patna. He gets
40% of his Basic Salary as DA of which 1/2 forms part of the Salary for the retirement benefits. He
gets the HRA @ `4,000 pm. From 1/1/2018 he received the increment in his salary of `1,000 pm.
Mr. J is staying with his parents till 31/7/2017. From 1/8/2017 he has taken a house on rent of
`4,500 pm. Compute his income under the head ‘Salary’ for the AY 2018-2019 i.e. PY 2017-2018.

SOLUTION : Computation of taxable house rent allowance
April to July 2016

(`)
August to Dec 2016

(`)
Jan to March 2017

(`)
Basic salary
Dearness allowance (R)
Salary for HRA purpose

32,000
6,400
38,400

40,000
8,000
48,000

27,000
5,400
32,400

Rent paid NIL 22,500 13,500
Least is exempt :
a) Actual amount of HRA
b) Rent Paid - 10% of Salary
c) 50% or 40% of Salary

16,000
NIL
15,360

20,000
17,700
19,200

12,000
10,260
12,960

Amount exempt is NIL 17,700 10,260

Taxable salary will be calculated as follows `
Basic salary [`8,000 X 9 + `9,000 X 3] 99,000
Dearness allowance (40% of basic salary) 39,600
House rent allowance [`4,000 X 12) – exemption: `27,960] 20,040
Income under the head “Salary” 1,58,640

Category 3: Official Allowances: Section 10(14) : Official Allowances are exempt
to the lower of:
1) Actual amount received or receivable
2) Amount spent for official duties
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Official Allowances are
C Conveyance

Allowance
Given for meeting expenses of travelling for official purposes, within a
city

A Academic Allowance /
Research Allowance

Given for meeting expenses for improving academic skills

T Traveling Allowance Given for meeting expenses of travelling for official purposes,
between two or more cities

H Helper Allowance Given for meeting expenses for employing a helper for official
purposes

U Uniform Allowance Given for meeting expenses for maintaining uniform that employee
has to wear while of official work

D Daily Allowance Given for meeting day to day petty expenses

Category 4: Special Allowances: Section 10(14): Special Allowances are exempt
to lower of:
1) Amount received or receivable
2) The limit specified under Rule 2BB

Following are the types of Special Allowances
H Hostel Expenditure

Allowance
This Allowance is given to the employee to meet the cost of any
hostel in which his children are studying.  It is exempt up to `300 pm
per child up to a maximum of two children.  Children may include
adopted or step children but shall not include grandchildren.  Children
can be any two children and there is no condition that it has to be first
two children.

U Underground
Allowance:

Such an Allowance is paid to the employee working in mines or any
other uncongenial unnatural climate conditions which are
underground and is exempt up to `800 per month.

T Tribal Area
Allowance:

This Allowance is given to employee to meet the additional cost that
he will have to incur while he is posted to any tribal area.  It is exempt
up to `200 per month.  This Allowance is given in States of Madhya
Pradesh, Uttar Pradesh, Tamil Nadu, Karnataka, Tripura, Assam,
West Bengal, Orissa, and Bihar.

C Children Education
Allowance

This Allowance is given to an employee to meet the cost of  education
of his/her children.  It is exempt up to `100 pm per child for maximum
of two children.  Children may include adopted or step children but
shall not include grand children. Children can be any two children and
there is no condition that it has to be first two children.

H Hill Compensatory
Allowance

This Allowance is exempt up to `300 per month provided the place is
located at a height of 1,000 meters or more above the sea level.
However in certain specified areas the exempt amount is `800 per
month (depending upon the height of the area from the sea level) and
in the Siachen area of Jammu and Kashmir amount exempt is `7,000
per month

B Border Area
Allowance:

This Allowance is given to the men of armed forces who have been
posted to the border areas. The exemption of Allowances depends
upon the area of posting.
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I Counter Insurgency
Allowance

This Allowance is granted to the members of armed forces operating
in any area away from the permanent locations. Exempt up to `3,900
pm. If this Allowance is received by employee then he shall not be
entitled to Border Area Allowance.

T Transport Allowance Granted to an employee to meet his expenditure for the purpose of
commuting between the place of his residence and the place of his
duty.  Exempt to the extent of `1,600 pm but if the employee is deaf ,
dumb , blind or orthopedically handicapped, then the amount exempt
is `3,200 pm.

Category 5: Outstation Allowance: Section 10(14): An Outstation Allowance is
exempt to lower of:
1) Amount received or
2) The percentage set by law under Rule 2BB
Any fixed Allowance given by the employer to the employee who is working in any transport
system to meet his personal expenditure during the course of running of such transport from one
place to another is called Outstation Allowance.  The amount of exemption shall be lower of:
(a) 70% of such Allowance
(b) `10,000 pm

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
(1) Outstation Allowance shall be exempt if employee is not in receipt of Daily

Allowance.
(2) If employee is in receipt of Outstation Allowance as well as Daily Allowance

then Outstation Allowance will be fully taxable and Daily Allowance will be
fully exempt.

(3) If Outstation Allowance is given to any employee other than the employee
of transport organization then it shall be fully taxable and will not be
exempt.

Category 6: Allowances Exempt for Certain Persons only:
1) All Allowances received by Judges of High Court/Supreme Court.
2) Allowances received by employees of UNO.
3) Daily and Constituency Allowance received by MPs and MLAs u/s 10(17)

a) Daily Allowance received by MPs or MLAs is fully exempt from Tax.
b) Any Allowance received by MPs is fully exempt from Tax.
c) All other Allowances up to `2,000 per month received by MLAs are exempt from Tax.

4) Section 10(45): Exemption to Chairmen and members of UPSC: Specific Perquisites and
Allowances notified by the Central Government, received by both serving and retired Chairmen
and members of UPSC will be fully exempt from Income Tax.
Central Government has notified following Incomes for the purpose of this section:

A. In case of serving chairmen and members of UPSC:
a) Value of RFA.
b) Value of conveyance facilities.
c) Transport Allowance.
d) Sumptuary Allowance.
e) LTC to assessee or his family members.
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B. In case of retired chairmen and members of UPSC:
a) Maximum sum of `14,000 pm for meeting personal expenditure towards secretarial

assistance on contract basis.
b) Value of residential telephone free of cost and number of free calls to the extent of
`15,000pm

Category 7: Fully Taxable Allowances: All Allowances other than those which are
discussed above are fully taxable. Some of the examples are:  Dearness Allowances (DA),
Overtime Allowance, City Compensatory Allowance (CCA), Servant Allowance / Warden
Allowance, Lunch Allowance, Tiffin Allowance, Family Allowance, Medical Allowance, Telephone
Allowance, Car Allowance, Dating Allowance, Split Duty Allowance etc.

Illustration 32: Mrs. J is an employee of Central Government getting Basic Salary of `9,200 pm
and DA of `1,800 pm. She is given a conveyance Allowance of `500 pm and medical Allowance of
`2,000 pm (she has actually spent only `500 pm). She has received Entertainment Allowance of
`1,000 pm and HRA of `3,500 pm. She stays in her own house in Haryana. She has paid
Professional Tax of `100 pm. Calculate her taxable salary for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mrs. J
Basic Salary `9,200 X 12 `1,10,400
DA `1,800 X 12 `21,600
Conveyance Allowance
Less: exempt

`500 X 12 `6,000
`6,000 Nil

Medical Allowance `2,000 X 12 `24,000
Entertainment Allowance `1,000 X 12 `12,000
HRA
Less: Exempt U/S 10(13A)

`3,500 X 12 `42,000
Nil `42,000

Gross Salary `2,10,000
Less: Deductions u/s
16(ii) Entertainment Allowance
16(iii) Professional Tax

`5,000
`1,200

Taxable salary `2,03,800

Calculation of deduction under section 16(ii)
(a) Actual amount received `12,000
(b) Maximum limit of `5,000
(c) 20 % of Basic Salary `22,080

Illustration 33: Mr. J is an employee of Central Government getting Basic Salary of `10,000 pm
and DA of `2,000 pm. He is given Medical Allowance of `5,000 pm and has received
Entertainment Allowance  of `4,000 pm. Employer has paid `2,500 pa as a Professional Tax on
behalf of Mr. J. He is also given Tiffin Allowance and uniform Allowance of `700 pm and `900 pm
respectively. Calculate his taxable salary. Answer: `2,55,400

Illustration 34: Mr. J is employed with PQR Ltd. and submits you the following details for
computation of Income under the head ‘Salary’.
1) Basic Salary of `17,000 pm and DA of `3,000 pm.
2) HRA of `5,000 pm for the house in Delhi for which Mr. J pays `3,500 pm as rent.
3) Overtime Allowance of `1,500 pm , CCA of `800 pm (he saves `500 pm)
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4) Car Allowance of `2,000 pm. Out of this 60% is used for official purposes and 40% is used for
personal purposes. (Mr. J has saved 50% of both amounts)

5) CEA for each of his 2 grandchildren `225 pm (Mr. J has saved `25 pm each).
6) Helper Allowance and Transport Allowance of `1,200 pm and `2,300 pm respectively.
7) He has contributed `2,000 pm to RPF account to which his employer has contributed an equal

amount. Interest received by him in regard to the Provident Fund @ 9.5% on the total
contribution is `6,300.

8) For the marriage of his daughter he has withdrawn `3,56,000 from his RPF account.

Solution: Calculation of taxable Salary of Mr. J
Basic Salary `17,000 X 12 `2,04,000
DA `3,000 X 12 `36,000
HRA
Less: exempt u/s 10(13A)

`60,000
`21,600 `38,400

Overtime Allowance `1,500 X 12 `18, 000
CCA `800 X 12 `9,600
Car Allowance
Less: exempt

`2,000 X 12 = `24,000
`24,000 X 60% X 50%= `7,200 `16,800

Children education Allowance for grandchildren `225 X 12 X 2 `5,400
Helper Allowance
Less: exempt

`1,200 X 12 = `14,400
`14,400 Nil

Transport Allowance
Less : exempt

(`2,300 - `1,600) X 12 `8,400

Contribution in RPF by employer
Less: exempt is lower of:
a)  actual amount `24,000
b) 12% of salary i.e. `24,480

`24,000

`24,000 NIL
Interest on RPF
Less: Exempt up to 9.5% of total contribution

`6,300
`6,300 NIL

Withdrawal out of PF account NIL
Taxable salary `3,36,600

Calculation of exemption of HRA
(a) Actual amount received `60,000
(b) Rent paid – 10% of salary = `42,000 – 10% of `2,04,000 = `42,000-`20,400 `21,600
(c) 50% of salary = `1,02,000 `1,02,000
Exemption is least of above i.e.`21,600

NOTES
1. Children Education Allowance & Hostel Expenditure Allowance is exempt if the money is

received by employee for his children. However if money is received for grandchildren then the
amount will be fully taxable and not exempt.  Children would mean adopted and step children,
major or minor children but not grandchildren of employee.

2. An employee who does saving by depositing the amount in Provident Fund is allowed to
withdraw money from his PF account.   This withdrawal is possible for marriage in a family, for
purchasing an asset, for education of children and for medical expenses.  The withdrawal out of
Provident Fund is not regarded as income and therefore is not taxable.
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Illustration 35: Mr. J who is employed with the Central Government and resides in Delhi gives you
the following details of his salary income for the AY 2018-2019 i.e. PY 2017-2018.
1) Basic Salary till August 2017 is `20,000 pm.  He gets increment of `2,000 from September

onwards and gets DA 20% of his Basic Salary for the year. The employer has paid Professional
Tax of `2,500 on his behalf.

2) He retires on 1/2/2018 from the service after serving for 16 years.
3) During the tenure of service he was receiving `90 pm as Children Education Allowance for 3

children each. Hostel Expenditure Allowance of `400 pm for 3 children. Medical Allowance of
`2,000 pm. He also receives `1,500 pm as Helper Allowance out of which he has spent `1,450
pm.

4) He was in receipt of HRA of `3,500 pm and rent paid by him in Delhi is `5,000 pm. He also
receives `2,500 pm as Entertainment Allowance.

5) He contributes `5,000 pm to the RPF to which his employer contributes an equal amount.
Interest received on total contribution is 11% which amounts to `2,200.

6) At the time of his retirement he gets the Gratuity of `2,85,000 and his pension is fixed at
`13,000 pm. Out of his pension he commutes 40% of his pension and receives `2,40,000 on
1/3/2018.

Compute his income under the head salary for the AY 2018-2019 i.e. PY 2017-2018
Answer: Taxable Salary `3,46,633

Illustration 36: Mr. J is employee of PQR Ltd and is getting the following emoluments:
1) Basic Salary of `13,500 pm and DA which is 30% of Basic Salary out of which he get 25% for

the retirement benefits.
2) Commission of 1% on the sales made by him for `2,00,000. He receives additional commission

of `375 pm.
3) Helper Allowance and Conveyance Allowances of `1,000 pm and `1,300 pm. He has saved
`300 pm out of both of them.

4) Children Education Allowance for hostel expenditure of `550 pm for each of his 3 children.
5) Outstation Allowance of `2,000 pm out of which he claims exemption of 70% of the amount

received.
6) Entertainment Allowance  of `1,500 pm, Telephone Allowance of `800 pm.
7) HRA of `3,800 pm and he pays  rent of `2,700 pm for a house in Mumbai.
8) He is liable to pay Professional Tax of `200 pm out of which he has paid `75 pm and `125 pm

is paid by his employer.
9) He was in urgent need of money and, therefore, he got his full leave encashment just before

the retirement and received an amount of `2,00,000.
10) He retires on 31/3/2018 after serving for 25 years and gets the following amounts:

a) Gratuity of `2,95,000 (Gratuity Act is not applicable)
b) Pension is determined at `5,000 pm out of which he commutes 25% of his pension and

receives an amount of `80,000.
Calculate his taxable salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `13,500 x 12 `1,62,000
DA 30% of `1,62,000 `48,600
Commission 1% of `2,00,000 `2,000
Additional Commission `375 x 12 `4,500
Helper Allowance
Less: exempt

`1,000 x 12 = `12,000
`700 x 12 = `8,400 `3,600
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Conveyance Allowance
Less: exempt

`1,300 x 12 = `15,600
`1,000 x 12 = `12,000 `3,600

Children education expenses for hostel expenses
Less: exempt

`550 x 12 x 3 = `19,800
(`100 + `300) x 2 x 12 = `9,600 `10,200

Outstation Allowance `2,000 x 12 `24,000
Entertainment Allowance `1,500 x 12 `18,000
Telephone  Allowance `800 x 12 `9,600
HRA
Less: exempt

`3,800 x 12 = `45,600
`14,785 `30,815

Professional  tax paid by employer `125 x 12 `1,500
Leave  encashment during the job `2,00,000
Gratuity
Less : exempt u/s 10(10)

`2,95,000
`1,83,500 `1,11,500

Commuted  Pension
Less : exempt `80,000 X 100 / 25 X 1/3

`80,000
`80,000 (restricted) Nil

Un-commuted pension Nil
Gross salary `6,29,915
Less : deduction u/s 16(iii) Professional Tax `2,400
Taxable Salary `6,27,515

Calculation of exemption of HRA
(a) Actual amount received `45,600
(b) Rent paid – 10% of salary for retirement benefits
`32,400 – 10% of `1,76,150 = `32,400 – `17,6515 `14,785
(c) 50% of salary for retirement benefits = `1,76,150 x 50% `88,075
Exemption is least of above , i.e., `14,785

Calculation of salary for the retirement benefits
Basic Salary `1,62,000
DA for retirement benefits `12,150
Commission on % basis of sales `2,000
Total `1,76,150

Calculation of exemption of Gratuity
(a) Actual amount received `2,95,000
(b) Maximum limit of `10,00,000
(c) 15/30 X average salary X completed years of job

15/30 X `14,680 X 25 `1,83,500

Calculation of average salary for Gratuity
Basic Salary `1,62,000
DA for retirement benefits `12,150
Commission on % basis of sales `2,000
Total `1,76,150 /12 X 10/10= `14,680
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PERQUISITES

Under Section 17(2), Perquisites are defined to be the salary, fee, profits and facilities that are
attached to a position and which are in addition to the salary or wages.  The facilities provided to
employees are called perquisites.   If the employer has provided any facility to employee then its
money value to the employer has to be calculated and such value has to be added to the Gross
Salary of the employee.   Even if employer has made any payment or reimbursed any expenses to
employees then also it shall be treated as perquisite. However it will be called Monetary
Perquisites.

DEFINITION OF PERQUISITE:  SECTION 17(2) : Perquisite includes:
(i) The value of the Rent Free Accommodation provided by the employer.
(ii) The value of accommodation at concessional rent provided by the employer.
(iii) The value of any benefit granted or provided free of cost or at the concessional rate in the

following cases:
(a) By the company to its employee who is also the director.
(b) By the company to its employee who has substantial interest in the company.
(c) By an employer to its employee who are not covered in (a) and (b) above and whose

monetary taxable salary (from one or more employers) exceeds `50,000.
(iv) Any sum paid by the employer in respect of the obligation of the employee.
(v) Any sum payable by the employer to affect the assurance on the life of the employee.
(vi) The value of sweat equity shares provided by employer to employee either free of cost or at

a concessional rate.
(vii) Amount of contribution of employer to superannuation fund in excess of `1.5 lakhs.
(viii) The value of any other fringe benefit.

MEDICAL FACILITIES ARE NOT TAXABLE PERQUISITES: PROVISO TO
SECTION 17(2): Generally employer allows medical facilities to his employees or his family
members. Such facility shall be exempt from tax for employee subject to following conditions:

(A) Facilities in India: The following are treated as Tax-free perquisites:
1) The value of any medical treatment provided to an employee or any member of his family in

any hospital, dispensary, clinic or nursing home maintained by the employer shall be
exempt from Tax.

2) In the following cases, the amount is fully exempt without limit:
a) Actual expenditure incurred or reimbursed by employer on the treatment of employee or

on his family members’ medical treatment in any hospital maintained by the Government
or local authority or

b) Actual expenditure incurred or reimbursed by employer on the treatment of employee or
on his family members’ medical treatment in a hospital approved by the Government
for its employees for a specified disease mentioned in Rule 3A(2) in hospital approved
by Chief Commissioner of Income Tax.

c) Group Medical Insurance obtained by the employer for his employees.
d) Health insurance premium paid or reimbursed for insurance on the health of employee or

any member of family.
3) Expenditure reimbursement by the employer for obtaining medical treatment of employee or

his/her family member from any doctor or any hospital, nursing home etc. shall be exempt
from tax upto maximum of `15,000 pa
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APPROVED HOSPITAL
In granting approval to any hospital the Chief Commissioner shall satisfy himself that the hospital
is registered with the local authority and fulfils the following requirements:—
(i) The building used for the hospital complies with the municipal bye-laws.
(ii) The rooms are well ventilated, lighted and are kept in clean and hygienic conditions.
(iii) At least ten iron spring beds are provided for patients.
(iv) At least one properly equipped operation theatre is provided, with minimum floor space of

180 square feet and with a separate sterilization room.
(v) At least one labour room is provided, with minimum floor space of 180 square feet, in case

the hospital provides medical service for maternity cases.
(vi) Aseptic conditions are maintained in the operation theatre and the labour room.
(vii) A duty room is provided for the nursing staff on duty.
(viii) Adequate space for storage of medicines, food articles, equipments, etc., is provided.
(ix) The water used in the hospital or nursing home is fit for drinking.
(x) Adequate arrangements are made for isolating septic and infectious patients.
(xi) The hospital is provided with and maintains :—

a) high pressure sterilizer and instrument sterilizer
b) oxygen cylinders and necessary attachments for giving oxygen
c) adequate surgical equipments, instruments and apparatus including intravenous

apparatus
d) a pathological laboratory for testing of blood, urine and stool
e) electro-cardiogram monitoring system
f) stand-by generator for use in case of power failure.

(xii) There is at least one qualified doctor available on duty round the clock for every twenty
beds or fraction thereof.

(xiii) In hospitals providing intensive care unit facilities, there are at least two qualified doctors
available on duty round the clock exclusively for such intensive care unit.

(xiv) One nurse is on duty round the clock for every five beds or a fraction thereof.
(xv) In hospitals providing intensive care unit facilities, there are at least four nurses provided

exclusively for every four beds or fraction thereof for such intensive care unit.
(xvi) The hospital maintains record of health of every patient containing information about the

patient’s name, address, occupation, sex, age, date of admission, date of discharge,
diagnosis of disease and treatment undertaken.

SPECIFIED DISEASES
The prescribed diseases or ailments shall be the following—
(a) cancer
(b) tuberculosis
(c) acquired immunity deficiency syndrome (AIDS)
(d) disease or ailment of the heart, blood, lymph glands, bone marrow, respiratory system,

central nervous system, urinary system, liver, gall bladder, digestive system, endocrine
glands or the skin, requiring surgical operation

(e) ailment or disease of the eye, ear, nose or throat, requiring surgical operation
(f) fracture in any part of the skeletal system or dislocation of vertebrae requiring surgical

operation or orthopedic treatment;
(g) gynecological or obstetric ailment or disease requiring surgical operation, caesarean

operation or laparoscopic intervention
(h) ailment or disease of the organs mentioned at (d), requiring medical treatment in a hospital

for at least three continuous days
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(i) gynecological or obstetric ailment or disease requiring medical treatment in a hospital for at
least three continuous days

(j) burn injuries requiring medical treatment in a hospital for at least three continuous days
(k) mental disorder - neurotic or psychotic - requiring medical treatment in a hospital for at least

three continuous days
(l) drug addiction requiring medical treatment in a hospital for at least seven continuous days
(m) Anaphylactic shocks including insulin shocks, drug reactions and other allergic

manifestations requiring medical treatment in a hospital for at least three continuous days.

(B) Facilities outside India: Expenditure done by employer on the treatment of employee or any
of his family members or reimbursement of expenditure done by employee shall be exempt as per
the following:
1) Expenses on the medical treatment of employee or any member of his family shall be exempt to

the extent permitted by RBI.
2) Expenses on stay abroad of the employee or any member of his family with one attendant who

has gone outside India for medical treatment are exempt to the extent permitted by RBI.
3) Traveling expenses of patient and one attendant who accompanies the patient in connection

with such treatment shall be exempt from Tax if gross total income (before including such travel
expenses) is equal to or is less than `2,00,000.

NOTE: Family for valuation of medical facilities means spouse and children of the employee,
whether dependent or not, parents, brothers and sisters of the employee who are mainly
dependent on the employee.

Illustration 37: Mr. J is employed with XYZ Ltd. getting Basic Salary of `11,000 pm and DA of
`3,000 pm. Wife of Mr. J is suffering from cancer for the treatment of which employer sends the
employee and his wife to US. Employer incurs:
a) `3,00,000 on treatment whereas RBI allowed `2,60,000.
b) `1,50,000 on stay whereas RBI allowed only `1,32,000.
c) `95,000 on traveling
Mr. J has `25,000 as Income under the head PGBP and `35,000 is allowed as a deduction under
Section 80C to 80U.  Calculate Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary income of Mr. J
Basic Salary `11,000 x 12 `1,32,000
DA `3,000 x 12 `36,000
Expenses on treatment
Less : exempt

`3,00,000
`2,60,000 `40,000

Expenses  on stay
Less: exempt

`1,50,000
`1,32,000 `18,000

Expenses on travelling `95,000
Taxable salary `3,21,000

Calculation of total income of Mr. J
Income from salary `3,21,000
Income from business and profession `25,000
Gross total income `3,46,000
Less: deduction u/s 80C to 80U `35,000
Taxable income `3,11,000
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Calculation to check whether travelling expenses are taxable or not
Income from salary (Before travelling exp.) `2,26,000
Income from business and profession `25,000
GTI `2,51,000
Since GTI is more than `2,00,000 travelling expenses would get taxed.

RENT FREE ACCOMMODATION : SECTION 17(2)(i) AND RULE 3(1)
ACCOMMODATION AT CONCESSIONAL RENT : SECTION 17(2)(ii) AND
RULE 3(1)
If employer provides accommodation to his employee or to any member of his household and does
not charge any rent for staying there while in service, then it is called Rent Free Accommodation.
Accommodation includes house, flat, farm house, guest house etc. Accommodation provided may
be furnished or unfurnished and also can be rent free or at concessional rent.   Rent free means
that employee does not pay anything to the employer but concessional rent means that employer
has charged something from the employee. In calculating the perquisite value of concessional
accommodation the rent paid by the employee shall be reduced from the perquisite value. The
following is the tax treatment of RFA or Concessional accommodation:

A) Accommodation provided by Government to its employees:
(a) If unfurnished: Valuation shall be done as per Government rules and such value shall be

called License Fees and such License Fees shall be taxable for employee as a perquisite
value.

(b) If furnished: Calculate the value as per (a) above and then add 10% of the cost of the
furniture (if owned by Government) or the actual rent paid (if taken on rent by the
Government) to the value of the accommodation.

Exception: in following cases RFA facility shall be exempt
a) provided to cabinet minister or
b) provided to any Judge of High Court or Supreme Court or
c) provided to any official of parliament or
d) provided to the leader of opposition party in the parliament.
e) provided to serving chairman and members of UPSC.

Government Employee: Government Employee includes employees of Central and State
Government. Further employees working on deputation with anybody or undertaking under the
control of State Government or Central Government shall also be regarded as government
employee.  However employees of foreign government are not called government employees.

B) Accommodation provided by Non-Government employer to its employees:

(i)  If accommodation is owned by employer: Taxable perquisite value shall be
(a) 15% of salary in cities having population exceeding 25 lakhs as per 2001 census.
(b) 10% of salary in cities having population exceeding 10 lakhs but not exceeding 25 lakhs
as per 2001 census.
(c) 7.5% of salary in cities having population equal to or less than 10 lakhs as per 2001
census.

(ii)  If accommodation is rented by employer: Perquisite value for rented accommodation for
which rent is borne by employer but provided to employee free of charge, shall be lower of:
(a)Rent paid or payable by the employer
(b)15% of salary
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C)  Concessional Accommodation: Section 17(2)(ii): When employee gives some rent to his
employer for the accommodation provided by employer then it is called accommodation at
concessional rent. The value which is calculated above shall be reduced by the rent actually paid
by the employee to get the value of the accommodation at concessional rent.

D)  Accommodation in Hotel provided by the Government or Non-government Employer:
1) The Perquisite value of the accommodation provided in a hotel shall be the lower of:

(a) 24% of salary or
(b) Actual charges paid or payable by employer to hotel.

2) Accommodation in the nature of service apartments, motels and guest houses are also
covered under this category.

3) Salary shall be calculated for the period for which the accommodation has been provided.
However nothing shall be taxable if accommodation is provided for 15 days or less on
transfer of employee from one place to another.

4) Where the hotel accommodation had been provided for more than 15 days, then whether
the taxability shall be for full period or exemption for 15 days shall be given is a
controversy. In the opinion of the author, exemption shall be provided for 15 days and
thereafter it should be taxable.

Illustration 38: An accommodation to an employee has been provided in hotel for 25 days. In this
case taxability shall be only for 10 days and not for full 25 days.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Furnished
Accommodation

If an accommodation is furnished then add 10% pa of the
cost of the furniture (if owned by employer) or the actual rent
paid (if rented by employer). Furniture means any kind of
household items such as TV, fridge, washing machine, air
conditioner etc.

Salary on due
basis

The salary for the purposes of RFA shall be taken on the
due basis and only for the period for which the
accommodation has been provided to the employee.  If the
accommodation has been occupied for part of the year then
the above mentioned salary shall be proportionately
calculated. Bonus is an annual payment; still it shall be
taken on pro-rata basis.

Member of his
Household

RFA Can be Provided to employee or any Member of his
Household and Member of household would include spouse
whether dependent or not, children and their spouses
whether dependent or not, Parents whether dependent or
not, servants and other dependents

Accommodation
at Special Sites

Accommodation provided to an employee working at a
mining site or at oil exploration site or a project execution
site or dam site or a power generation site or a site located
at a remote area will be tax free perquisite. Remote area
means an area, which does not have any town with the
population exceeding  20,000 within a distance of 40 Kms.

More than one
accommodation

If the employer has provided accommodation at two or more
places because of the transfer of the employee from one place to
another place then for the period of first 90 days only that
accommodation will be taxed which has lower perquisite value
and for the period exceeding 90 days all shall be taxed.
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More than one
employer

If employee is employed with more than one employer then
while calculating salary for the purposes of RFA, salary
received by employee from all such employers shall be
taken together.

Salary for RFA: Salary for the purposes of RFA shall be calculated on the due basis for the time
period for which the accommodation has been provided by the employer.

Salary would include Salary would not include
a. Basic Salary.
b. DA (if forming part of the salary for

retirement benefits of the employment).
c. Bonus
d. Commission (whether received as fixed %

of sales or otherwise).
e. Taxable portion of all Allowances.
f. Monetary payments which do not have

nature of perquisites such as leave
encashment.

a. Provident Fund contribution of the employer.
b. Perquisites whether monetary or non monetary.
c. Arrear of any Salary
d. Advance Salary
e. Any payment or expenditure in the nature of

allotment of shares debentures or warrants
under ESOP

Illustration 39: Mr. J is working with ABC Ltd. and is given the Basic Salary of `20,000 pm, DA of
`5,000 pm and 100 % is for retirement benefits.  Employer gives him commission of 5% on the
sales of `1,00,000 done by him and commission of 1% on profit of the company, which are `100
lakhs. Employer also gives him a bonus of `11,000 and Telephone Allowance of `500 pm. Children
Education Allowance of `125 pm for 2 children each. Employer also reimburses his medical
expenses of `18,000. Employer further pays `3,000 pm as a salary of servant of Mr. J. Employer
has provided RFA to Mr. J in the city of Delhi from 1/8/2017. Calculate his taxable salary.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `20,000 x 12 `2,40,000
DA `5,000 x 12 `60,000
Commission on sales 5% of `1,00,000 `5,000
Commission on profit 1% of `100,00,000 `1,00,000
Bonus `11,000
Telephone Allowance `500 x 12 `6,000
CEA
Less exempt

`125 x 2 x 12 = `3,000
`100 x 2 x 12= `2,400 `600

Medical reimbursement
Less: Exempt

`18,000
`15,000 `3,000

Salary of servant U/S 17(2) (iv) `3,000 X 12 `36,000
RFA u/s 17(2)(i) `42,260
Taxable salary `5,03,860

Calculation of salary for RFA purposes
Basic `20,000 x 8 `1,60,000
DA `5,000 x 8 `40,000
Commission `5,000/12 x 8 `3,333
Commission on profit `1,00,000/ 12 x 8 `66,667
Bonus `11,000/12 x 8 `7,333
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Telephone Allowance `500 x 8 `4,000
Children education allowance `600/12 x 8 `400
Total `2,81,733
Perquisite value of RFA is 15% of `2,81,733 `42,260

Illustration 40: Assume in Illustration 39 employer provides furniture along with accommodation
costing `4,00,000 which has WDV of `3,60,000.  Calculate value of the rent free accommodation.

Solution: Calculation of perquisite value of furnished Accommodation
PV of RFA calculated as above
Add: 10% of cost of furniture : `4,00,000 x 10% X 8/ 12

`42,260
`26,667

Perquisite value of furnished Accommodation `68,927

Illustration 41: Assume in Illustration 39 employer charges `3,000 pm from his employee for the
use of house and furniture.  Calculate perquisite value of the accommodation at concessional rent.

Solution: Calculation of Perquisite Value of furnished Accommodation
PV of Furnished Accommodation `68,927
Less : Rent charged by employer = `3,000 x 8 `24,000
Total perquisite value u/s 17(2)(ii) Rule 3(1) `44,927

Illustration 42: Assume in Illustration 39 the house was taken on rent by employer and rent paid
by him was `6,750 pm. Calculate the taxable value of accommodation

Solution: Calculation of Perquisite Value of furnished Accommodation
P V is lower of

(a) 15 % of salary `42,260
(b) Rent paid / Payable by employer = `6,750 x 8 `54,000
Taxable Perquisite Value of RFA is `42,260

Illustration 43: Mr. J has the following figures of the salary received from ABC Ltd.
a) Basic Salary `11,000 pm
b) CCA `150 pm
c) Children Education Allowance `400 pm for 3 children
d) Reimbursement of medical expenditure `25,000 pa
He was entitled to HRA of `6,000 pm from 1/4/2017 to 31/8/2017. He was paying rent of `7,000
pm for the house in Delhi.  WEF 1/9/2017 he was provided with an accommodation by the
company for which the company was paying the rent of `5,000 pm. The company charged him
`1,000 pm as rent for accommodation.  Compute taxable salary of Mr. J for the AY 2018-2019 i.e.
PY 2017-2018.

ANSWER: VALUE OF RFA IS `4,918 AND TAXABLE SALARY IS `1,53,618

Illustration 44: Calculate taxable salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018

Particulars Period Amount
Basic Salary 1/4/2017 to 31/7/2017

1/8/2017 to 31/3/2018
`7,000 pm
`7,500 pm

DA Full year 20% of Basic Salary which is considered as forming
part of retirement benefits.
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CCA 1/4/2017 to 30/6/2017
1/7/2017 to 28/2/2018
1/3/2017 to 31/3/2018

`550 pm
`750 pm
`800 pm

Telephone
Allowance

1/4/2017 to 30/9/2017
1/10/2017 to 31/3/2018

`1,000 pm
`1,800 pm

Medical
Allowance

1/4/2017 to 31/3/2018 `3,000 pm

HRA 1/4/2017 to 30/5/2017

1/6/2017 to 30/9/2017

`3,800 pm (Rent paid by him in the city of Delhi was
NIL since he was staying with his parents)
`3,800 pm (Rent paid by him in the city of Delhi was
`3,550 pm)

RFA 1/10/2017 to 31/3/2018 Provided by employer which was owned by employer
in the city of Delhi. Furniture was taken on rent by
employer and given to employee. Rent paid for the
same was `2,300 pm.

ANSWER: TAXABLE SALARY IS ` 2,05,833

Illustration 45: Mr. J is working with ABC Ltd. getting Basic Salary of `15,000 pm and DA of
`5,000 pm 100% of DA is for retirement purposes.  Employer provides him with the newspaper
Allowance of `200 pm and Lunch Allowance of `1,000 pm. Company also provides him RFA in city
of Delhi. Mr. J is also working with POR Ltd. on part time basis and gets Basic Salary of `8,000 pm
DA is 20% of Basic Salary. 100% of DA is for retirement benefit. Employer gives him
reimbursement of medical expenses of `21,000 and HRA of `2,000 pm. He does not pay any
amount of rent.  Calculate his taxable salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J
Particulars ABC Ltd. PQR Ltd. Total
Basic Salary `1,80,000 `96,000 `2,76,000
DA `60,000 `19,200 `79,200
Newspaper Allowances `2,400 Nil `2,400
Lunch Allowances `12,000 Nil `12,000
RFA `59,040 Nil `59,040
Medical reimbursement Nil `6,000 `6,000
HRA Nil `24,000 `24,000
Taxable Salary `4,58,640

Calculation of salary for RFA
Basic Salary `2,76,000
DA `79,200
Newspaper Allowance `2,400
Lunch Allowance `12,000
HRA `24,000
Total `3,93,600
PV of RFA shall be 15% of `3,93,600 = `59,040
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PERQUISITES TAXABLE IN THE HANDS OF SPECIFIED EMPLOYEES
SECTION 17(2)(iii) and RULE 3(2), 3(3), 3(4), 3(5), 3(6)

Perquisites under Section 17(2)(iii)
taxable if
employee
is a
specified
employee

Motor car facility Rule 3(2) Not taxable
if employee
is not
specified
employee

Servant facility Rule 3(3)
Gas / electricity / water facility Rule 3(4)
Education facility Rule 3(5)
Transport facility Rule 3(6)

Employee is specified employee if he satisfies any one of the following three conditions:
(a) He is a director of the company and is also employee of company.
(b) He is the employee with the substantial interest in the company, i.e., he holds 20% or more of

the voting power.
(c) His income under the head salary excluding non-monetary perquisites exceeds `50,000.

NOTES
1) While calculating taxable monetary salary, we have to consider only taxable portion of all

Allowances.
2) If employee has more than one employer then his salary from all such employers shall be

aggregated together for the limit of `50,000.
3) As per section 2(32) substantial interest means:

a) In case of a company--- where any person is a beneficial owner of shares, excluding the
shares entitled to fixed rate of dividend (i.e., preference shares) with or without a right to
participate in profits carrying 20% or more of voting power.

b) In any other case a person is said to have substantial interest if 20% or more shares in
profit is held by him.

Illustration 46: Mr. J is a peon in ABC Ltd. getting Basic Salary of `3,000 pm and DA of `500 pm.
He is given Uniform Allowance of `100 pm out of which he saves `20 pm  His wife is unwell for
whom employer provides him Medical Allowance of `200 pm. Employer gives him Lunch and Tea
Allowance of `100 pm. Employer owns an accommodation which is given as RFA in the city of
Delhi.  Employer also provides free facility of electricity to him for which employer has incurred
`1,000 pm. Calculate whether or not Mr. J is a specified employee and his taxable salary for the
AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `3,000 x 12 `36,000
DA `500 x 12 `6,000
Uniform Allowance `100 – `80 (`20 x 12) `240
Medical Allowance `200 x 12 `2,400
Lunch and Tea Allowance `100 x 12 `1,200
RFA U/S 17(2) (i) `5,976
Electricity facility (Mr. J is not a specified employee) Nil
Taxable salary `51,816
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Calculation of Salary for RFA
Basic Salary `36,000
DA Nil
Uniform Allowance `240
Medical Allowance `2,400
Lunch & tea Allowance `1,200
Total `39,840
Taxable value of accommodation shall be 15% of `39,840 `5,976

Calculation to check whether or not Mr. J is a Specified employee
Basic Salary `36,000
DA `6,000
Uniform Allowance `240
Medical Allowance `2,400
Lunch Allowance `1,200
Total `45,840
Monetary taxable salary is less than `50,000 ,  he is not a specified employee

Valuation of Motor Car: Section 17(2)(iii) and Rule 3(2)
If the facility of the Car has been provided by the employer to the employee or to members of his /
her household, then the facility of car shall be taxable for the specified employee.  If the facility of
Car is taxable for the employee then its Perquisite Value shall be calculated as follows:

1. If the car is owned / hired by employer and is used by employee

1.1 Car is used only for the official purposes: Its Perquisite value shall be NIL provided
some specified documents have been maintained.

1.2 Car is used only for the private purposes: Its perquisite value shall be aggregate of
following:
 Actual running and maintaince charges
 Actual chauffer charges (driver’s salary)
 Wear and tear charges, which shall be 10% pa of the historical cost of car.
 Actual hire charges will be taken as the perquisite value in the case where car is   hired

by the employer.
1.3 Car is used partly for official and partly for personal purposes: Its PV value shall be

calculated as follows:
A) if the running and maintaince charges are met by employer then:

(i) If car’s engine capacity is of 1600 cc or less: `1,800 pm.
(ii) If car’s engine capacity is of more than 1600 cc : `2,400 pm.

B) if running and maintaince charges are met by employee then:
(i) If car’s engine capacity is of 1600 cc or less : `600 pm
(ii) If car’s engine capacity is of more than 1600 cc : `900 pm

2. If employee owns car and is used by employee himself and expenses are met by
employer or reimbursed by him

2.1 If the car is used only for the official purposes: Its perquisite value shall be NIL
provided some specified documents have been maintained.
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2.2 If the car is used for the private purposes: Its perquisite value shall be taxed under
Section 17(2)(iv) , i.e.,  it shall be fully taxable for both specified as well as non-specified
employees.

2.3 If the car is used partly  for official and partly for personal purposes: Its perquisite
value shall be calculated as follows:

Actual expenditure done by employer
LESS `1,800 pm OR `2,400 pm as the case may be depending upon cc of car
LESS `900 pm for chauffer , if provided along with the car.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
Chauffer If along with car, chauffer is also provided then `900 pm has to

be added in Perquisite Value of the car in all of the above
cases.

Power of
car

Power of car can be defined in terms of cubic capacity (cc) or
in terms of liters.  Therefore 1600 cc may be said as 1.6 liters
of engine capacity.

Meaning of
month

Month has to be reckoned in respect to the British calendar.
For this purpose month shall be understood in this manner:
15/5/2017 to 14/6/2017 or 19/8/2017 to 18/9/2017 or
2/10/2017 to 1/11/2017 and likewise.

Fraction of
month

For computing the perquisite value of a car the fraction of the
month shall be excluded.

Amount
recovered
by employer
from
employee

If an employee has paid any amount back to the employer
then it shall not be reduced from the perquisite value of car, if
the car has been used for partly official and partly personal
purposes.  But if the car has been used for the personal
purposes then the amount returned by employee to employer
shall be reduced to calculate the perquisite value.

Pool of cars If the employer has provided more than one car for partly
official and partly personal purposes then it will be a case of
pools of cars.  In such a case any one car will be taxed as per
the rules of partly official and partly personal use and
remaining car(s) will be taxed as per the rules of personal use.

Vehicle
other than
car

If employer has provided any other vehicle other than car then
its perquisite value shall be `900 pm

Pick and
drop facility

If employer has provided pick and drop facility then its
perquisite value shall be exempt from tax.

Specified
documents
means

A Logbook, which contains complete details of journey
undertaken for the official purpose, which may include date of
journey, destination, mileage and the amount of expenditure
incurred thereon.  The employer gives a certificate that the
expenditure was incurred wholly and exclusively for the official
purposes.

Members of
household
of employee

Personal purposes include the benefit to members of
household of employee.  Members of household mean
spouse, children, spouse(s) of children, parents, servants and
dependents
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Illustration 47: Mr. J is working with A ltd. drawing a consolidated salary of `45,000 pa. The
company provides Motor Car of 1.7 liters engine capacity. This car is used for both personal and
official use. However, Mr. J pays the petrol bills. Employer also provides Gas, Water and Electricity
facilities for which employer’s expenditure during the year amounts to `24,000. Calculate the value
of taxable perquisite.

Solution: Since his monetary salary is less than `50,000 pa and he is not a specified employee
and, therefore, perquisites of car and gas/electricity/water facilities shall not be taxable for him.

Illustration 48: Assume in the above Illustration 47, consolidated salary of Mr. J was `55,000,
calculate his taxable salary for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of taxable salary for the AY 2018-2019 i.e. PY 2017-2018
Salary 55,000
Facility of car 10,800
Facility of gas/electricity/water 24,000
Taxable salary 89,800

Illustration 49: Mr. J is working with XYZ Ltd. in Delhi. Mr. J receives `15,000 pm as Basic Salary
and `1,500 pm as DA (not forming part of retirement benefit). He has been provided with the
following perquisites:

a) Accommodation at Delhi.  Rent paid by Mr. J towards this accommodation is `1,000 pm
b) He has been provided with the services of cook and watchman. Company pays a salary of
`1,000 pm to each of them.

c) He has been provided two cars for official and personal use. All expenses are met by the
company. Additional information of cars is as under

Car 1
Exceeding 1.6 liters engine

Car 2
Below 1.6 liters engine

Cost of the car `7,50,000 `3,25,000
Running and maintenance `50,000 `20,000
Driver salary `30,000 --

Compute the taxable salary for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of taxable salary
Basic Salary `15,000 X 12 `1,80,000
DA `1,500 X 12 `18,000
Concessional accommodation u/s 17(2)(ii)
15% of `180000 - Rent paid by Mr. J

`27,000
`1,000 X 12 = `12,000 `15,000

Services of cook and watchmen u/s 17(2)(iii) `1,000 X 12 X 2 `24,000
Car u/s 17(2) (iii) Working notes `92,100
Taxable salary `3,29,100

Calculation for the Perquisite Value of Car : The following 2 assumptions have to be taken:
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A) Car 1 is used for POPP purposes and Car 2 is used for personal purposes
Car 1: POPP purposes (`2,400 + `900) X 12 `39,600
Car 2: Personal purposes

Running expenses `20,000
Driver’s salary NIL
Notional depreciation 10% of `3,25,000 `32,500 `52,500

TOTAL `92,100

B) Car 2 is used for POPP purposes and Car 1 is used for personal purposes
Car 2: POPP purposes `1,800 X 12 `21,600
Car 1:   Personal purposes

Running expenses `50,000
Driver’s salary `30,000
Notional depreciation 10% of `7,50,000 `75,000 `1,55,000

TOTAL `1,76,600

Lower is in case A), so the perquisite value shall be `92,100.

SWEEPER, GARDNER, WATCHMAN, PERSONAL ATTENDANT :
SECTION 17(2)(iii) AND RULE 3(3)
1) If servant is engaged by the employer and provided to employee as facility, then it shall be

taxable to specified employees only.
2) Perquisite value of Sweeper, Gardner, Watchman or Personal Attendant which have been

engaged by employer and provided to employee or member of his household shall be the
actual cost incurred by employer in respect of salary paid to them.

3) The amount of Perquisite value shall be reduced by the amount paid by the employee (if any)
to his employer and the balance amount is to be taxed in the hands of employee.

4) If servant is engaged by the employee and amount is paid or reimbursed to employee by the
employer then it shall be taxable to all employees.

5) If employer is owner of the RFA and employer has provided facility of Gardner along with RFA
to the employee, then perquisite value of gardener shall not be taxed for the employee, as per
circular no. 122 dated 19/10/1973.

6) Members of the household to include spouse, children, spouses of children, parents,
dependents and servants of employee.

GAS, ELECTRICITY OR  WATER FACILITY:  SECTION 17(2)(iii) AND
RULE 3(4)
1) Perquisite value of any facility of gas, electricity or water given to employee or any member of

his household shall be taxable for specified employees.
2) If employer provides Gas, Electricity or Water from own sources then the value of the perquisite

shall be the manufacturing cost per unit otherwise amount paid to the outside agency shall be
the perquisite value.

3) In both the cases the amount paid by the employee, if any, shall be reduced from perquisite
value and balance amount will be taxed.

4) However,   if employee is the owner of such facility and employer reimburses its expenses or
pays the amount on behalf of employee then it will be case of Section 17(2)(iv) and perquisite
value  will be taxed in hands of all employees.

5) Members of the household to include spouse, children, spouses of children, parents,
dependents and servants of employee.
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EDUCATION FACILITY: SECTION 17(2)(iii) AND RULE 3(5)
1) If educational facility is provided to an employee himself then PV is NIL.
2) Fees of family members of employee paid by employer directly to school shall be taxable for all

employees under section 17(2)(iv).
3) If employee incurs the education expenses for children and thereafter employer pays to

employee or reimburses that expenditure then it will be covered under Section 17(2)(iv) and,
therefore, will be taxed in hands of all employees.

4) Where education facility is provided by the employer to children of employee in the educational
institutes which are owned and maintained by the employer OR free education is provided in
any other educational institution, then the value of perquisite shall be fees charged by a similar
institution in a similar locality. However, exemption of `1,000 pm irrespective of no. of children
shall be provided.

5) Child includes step child or adopted child. ,Education facility to grandchildren shall be fully
taxable for the employee

6) Members of the household to include spouse, children, spouses of children, parents,
dependents and servants of employee.

7) CIT v M.N.Nadkarni [1986] 25 Taxman 9 (Bom) Bombay High Court decided
that scholarship given to the children of the employee is exempt from tax under Section 10(16).

8) Any amount recovered by the employer from the employee shall be reduced from the perquisite
value of the employee.

TRANSPORT FACILITY: SECTION 17(2)(iii) AND RULE 3(6)
1) If the transport facility is provided to the employee then it shall be taxable for the specified

employee.
2) For this purposes, perquisite value shall be the price at which the benefit is offered by the

employer to the general public.
3) Amount recovered by employer from employee shall be reduced from the PV.
4) However, any facility to employees working in railways or airlines shall be exempt from Tax.

Illustration 50: Mr. J is a pilot in Indian Airlines and is getting Basic Salary of `35,000 pm and
outstation Allowance of `5,000 pm  Employer has provided him with a rent free accommodation in
the city of Bombay and free use of Electricity for which employer pays `4,000 pm for the electricity
to local electricity supplying company. Employer has also provided Mr. J with the facility of a Cook,
Gardner and Watchman for which employer expenditure is `1,000 pm for each of them.  Employer
also reimburses gas expenses of `4,000 quarterly and medical expenses of `18,000 pa. Indian
Airlines has provided him three passes for travelling anywhere in India valuing `4,00,000.
Employer has provided education facility to each of his three children and employer has incurred
`2,500 pm for each of his three children.  Calculate his taxable salary.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `35,000 X 12 `4,20,000
Outstation Allowance
Less: Exempt is lower of:
(a) `10,000 pm
(b) 70% of amount received

`5,000 X 12 = `60,000

`1,20,000
`42,000 `42,000 `18,000

RFA U/S 17(2) (i) 15% of `4,38,000 `65,700
Electricity U/S 17 (2) (iii) `4,000 x 12 `48,000
Cook, watchman u/s 17(2) (iii) `1,000 X 12 X 2 `24,000
Facility of gardener exempt
Gas expenses reimbursed u/s 17(2) (iv) `4,000 x 4 `16,000
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Medical expenses reimbursed
Less : exempt under proviso of section 17(2)

`18,000
`15,000 `3,000

Free passes for traveling to anywhere in India Exempt
Education facility  u/s 17(2)(iii) `2,500 X 12 X 3
Less exempt  is `1,000 X 12 X 3

`90,000
`36,000 `54,000

Taxable salary `6,48,700

OBLIGATION OF THE EMPLOYEE PAID BY THE EMPLOYER: SECTION
17(2)(iv)
Any sum paid by the employer in respect of the monetary obligation of the employee which
otherwise would have been paid by the employee is the taxable perquisites in hands of all
employees.  Few examples are:
1) Gas, electricity, water bills paid or reimbursed by the employer.
2) Salary of the watchman paid or reimbursed by the employer.
3) Children education expenses paid or reimbursed by the employer.
4) Income Tax or the Professional Tax paid by the employer.
5) Expenses of car of employee paid by the employer., etc.

PAYMENT OF INSURANCE PREMIUM BY THE EMPLOYER : SECTION
17(2)(v)
If the employer has paid life insurance premium on behalf of the employees then it will be taxable
for the employee and further employee can claim deduction under Section 80C from GTI.

ISSUE OF SHARES AND SECURITIES UNDER ESOP : SECTION 17(2)(vi)
Any share and securities issued by employer to its employees free of cost or at concessional rate
shall be taxable for the employee. For this purpose perquisite value shall be calculated as follows:

a) For Listed equities: Perquisite Value of listed sweat equity Shares allotted or transferred free
of cost or at concessional rate shall be average of opening and closing price of shares listed on
stock exchange on date of exercise of option less any amount recovered from the employee.

b) For unlisted equities: Perquisite Value of unlisted sweat equity shares and other Security
allotted or transferred free of cost or at concessional rates shall be the fair market value as
determined by the Category-I Merchant Banker on the date of exercise of Option or any earlier
date, not being earlier than 180 days than the date of exercising,  less amount recovered from the
employee.

CONTRIBUTION OF EMPLOYER TO SUPERANNUATION FUND:
SECTION 17(2)(vii)
Contribution of the employer to superannuation fund in excess of `1.5 lakhs shall be taxable for the
employee.

VALUATION OF THE FRINGE BENEFITS: SECTION 17(2)(viii), RULE 3(7)

All fringe benefits provided by the employer to his employee are taxable to employees and
following are the rules for taxability.
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(A) Perquisite Value of any Interest-Free or Concessional Loans (Given to employee or any
member of his household)
1) If employer has provided any loan at the rate of interest which is less than the rates of SBI,

then the difference of interest amount will be chargeable to tax for employee.
2) Perquisite value of any interest- free or concessional loans shall be determined as per

interest rate charged per annum by SBI as on the 1st day of the FY and Interest shall be
calculated on the maximum outstanding monthly balance as on last day of each month.

NOTES
(1) Nothing shall be a taxable as Perquisite Value if -

a) Amount of original loans in aggregate does not exceed `20,000 or
b) Loan is provided for the treatment of specified diseases for employee or member of his
household.

(2) CBDT through Circular No.15 dated 12/12/2002 has clarified that housing or conveyance loan
means loan for the purchase of new house or car and not for the repairs of the house or car.

(B) Travelling, Touring, Accommodation and other Expense on Holiday:
1) If facilities are maintained by the employer and are available to all employees then actual

expenditure incurred by employer shall be taxable as perquisites. However, if employer has
recovered some amount from his employee then it shall be reduced and only balance shall
be taxable for employee.

2) If facilities are maintained by the employer, which are not available to all employees then
the taxable value of the perquisite shall be the value at which such facilities are offered by
other agencies to public.   However, if employer has recovered some amount from his
employee then it shall be reduced and only balance shall be taxable for employee.

3) If the official tour of employee is extended as a vacation, then the perquisite value shall be
taken only for the extended period.

4) If any member of household accompanies the employee on official tour, then the perquisite
value shall be expenditure incurred on such member of household.

(C) Free Meals, Tea and Snacks: Section 17(2)(viii)
1) If  snacks, tea and other non- Alcoholic beverages are provided in working hours

1. in remote area
2. in an offshore installation
3. within office premises
4. or at any other place
Then expenditure incurred by the employer shall be regarded as a perquisite value and it
shall be fully exempt from tax for employee.

2) If food / meal is provided in working hours
1. In remote area
2. In an offshore installation
Then expenditure incurred by the employer shall be regarded as a perquisite value and it
shall be fully exempt from tax for employee.

3) If food / meal are provided by the employer within office or at any other place through paid
vouchers which are non-transferable and usable at eating joints, then the perquisite value
shall be the actual expenditure incurred by the employer. However `50 per meal shall be
exempt from Income Tax.  Further if the employer has charged some amount from his
employee then it shall be reduced and only balance shall be taxable.
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4) Coffee or similar non-alcoholic beverages and snacks provided to employee during the
working hours shall be exempt from tax. Further, working hours include extended working
hours like working on overtime and working on holidays.

(D) Gift, Voucher or Gift Token: Section 17(2)(viii)
1) Any gift in cash or convertible into cash like gift cheques etc are always fully taxable

irrespective of the amount of gift.
2) The value of any gift, gift vouchers etc. received by employees or any member of his

household shall be exempt upto `5,000 pa. If amount is more than `5,000 then exemption
is upto `5,000 pa and amount more than that will be taxable.

(E) Credit Card Expenditure: Section 17(2)(viii)
1) If expenditure is wholly and exclusively for official purposes then it is not taxable, if

a. Complete details of such expenditure are maintained which may include the date,
nature and necessity of the expenditure.

b. Employer certifies that such expenditure was exclusively for official purposes.
c. In relation to entertainment expenses for official duties the details of expenses such as

the nature, purpose of entertainment, persons entertained and the business necessity,
are maintained.

2) If expenditure is wholly and exclusively for personal purposes or partly for personal / partly
for official purposes then the actual expenditure incurred by the employer shall be regarded
as a taxable perquisite value.

CBDT through Circular No.15 dated 12/12/2001 has clarified that if the employer has obtained
corporate membership of the club, the initial fees paid for acquiring such membership shall not be
taxable.

Comments
(1) The expenditure includes membership, annual or periodical fees charged on credit card which

is provided by the employer or reimbursed by the employer.
(2) Expenditure incurred by the employer on use of health club, sport and similar facilities provided

uniformly to all employees, shall not be taxable for the employees.
(3) Entertainment includes hospitality of any kind and also expenditure on business gifts other than

free samples of the employer’s own product with the aim of advertising to the general public.

(F) Club Expenditure: Section 17(2)(viii)
1) If expenditure is wholly and exclusively for official purposes: Nothing is taxable, if

a) Complete details of such expenditure are maintained which may include the date, nature
and necessity of the expenditure.

b) Employer certifies that such expenditure was exclusively for official purposes.
c) In relation to entertainment expenses for official duties the details of expenses such as the

nature, purpose of entertainment, persons entertained and the business necessity, are
maintained.

2) If expenditure is wholly and exclusively for personal purposes or partly for personal / partly for
official purposes then the actual expenditure incurred by the employer.

CBDT through Circular No.15 dated 12/12/2001 has clarified that if the employer has obtained
corporate membership of the club, the initial fees paid for acquiring such membership shall not be
taxable.
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NOTES
(1) The expenditure includes membership, annual fees or periodical fees charged on credit card

which is provided by the employer or reimbursed by the employer.
(2) Expenditure on use of health club, sport and similar facilities provided uniformly to all

employees by the employer at employer’s premises shall not be taxable.
(3) Entertainment includes hospitality of any kind and also expenditure on business gifts other than

free samples of the employer’s own product with the aim of advertising to the general public.

(G) Use of Moveable Assets : Section 17(2)(viii)
If employer has provided any movable asset (other than Motor Car) to employee or any other
member of his household for the use then its perquisite value shall be determined as under:

1) Computer or Laptop: If movable asset is Laptops or/and computers then its perquisite value
shall be nil.

2) All other assets: If movable asset is any asset other than computer or laptop then perquisite
value shall be
(a) 10% pa of the actual cost of asset, if the asset is owned by the employer.
(b) Actual hire charges if it has been taken on rent by the employer.

NOTE: If employee has paid some amount to the employer for the use of asset then such amount
shall be reduced from the perquisite value calculated as above.

(H) Transfer of Movable Assets : Section 17(2)(viii)
The perquisite value of any benefit to employee or any member of his household on the transfer of
movable asset shall be the difference between sale price of asset and book value of the asset.
Book value shall be actual cost of asset less the amount of depreciation for each completed year
during which the asset was put to use by the employer and it will be calculated as follows.   In other
words perquisite value shall be equal to:

Book value of asset
LESS Sale price of asset which has been sold by company to its employee.

This book value shall be calculated by reducing the depreciation at the rates given below.  This
depreciation shall be calculated for each completed year from the date of purchase.

1) In case of computers and electronic gadgets 50% on the basis of WDV
2) In case of motor cars 20% on the basis of WDV
3) In case of any other assets 10% on the basis of SLM

CBDT through Circular No.15 dated 12/12/2001 has clarified that Electronic Gadgets means the
data storage and handling devices like computers, digital diaries and laptops but does not include
household items.  Also the transfer of the assets which are 10 year or more old shall not be taxable
for the employee.

Illustration 51: Mr. J is working with ABC Ltd. and is getting Basic Salary of `20,000 pm, DA of
`2,000 pm 100% of this is for retirement benefit. Mr. J is given HRA of `7,500 pm and he pays rent
of `6,100 pm in Delhi. Employers also provide him with Telephone Allowance of `1,500 pm.
Newspaper Allowance of `200 pm. Employer provides him car, the expenditure of company has
been `5,000 pm and the car is used exclusively for the official purposes. Company also provides
him TV, refrigerator and furniture which together cost `1,00,000 to the company. Company has
also provided him with a laptop for his personal use.  The car was purchased by company for
`5,00,000 on 15/7/2015 and was sold to Mr. J on 15/12/2017 at `1,25,000. Laptop is also sold by
company to Mr. J. It was purchased on 10/7/2015 for `1,00,000 and was sold to Mr. J on
31/3/2018 for `40,000.  Calculate his taxable salary.
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Solution: Calculation of taxable salary of Mr. J
Basic Salary `20,000 x 12 `2,40,000
DA `24,000
HRA
Less: Exempt u/s 10(13A)

`7,500 x 12  = `90,000
`46,800 `43,200

Telephone Allowance `1,500 x 12 `18,000
Newspaper Allowance `200 x 12 `2,400
Car facility Exempt
Use of movable furniture U/S 17(2) (viii)=10% of cost 10% of `1,00,000 `10,000
Use of laptop exempt
Transfer of car u/s 17(2)(viii)
Book value
Less Sale price of car.

`3,20,000
`1,25,000 `1,95,000

Transfer of laptop u/s 17(2)(viii)
Book value
Less: Sale price of laptop

`25,000
`40,000 nil

TAXABLE SALARY `5,32,600

Calculation of exemption of HRA
(a) Actual amount received `90,000
(b) Rent paid less 10% of salary `73,200 – `26,400 `46,800
(c) 50% of salary `1,32,000
Salary shall be `2,40,000 + `24,000 = `2,64,000. 10 % of ` 2,64,000 is ` 26,400

Calculation of book value for company for car
15/7/2015 `5,00,000
Depreciation @ 20% `1,00,000
15/7/2016 `4,00,000
Depreciation @ 20% `8,0000
15/7/2017 `3,20,000

Calculation of book value for company for Laptop
10/7/2015 `1,00,000
Depreciation @ 50% `50,000
10/7/2016 `50,000
Depreciation @ 50% `25,000
10/7/2017 `25,000

ANY OTHER PERQUISITE: RULE 3(8)
Any other benefit or perquisite provided by the employer to the employee will be chargeable to tax
for the employee.  The perquisite value shall be the cost to the employer as reduced by the amount
recovered by the employer from his employee.  However, nothing shall be taxable for expenses on
telephone including mobile phone, newspaper and magazine facility actually incurred on behalf of
the employee by the employer.
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Illustration 52: Mr. J has been employed with ABC Ltd. on the monthly salary of `20,000.  He gets
DA of 25 % of his Basic Salary which is considered for the retirement benefits and commission of
1.5% of the turnover of `100 lakhs achieved by him. He is given HRA of `5,000 pm for the house in
Delhi for which he pays rent of `4,000 pm. He has been provided with following perquisites:
1) Rent-free flat provided in Delhi w.e.f 1/9/2017 and HRA was stopped.
2) The company gave him housing loan of `4,00,000 on 1/5/2017 @ 6%pa The loan was provided

for 15 years.  The entire Loan is outstanding as on 31/3/2018. (Rate of interest for loan from SBI
shall be taken it as 10%)

3) Mr. J owns mobile phone for which company reimburses him `36,000 pa
4) The company had purchased the car on 1/4/2014 for `5,00,000. This car was sold to Mr. J on

1/10/2017 for `2,00,000.
5) Company gave him birthday gift worth of `10,000 and a gift cheque of `2,000.
6) He was allowed to use video camera and laptop of company which were later on transferred by

company to Mr. J for `20,000 and `30,000 respectively.
7) Cost of the video camera is `25,000 and laptop is `1,00,000 which were purchased on 1/4/2016

and transferred on 1/3/2018.
Compute his salary income for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of taxable salary of Mr. J
Basic Salary `20,000 x 12 `2,40,000
DA 25% of basic salary `60.000
Commission on sales `100 lakhs X 1.5% `1,50,000
HRA
Less: Exempt u/s 10(13A)

`5,000 X 5 = `25,000
`1,250 `23,750

Rent free accommodation
15% of `4,50,000 / 12 X 7

39,375

Concessional loan `4,00,000 X 4% X 11 / 12 `14,667
Mobile phone expenses reimbursed exempt
Gift in kind `10,000 - `5,000 `5,000
Gift in cash `2,000
Use of video camera 10% of `25,000 X 11 / 12 `2,292
Use of laptop exempt
Transfer of motor car
Book value
Less Sale price of car.

`2,56,000
`2,00,000 `56,000

Transfer of laptop
Book value
Less: Sale price of laptop

`50,000
`30,000 `20,000

Transfer of Video Camera
Book value
Less: Sale price of Video Camera

`22,500
`20,000 `2,500

TAXABLE SALARY `6,15,584

Calculation of exemption of HRA
(a) Actual amount received `25,000
(b) Rent paid less 10% of salary `20,000 – `18,750 `1,250
(c) 50% of salary `93,750
Salary shall be `2,40,000 + `60,000 + `1,50,000 = `4,50,000 / 12 X 5 = `1,87,500
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Calculation of book value for company for car
1/4/2014 `5,00,000
Depreciation @ 20% WDV `1,00,000
1/4/2015 `4,00,000
Depreciation @ 20% WDV `8,0000
1/4/2016 `3,20,000
Depreciation @ 20% WDV `64,000
1/4/2017 `2,56,000

Calculation of book value for company for Laptop
1/4/2016 `1,00,000
Depreciation @ 50% WDV `50,000
1/4/2017 `50,000

Calculation of book value for company for video camera
1/4/2016 `25,000
Depreciation @ 10% SLM `2,500
1/4/2017 `22,500

Illustration 53: Mr. J works for ABC Ltd. on the salary of `25,000 pm and following benefits:
1) A company owned accommodation is provided to him in Delhi w.e.f 1/4/2016.
2) The company gave him a housing loan of `5,00,000 on 1/9/2016 on which it charges interest @

6% pa whereas rate of interest of SBI shall be taken as 10% pa
3) The company gave him a gift worth of `4,900 on the occasion of his marriage anniversary.
4) The company also pays `200 pm as Professional Tax on his behalf.
5) He had made purchases of `12,000 on his credit cards which were partly for official and partly

for personal purposes and the full amount is reimbursed by the company.
6) The company purchased the video camera on 1/5/2015 for `60,000 which he used to use.  The

company has sold this camera to him on 1/8/2016 for `30,000.
7) The company had purchased a car on 16/7/2013 for `2,50,000. This car is sold to Mr. J on

14/7/2016 for `80,000.
Calculate the salary income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `25,000 x 12 `3,00,000
Rent free accommodation 15% of `3,00,000 `45,000
Concessional loan `5,00,000 X 4% X 7 / 12 `11,667
Gift in kind Exempt
Professional tax paid by employer `200 X 12 `2,400
Credit card purchases `12,000
Use of video camera 10% of `60,000 X 4 / 12 `2,000
Transfer of video camera
Book value
Less Sale price of camera.

`54,000
`30,000 `24,000

Transfer of motor car
Book value
Less Sale price of car.

`1,60,000
`80,000 `80,000

TAXABLE SALARY `4,77,067
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Calculation of book value for company for video camera
1/5/2016 `60,000
Depreciation @ 10% `6,000
1/5/2017 `54,000

Calculation of book value for company for car
16/7/2015 `2,50,000
Depreciation @ 20% `50,000
16/7/2016 `2,00,000
Depreciation @ 20% `40,000
16/7/2017 `1,60,000

PAYMENT OF INCOME TAX ON NON-MONETARY PERQUISITES :
SECTION 10(10CC)
Generally any tax paid by employer on behalf of employee is treated as the income of employee
and is included in gross salary. But if the employer has paid income tax on the perquisite value of
non-monetary perquisite that have been provided to employee then such an amount of tax shall
not be included in the salary of employee as it is exempt from tax u/s 10(10CC).

Illustration 54: Mr. J is working with ABC Ltd. and getting salary of `40,000 pm. and a rent-free
accommodation in Delhi. His employer has committed to pay Income Tax on the perquisite value of
RFA. Calculate his taxable Salary.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `40,000 x 12 `4,80,000
Value of RFA u/s 17(2)(i) `4,80,000 X 15% `72,000
Income tax on the value of RFA = 23,587 X 72,000 / 5,52,000
Less: Exempt from tax u/s 10(10CC)

3,076
3,076 NIL

TAXABLE SALARY `5,52,000

Calculation of income tax liability for the AY 2018-2019 i.e. PY 2017-2018
Tax on the income of ` 5,52,000 22,900
Primary education cess @ 2% 458
Secondary and Higher education cess @ 1% 229
Total tax 23,587
Less: Tax paid by the employer u/s 10(10CC) 3,076
TAX LIABILITY ROUNDED OFF U/S 288B 20,510

DEFINITION OF PROFIT IN LIEU OF SALARY : SECTION 17(3)
Profits in lieu of salary include:
1) The amount of compensation received by the employee in connection:

(a) With the termination of the employment
(b) With the modification of the terms and conditions of employment.

2) Any payment due or received by employee from his employer under Key man Insurance
policy including any bonus on such policy: Section 10(10D)

3) Any sum due or received ,whether in lump sum or otherwise, by any person whether before
joining or after cessation of his employment.
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Illustration 55:
1) Mr. J is marketing director of Pepsi India Ltd. and retired from the company on 31/3/2018. Apart

from the other payments company gives him `25 lakhs under a contract that Mr. J will not join
Coca Cola Ltd. for the period of ten years. This `25 lakhs received by Mr. J is known as profit in
lieu of salary and shall be taxable under the head of Salary.

2) Mr. J Joins the service of ABC Ltd. Apart from his salary company gives him `25 lakhs under
the agreement that the he will not leave the company for five years. This amount of ` 25 lakhs
will be taxable as profit in lieu of salary.

3) Mr. J is an employee of XYZ Ltd. and he is head of North India Division. Company appointed
him as a head of North India for ten years. However, after four years he was transferred to
South India and company paid him cash of `3,00,000 as a compensation. This `3,00,000 will
be known as profit in lieu of salary and it will be taxable under head of Salary.

4) SONY TV has a hit program running on its channel called KBC.  Sony TV takes a Keyman
insurance policy on the life of Amitabh Bachan. On maturity of the policy company gives
compensation to Sony TV. This amount shall be taxable under the chapter of income from
business and profession for Sony TV. But if insurance company gives money to Amitabh
Bachan then it shall be taxable for Amitabh Bachan as profit in lieu of salary u/s 17(3) if
Amitabh bachan and Sony TV have employer –employee relationship. However, if they don’t
have employer – employee relationship then it will be taxable for Amitabh Bachan as Income
from other sources u/s 56.

SOME OTHER MISCELLANEOUS TOPICS
CONCEPT  OF TAX DEDUCTED AT SOURCE (TDS) : As per Section 192 every employer
has to do TDS on the salary of his employee if the payment of the salary is more than the basic
exemption limit and hand over only the net salary which is after TDS, to the employee.  While
calculating taxable income of employee salary before TDS has to be taken and not the net salary,
after TDS.

Illustration 56: Mr. J getting `7,50,000 pa for working with ABC Ltd. Company pays salary of
`6,85,625 , i.e., after deducting TDS of `64,375.  Now in this case while calculating the taxable
income of Mr. J we shall consider salary before TDS , i.e., `7,50,000.

CONCEPT OF TAX FREE SALARY: Sometimes employer pays tax on the salary income of
his employee. In such a case the amount of tax paid by the employer shall be added in salary of
the employee while calculating the taxable income of employee.

Illustration 57: Mr. J getting `7,50,000 pa for working with ABC Ltd. Company pays  income tax of
Mr. J of `64,375. Now in this case while calculating the taxable income of Mr. J we shall consider
salary income as `8,14,375 and not `7,50,000.

ADVANCE SALARY: If salary paid in advance is taxed on receipt basis, then it shall not be
taxed when it is actually becomes due.

Illustration 58: Mr. J is working in ABC Ltd. getting salary income of `20,000 pm. In March 2018
he has received salary income for April 2018 apart from salary income of March 2018. Now for the
AY 2018-2019 i.e. PY 2017-2018 this total salary income taxable shall be `2,60,000 including the
advance salary of the month of April 2018. Further his taxable salary income shall be `2,20,000 for
the AY 2018-2019 i.e. PY 2017-2018.
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ADVANCE SALARY & ADVANCE AGAINST SALARY: Advance Salary means that
employee has received salary well in advance before it has accrued.  Advance against salary
means that employee has taken a loan against the security of salary which he will receive in future.
Now in future he will receive salary which shall be reduced by the amount of loan repaid by him.  In
this case full amount of salary shall be taxable since deduction of amount of loan will be
considered as application of his income.

Illustration 59: Mr. J is working with ABC Ltd. getting `20,000 pm as salary. He receives the
bonus of `5,000 in October 2017 and various Allowances of `5,000 pm. In the month of March
2018 he requests his employer to pay his salary of April & May 2018 for medical treatment of his
wife. Compute his gross salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Gross salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`20,000 x 12) `2,40,000
Bonus `5,000
Allowance (`5,000 x 12) `60,000
Advance Salary for April and May 2017 (`20,000 x 2) `40,000
Gross Salary `3,45,000

Illustration 60: Mr. J is an employee of a private limited company getting salary of `15,000 pm. On
1/3/2018, he took a loan of `5,00,000 for purchase of a car. Employer will deduct `3,000 pm out of
his salary to recover this loan. Calculate gross salary of Mr. J for AY 2018-2019 i.e. PY 2017-2018.

Solution:   Calculation of gross salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.
Basic Salary   (`15,000 x 12) `1,80,000
Car loan (advance against salary) Not taxable
Gross Salary `1,80,000

ARREAR OF SALARY: When the salary income is increased from the back date and the amount
of such increased salary is received in the current period then such amount is called arrear of
salary.  An arrear of salary is taxable on the payment basis and not on the due basis.

Illustration 61: Mr. J is working in ABC Ltd. getting salary income of `20,000 pm.  On 1/4/2017
company increases his salary from `20,000 pm to `22,000 pm with effect from 1/1/2017.  Now his
salary income for the AY 2018-2019 i.e. PY 2017-2018 shall be `2,64,000 (`22000 X 12).  Further
the amount of `2,000 pm each for the months of January 2017, February 2017 and March 2017
shall be received in AY 2018-2019 i.e. PY 2017-2018. This total amount of `6,000 shall be
regarded as arrear of salary and shall be taxable in the AY 2018-2019 i.e. PY 2017-2018. So total
salary income taxable in the AY 2018-2019 i.e. PY 2017-2018 shall be `2,70,000.

Illustration 62: Mr. J is working with PQR Ltd. getting basic of `10,000 pm. Company increases
his salary from `10,000 pm to `15,000 pm on 1/4/2017. This increase is done w.e.f 1/1/2017.
Calculate his gross salary.

Solution: Calculation of Gross Salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.
Basic Salary `15,000 x 12 `1,80,000
Add: Arrear of salary `5,000 x 3 `15,000
Gross Salary `1,95,000
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TAX-RELIEF IN CASE OF ARREARS OF SALARY OR IN ADVANCE
SALARY: SECTION  89(1) RULE 21A

Where the salary is received in arrear or in advance and his income gets assessed at a rate higher
than what it would have been otherwise assessed then the relief shall be granted by the assessing
officer which shall be as under:

Step1 Calculate tax payable of the P/Y in which the arrears/advance salary is received on:
(a) Total income inclusive of additional salary
(b) Total income exclusive of additional salary

The difference between (a) and (b) is the tax on additional salary included in the total income.

Step 2 Calculate the tax payable of every P/Y to which the additional salary relates:
(a) On total income including additional salary of that particular P/Y
(b) On total income excluding additional salary

Calculate the difference between (a) and (b) for every P/Y to which the additional salary relates
and add the same.

Step 3 The excess between the tax on additional salary as calculated under Step 1 and  Step 2
shall be the relief admissible u/s 89(1).

If there is no excess no relief is admissible.  If the tax calculated in Step 1 is less than tax
calculated in Step 2 the assessee need not apply for relief.

Illustration 63: Mr. Ashok Kumar, an employee of a PSU furnishes the following particulars for the
year ending 31/3/2017: JUNE 2009 - 7 MARKS
(i) Salary Income for the year `5,25,000
(ii) Salary for Previous Year 2006-2007 received during the year `40,000
(iii) Assessed Income for the Previous Year 2006-2007 `1,40,000
Compute relief u/s 89 for the AY 2018-2019 i.e. PY 2017-2018. Income tax rates for the PY 2006-
2007 i.e. AY 2007-2008 are:

On first `1,00,000 Nil
On `1,00,000 – `1,50,000 10
On `1,50,000 – `2,50,000 20
Above `2,50,000 30
Education cess 2%
Rebate u/s 87A was not available in PY 2006-2007

Solution: Calculation of relief under Section 89 for the AY 2018-2019 i.e. PY 2017-2018
Taxable income and tax
Liability on "receipt" basis

Taxable income and tax
Liability on "accrual" basis

AY 2018-2019 AY 2007-2008 AY 2018-2019 AY 2007-2008
Salary computed `5,25,000 `1,40,000 `5,25,000 `1,40,000
Arrears of salary `40,000 Nil Nil `40,000
Total income `5,65,000 `1,40,000 `5,25,000 `1,80,000
Tax on total income `25,500 `4,000 `17,500 `11,000
Add : Education cess 2% `510 `80 `350 `220
Add : Education cess 1% `255 Nil `175 Nil
Tax liability `26,265 `4,080 `18,025 `11,220
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Aggregate of tax liability of the two years on receipt basis `30,345
Aggregate of tax liability of the two years on accrual basis `29,245
Tax relief under section 89 for the AY 2018-2019 i.e. PY 2017-2018
( i.e., `30,345 – `29,245) `1,100
Tax payable for the AY 2018-2019 i.e. PY 2017-2018
(i.e., `26,265 – `1,100) `25,165
Tax payable rounded off under section 288B `25,170

ACCRUAL OF SALARY INCOME: SECTION 9
1) Salary is always deemed to accrue or arise at the place where the services have been rendered.

This means that if services have been rendered in India for which salary is received or
receivable outside India then it shall be taxable in India as it is accrued in India u/s 9(1)(ii).

2) However Section 9(1)(iii) gives an exception to above understanding. If an employee of the
Central/State Government has rendered the services outside India then his salary will be
deemed to accrue or arise in India and therefore taxable in India.  However, this is relevant only
for the salary, Provident Fund and interest on the Provident Fund. This is not relevant for
Allowances and perquisites since they are exempt from tax under Section 10(7).

FOREGOING OF SALARY
Section 15 charges salary to tax on due basis even if it is not received. Therefore, the salary
foregone is taxable in the hands of the employee.  Once the salary gets accrued it shall be taxable
for employee even if such salary has been waived off by the employee for whatsoever reason.   If
employee donates his salary or uses for any purpose then it is a case of application of income.
The amount forgone shall always be taxable in the hands of employee.

SURRENDER OF SALARY
According to Section 2 of Voluntary Surrender of Salaries (Exemption from Taxation) Act 1961
salary surrendered will not be included in computing the income provided salary is surrendered to
the Central Government whether employee is in public sector or private sector or is a Government
employee.

SALARY FROM MORE THAN ONE EMPLOYER
If salary is received from more than one employer in the same previous year then the aggregate of
salary from all employers is to be taxed under the head of salary.

Illustration 64: Mr. J is working as part time accountant with ABC Ltd. as well as PQR Ltd. Now
the remuneration received from both companies shall be added together to calculate taxable salary
for the AY 2018-2019 i.e. PY 2017-2018.

EXEMPTION TO FOREIGN NATIONAL: SECTION 10(6)
In case of the foreign nationals the following shall be exempt.
1) The remuneration received by him as an official of any Embassy or High Commission.
2) The remuneration received by him as an employee of a foreign enterprise if following are

satisfied:
(a) Such foreign enterprise is not engaged in any of the trade or business in India
(b) His stay in India does not exceed 90 days in the PY.

3) If a person is employed on a foreign ship and his stay does not exceed 90 days in India.
4) Any remuneration received by him as an employee of the foreign government  during his stay in

India in connection with the training in any of the undertakings owned by the government.
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MEANING OF GOVERNMENT EMPLOEE IN DIFFERENT SECTIONS
Section Topic Meaning

16(ii) Entertainment Allowance CG/SG
10(10) Gratuity CG/SG/LA
10(10A) Committed pension CG/SG/LA/SC
10(10AA) Leave salary CG/SG
17(2)(i) & (ii) RFA CG/SG

DISTINGUISH BETWEEN ‘MEMBER OF HOUSEHOLD’ AND ‘FAMILY’
Members of household mean spouse, children, spouse of children, parents, servants and all other
dependents.
Family to include spouse, children dependent parents dependent brothers and dependent sisters.

MEANING OF SALARY IN DIFFERENT SECTIONS
Section Topic Meaning

16(ii) Entertainment Allowance Basic Salary
10(10) Gratuity (covered) BS+DA
10(10) Gratuity (uncovered) BS

+ DA(forming part of Retirement benefits)
+ Commission on % basis of sales.

10(10AA) Leave salary Do
10(12) RPF Do
10(13A) HRA Do
17(2)(i)
17(2)(ii)

RFA
Concessional
accommodation

BS
+DA(forming part of Retirement benefits)
+ all types of commission
+ Bonus
+  Monetary payment which are not perquisites

10(10B) Retrenchment
compensation

BS
+ DA(forming part of Retirement benefits)
+ Commission on % basis of sales.

10(10C) VRS Do

SOLVED QUESTIONS
Illustration 65: Mr. J a resident individual gets retired from XYZ Ltd. w.e.f. 1/2/2018, after 20 years
and 9 months of service.  He joined ABC Co. Ltd. on the same day i.e. 1/2/2018 and remained in
service till 31/3/2018. He furnished the following information:

Salary and Allowance from 1/4/2017 to 31/1/2018 from XYZ Co. Ltd.
Basic Salary `10,000 pm
Dearness Allowance `1,500 pm
Commission calculated @ 4% on turnover of `1,00,000 achieved by Mr. J `4,000
Gratuity received (not covered by the Payment of Gratuity Act. 1972) `1,25,000
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Salary and Allowance from 1/2/2018 to 31/3/2018 from ABC Co. Ltd.
Basic Salary `7,000 pm
Entertainment Allowance `1,000 pm
Fixed medical Allowance `500 pm
House rent Allowance (Mr. J resides in his own house throughout the year) `600 pm
Leave salary received (During the service) `5,000

It is further informed that Mr. J paid a premium of `12,000 on the policy of `5,00,000 on life of his
minor child. Contribution to an approved superannuation fund and the Jeevan Dhara Scheme of
the LIC covered u/s 80C amounted to `8,000 and `5,000 respectively. He has invested `25,000 in
fixed deposit of State Bank of India for a period of 7 years. Compute Mr. J’s total income for AY
2018-2019 i.e. PY 2017-2018.

Solution: Computation of total Income of Mr. J
Salary From XYZ Co. Ltd.

Basic Salary (`10,000 X 10) `1,00,000
Dearness Allowance (`1,500 X 10) `15,000
Commission `1,00,000 X 4% `4,000
Gratuity
Less: Exempt is least of
1) Actual amount of ` 1,25,000
2) Maximum limit of ` 10,00,000
3) 1 / 2 X `10,400 X 20 = ` 1,04,000

`1,25,000
`1,04,000 `21,000

Salary From ABC Co. Ltd.
Basic Salary (`7,000 X 2) `14,000
Entertainment Allowance (`1,000 X 2) `2,000
Medical Allowance (`500 X 2) `1,000
House Rent Allowance (`600 X 2) `12,00
Leave Salary `5,000
Gross Salary `1,63,200
Income under the head Salary `1,63,200
Gross Total Income `1,63,200
Less: Deduction u/s 80C

Insurance premium on life of minor child
Approved Superannuation Fund
Jeevan Dhaara Scheme
Fixed deposit

`12,000
`8,000
`5,000
`25,000 `50,000

Total Income `1,13,200

Illustration 66: Mr. J is the manager of a private company at Delhi since 1/3/2016. He is in the
grade of `15,000 - `1,000 - `30,000, plus a Dearness Allowance @ 10% of his Basic Salary, half of
which enters into retirement benefits. He has contributed 14% of his salary in RPF account. His
employer contributes an equal amount. During the previous year he took a loan of `1,00,000 from
his Provident Fund for his daughter’s marriage out of which he repaid `20,000 during the year by
way of deduction from his salary. He has been provided with rent-free house for which the
company pays rent of `90,000 pa.  He is getting Transport Allowance of `4,800 pm. He is also
getting fixed medical Allowance of `3,500pm and Tiffin Allowance of `2,500pm. His club bills of
`25,000 were also paid by the company. Facility of club was used for the official purposes. He
received `16,000 by way of encashment of leave on 31/3/2018. He has been provided with the
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facility of a gardener and a cook who are paid each `2,000 pm by the employer. He is also
provided with a laptop costing `1,00,000 for personal use. Two children of Mr. J are studying in the
school run by the employer for which no fees are paid. Expenditure per student in the similar
school is `2,500 per month.  His salary falls due on the first day of the next month. He paid LIC
premium on the life of his major son `15,000. He has invested `1,00,000 in fixed deposit with
Punjab National Bank for a period of three years. Compute his total income for the AY 2018-2019
i.e. PY 2017-2018.

Solution: Computation of total Income of Mr. J
Basic Salary `16,000 X 12 `1,92,000
Dearness Allowance 10% of `1,92,000 `19,200
Employer’s contribution in RPF in excess of 12% of Salary `2,01,600 X 2% `4,032
Rent Free Accommodation: Lower of

(a) rent paid by employer
(b) 15% of salary = `3,28,000 X 15%

(`1,92,000 + `9,600 + `38,400 + `42,000 + `30,000 +
`16,000)

`90,000
`49,200 `49,200

Transport Allowance
Less: Exempt

`4,800 X 12 = `57,600
`1.,600 X 12 = `19,200 `38,400

Medical Allowance `3,500 X 12 `42,000
Tiffin Allowance `2,500 X 12 `30,000
Club Bills Nil
Leave Salary `16,000
Gardener {Sec 17(2)(iii) Rule 3(3)} `24,000
Cook {Sec 17(2)(iii) Rule 3(3)} `2,000 X 12 `24,000
Laptop Nil
Education Facility {Sec 17(2)(iii) Rule 3(5)} `1,500 X 2 X 12 `36,000
Income under the head Salary `4,74,832
Gross Total Income `4,74,832
Less: Deductions u/s 80C: LIC Premium
Employee’s contribution in RPF

`15,000
`28,224 `43,224

TOTAL INCOME (ROUNDED OFF U/S 288A) `4,31,610

Illustration 67: From the following particulars furnished by Mr. J for the year ended 31/3/2018 you
are requested to compute his total income for the AY 2018-2019 i.e. PY 2017-2018.
1) Mr. J retired on 31/12/2017 at the age of 60, after putting in 25 years and 9 months of service,

from a private company at Mumbai.
2) He was paid a salary of ` 30,000 pm and House Rent Allowance of ` 7,000 pm.  He paid rent

of ` 6,500 pm during his tenure of service.
3) On retirement, he was paid a Gratuity of `3,93,750. He was not covered by the payment of

Gratuity Act. His average salary in this regard may be taken as `29,500. Mr. J has not received
any other Gratuity at any point of time earlier, other than this Gratuity.

4) He had accumulated leave of 15 days per annum during the period of his services; this was
encashed by Mr. J at the time of his retirement.  A sum of ` 3,20,000 was received by him in
this regard.  His average salary may be taken as ` 29,500.

5) Mr. J has invested ` 22,500 in Recognized Provident Fund, ` 55,000 in Public Provident Fund
and ` 79,500 in National Saving Certificates IX issue.
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Solution: Computation of total Income of Mr. J
Basic Salary `30,000 X 9 `2,70,000
House Rent Allowance `31,500
Gratuity `25,000
Leave Salary `25,000
Income under the head Salary `3,51,500
Gross Total income `3,51,500
Less: Deduction u/s 80C
Recognized Provident Fund
Public Provident Fund
National Saving Certificates

`22,500
`4,5000
`79,500 `1,50,000

TOTAL INCOME `2,01,500

HRA exempt is least of Least of the following:
1. Actual amount of ` 63,000
2. Rent paid less 10% of Salary i.e. ` 58,500 – ` 27,000 = ` 31,500
3. 50% of Salary ` 1,35,000

Gratuity exempt is least of the following:
1. Actual amount of ` 3,93,750
2. Maximum limit of ` 10,00,000
3. 15/30 X average salary X completed years of job

15/30 X `29,500 X 25 ` 3,68,750

Leave salary exempt is least of the following
1. Actual amount of ` 3,20,000
2. Maximum limit of ` 3,00,000
3. 10 months average salary 29,500 X 10 ` 2,95,000
4. Average salary /30 X Number of unavailed leave = `29,500/30  X 375 ` 3,68,750

Illustration 68: Mr. J is a manager of a private company at Delhi.  He has furnished the following
details of his income for the year ended 31/3/2018:
1) Basic Salary `16,000 pm
2) Dearness Allowance `1,000 pm (40% forms part of salary for the retirement benefits).
3) Commission on sale at the rate of 4% (Sales during the year were `4,00,000).
4) Entertainment Allowance `500 pm
5) Travelling Allowance `1,000 pm spent fully in the performance of official duties.
6) He has taken a loan of `15,000 from the employer for purchasing a motor cycle.
7) The company paid his telephone bills of `10,000 for the telephone installed at his residence.
8) The company contributes 13% of his salary to RPF a similar amount is contributed by Mr. J
9) Interest credited to Provident Fund during the year at rate of 9.5% per annum was `24,000.
10) He has invested `30,000 in fixed deposit of Bank for a period of 7 years.

Compute the total income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of total Income of Mr. J
Basic Salary `16,000 X 12 `1,92,000
Dearness Allowance `1,000 X 12 `12,000
Commission 4% of `4,00,000 `16,000
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Entertainment Allowance `500 X 12 `6,000
Travelling Allowance Nil
Loan from Employer { Sec 17(2)(viii) Rule 3(7)(i)} Nil
Telephone Facility Nil
Employer’s contribution in RPF in excess of 12% of Salary (1% of `2,12,800) `2,128
Income under the head Salary `2,28,128
Gross Total Income `2,28,128
Less: Deduction u/s 80C
Contribution in RPF
Fixed deposit

`27,664
`30,000 `57,664

TOTAL INCOME (ROUNDED OFF U/S 288A) `1,70,460

Illustration 69: Mrs. J is employed with ABC Ltd. on a monthly salary of `15,000. She has been
provided with the following perquisite:
1) Rent-free accommodation at Delhi with rent paid by the company `60,000.
2) A mobile phone and a fixed line telephone at her residence. The bills reimbursed by the

company during the previous year amounted to `25,000.
3) On the evening of Silver Jubilee Celebrations of the company she got a gift worth `12,000 from

the company.
4) She was allowed to use the Video Camera and Laptop belonging to company. The company

has purchased these assets for `75,000 and `1,50,000 respectively on 1/4/2016 and the
employee has used it throughout the year.

5) She was given a chauffeur driven car (1.9 liters) for private and official use. All expenses of
running and maintenance including driver’s salary were paid by the company.

6) She also drew the following Allowances:
DA (50% forms the part of Basic Salary for retirement benefits) `5,600 pm
Education Allowance for 2 children `300 pm per child
Transport Allowance `1,800 pm

7) During the year she got reimbursement from the company `20,000 spent on the medical
treatment of her husband at a private nursing home.

8) She made the following payments and contributions:
a) Life insurance premium paid `6,000 each against a policy taken on the life of her husband

and her married daughter.(sum assured `1,00,000 each)
b) Contributed `2,500pm to RPF, employer has contributed an equal sum.
c) She has invested `10,000 in fixed deposit with bank for a period of 7 years.

You are required to compute her total income for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of total income of Mrs. J
Basic Salary `15,000 X 12 `1,80,000
Dearness Allowance `5,600 X 12 `67,200
Education Allowance `4,800
Transport Allowance (`1,800 – `1,600) X 12 `2,400
Rent free Accommodation--- PV is lower of:
(a) rent paid by the employer
(b) 15% of salary

`60,000
15% of `2,20,800 `33,120

Mobile phone and fixed line telephone Exempt
Gifts
Less: Exempt under Section 17(2)(viii)

`12,000
`5,000 `7,000

Use of video Camera { Sec 17(2)(viii) Rule 3(7)(vii)} `7,500
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Use of laptop section 17(2)(viii) exempt
Motor Car under Section 17(2) (iii)
Add: driver

`2,400 x 12
`900 x 12 `39,600

Reimbursement of medical treatment `20,000 – `15,000 `5,000
Employer’s contribution in RPF in excess of 12% of Salary `30,000 – `25,632 `4,368
Income under the head salary `3,50,988
Gross Total Income `3,50,988
Less: Deduction u/s 80C
Life insurance premium
Contribution in recognized Provident Fund
Fixed deposit

`12,000
`30,000
`10,000 `52,000

Total Income (rounded off u/s 288A) `2,98,990

Illustration 70: For the AY 2018-2019 i.e. PY 2017-2018, Mr. J submits the following information:
Basic Salary `2,40,000; Dearness Allowance: `80,000 (46% of which is part of salary for retirement
benefits); Commission: `6,000 (1% of `6,00,000 being turnover achieved by him) and children
education Allowance for his 2 children: `7,200. The employer contributes `40,000 towards
Provident Fund to which a matching contribution is made by Mr. J. Interest credited in the
Provident Fund account on 15/3/2018 @ 18% comes of `27,000.  Find out the total income of Mr. J
for the AY 2018-2019 i.e. PY 2017-2018 if the Provident Fund is
(a) Statutory Provident Fund
(b) Recognized Provident Fund.
(c) Unrecognized Provident Fund.

Solution: Computation of Net Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
SPF RPF URPF

Basic Salary `2,40,000 `2,40,000 `2,40,000
Dearness Allowance `80,000 `80,000 `80,000
Commission on turnover `6,000 `6,000 `6,000
Education Allowance [` 7,200 – 100 x 2 x 12] `4,800 `4,800 `4,800
Employer's contribution to RPF
[`40,000 – 12% of (`2,40,000 + 46% of `80,000 + `6,000)]

Exempt `6,064 Exempt

Interest credited to RPF (, i.e., `27,000 x 8.5/18) Exempt `12,750 Exempt
TAXABLE SALARY/GROSS TOTAL INCOME `3,30,800 `3,49,614 `3,30,800
Less: Deduction under Section 80C `40,000 `40,000 NIL
TAXABLE INCOME (ROUNDED OFF U/S 288A) `2,90,800 `3,09,610 `3,30,800

Illustration 71: Mr. J is the Manager in X Ltd., Darjeeling (population `8 lakhs). He gets Basic
Salary @ `15,000 pm, Dearness Allowance @ `1,000 pm (50% for retirement benefits) and
Entertainment Allowance @ `500 pm.  He has been provided with a rent- free house by the
Company. The employer has also given him the amenity of gardener who is paid `250 pm by the
employer. The bills of `2,000 pm relating to the education of his children were reimbursed by the
company. He and the company both contribute 14% of Basic Salary and half the Dearness
Allowance towards RPF. During the AY 2018-2019 i.e. PY 2017-2018 interest credited to his
Provident Fund account @ 12.5% amounted to `12,500. During the year he surrendered `5000 of
his Basic Salary for being paid to Central Government.  Compute the taxable income from salaries
of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 assuming that he has paid `2,500 as tax on
employment.
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Solution: Computation of Taxable Salary of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`1,80,000 – `5,000, being salary surrendered) `1,75,000
Dearness Allowance `12,000
Entertainment Allowance `6,000
Value of rent-free accommodation 7.5% of (`1,75,000 + `6,000 + `6,000) `14,025
Value of gardener facility Exempt
Payment of children's education bills `24,000
Employer's contribution to Recognized Provident Fund in excess of 12%
(2% of `1,80,000 + `6,000)

`3,720

Interest credited to Recognized Provident Fund in excess of 9.5% [`12,500 x 3 / 12.5] `3,000
Gross salary `2,37,745
Less : Profession tax under section 16(iii) `2,500
TAXABLE SALARY `2,35,245

Illustration 72: Mr. J is employed with S Ltd. on a salary of `25,000 per month. The company
provides him with the following benefits:
1) A company owned accommodation at Delhi.
2) A housing loan of `5,00,000 on 1/7/2017 on which it charges interest @ 6% pa. The entire loan

is still outstanding. The rate of SBI is 8% pa
3) The company gave him a watch worth `5,900 as gift on his 29th birthday on 21/10/2017
4) He made purchases of `12,000 on his credits card. This amount, along with the annual fee of
`2,000 was paid by the company.

5) He is allowed to use camera belonging to the company. The company had purchased this
camera for `60,000 on 1/5/2014. This was sold to him on 1/8/2017 for `30,000.

6) The company had purchased a car on 16/7/2014 for `2,50,000. This car was sold to Mr. J on
10/7/2017 for `80,000.

7) The Company pays bills of `24,000 for the telephone installed at the residence of Mr. J.
Compute the gross salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 [CS Dec.2003]

Solution: Computation of taxable Salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary @ `25,000 pm `3,00,000
Rent free accommodation (15% of salary) `45,000
Concessional housing loan [`5,00,000 x 2% x 9/12] `7,500
Gift (`5,900 less ` 5,000) `900
Credit Card expenses and credit card fees `14,000
Telephone Bills Exempt
Use of Video camera [`60,000 x 10% x 4/12] `2,000
Sale of video camera [`60,000 – `18,000 – `30,000] `12,000
Sale of car [`2,50,000 – `50,000 – `40,000 - `80,000] `80,000
GROSS SALARY `4,61,400

Illustration 73: Mr. J who is neither a director nor does he have substantial interest in any
company, is offered an employment by F Ltd., Mumbai with following alternatives:

Alt I (`) Alt II (`)
Basic Salary 66,000 66,000
Bonus 9,000 9,000
Education Allowance for 2 children
Education facility for 2 children in a school maintained by employer

30,200
30,200
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Sweeper Allowance
Sweeper facility

10,000
10,000

Entertainment Allowance
Club facility for personal use

6,000
6,000

Transport Allowance for personal use
Free car (1200 cc) facility for personal as well as official use (car owned by
the employer)

12,000
12,000

Medical Allowance
Medical facility for Mr. J and his family members in a hospital maintained
by employer

18,000
18,000

Allowance for gas, electricity and water supply
Free gas, electricity and water supply (bills will be in the name of the
employer)

4,500
4,500

Holiday Allowance
Holiday home facility for personal use

8,000
8,000

Lunch Allowance
Free lunch (200 meals)

18,000
18,000

Diwali gift Allowance
Gift on Diwali in cash

7,500
7,500

A rent-free unfurnished home – lease rent 14,000 14,000
Which of the two alternatives Mr. J should opt for on the assumption that both employer and
employee will contribute 10% of salary towards Unrecognized Provident Fund.  Interest-free loan
for `20,000 will be given to him for purchasing household items. [CS June 2005]

Solution: Salary of Mr. J under two Alternatives for the AY 2018-2019 i.e. PY 2017-2018
Alt I (`) Alt. II (`)

Basic Salary 66,000 66,000
Bonus 9,000 9,000
Education Allowance for 2 children [30,200 – 100 x 12 x 2]
Education facility for 2 children in a school maintained by employer
(30,200 - 1,000 X 12 X 2)

27,800
6,200

Sweeper Allowance/Sweeper facility 10,000 10,000
Entertainment Allowance /Club facility 6,000 6,000
Transport Allowance for personal use (12,000 – 12,000)
Free car (1,200 cc) facility for personal use (car owned by the employer)

NIL
21,600

Medical Allowance
Medical facility for Mr. J and his family members in a hospital maintained
by employer

18,000 Exempt

Allowance for gas, electricity and water supply
Free gas, electricity and water supply (bills will be in the name of the
employer)

4,500
4,500

Holiday home Allowance
Holiday home facility

8,000
8,000

Lunch Allowance
Free lunch (200 X 40)

18,000
8,000

Diwali gift Allowance
Gift on Diwali

7,500
7,500

Rent-free unfurnished home [lower of 15% of salary or lease rent paid] 14,000 11,250
Contribution of the employer to URFP exempt exempt
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Interest free loan Exempt exempt
TAXABLE SALARY 1,88,800 1,58,050

Illustration 74: Mr. J is a pilot in Indian Airlines and is getting Basic Salary of `35,000 pm and
Outstation Allowance of `5,000 pm. Employer has provided him with a rent-free accommodation in
the city of Bombay and free use of electricity for which employer pays `4,000 pm for the electricity
to local electricity supplying company. Employer has also provided Mr. J with the facility of a cook,
servant and watchman for which employer expenditure is `1,000 pm. for each of them and Mr. J
pays `300 pm each for this facility back to the company. Employer also reimburses gas expenses
of `4,000 quarterly and medical expenses of `18,000pa. Indian Airline has provided him with pick
and drop facility for which its expenses are `3,800 pm. Indian Airline has provided him four passes
for travelling anywhere in India valuing `1,00,000. Employer has provided education facility to each
of his three children and company has incurred `2,500 pm for each of his three children. On the
occasion of his birthday employer had gifted him a watch worth `11,000. Calculate his taxable
salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of taxable salary of Mr. J
Basic Salary `35,000 X 12 `4,20,000
Outstation Allowance
Less: Exempt is lower of:
(a) `10,000 pm
(b) 70% of amount received

`5,000 X 12 = `60,000

`72,000
`42,000 `42,000 `18,000

RFA u/s 17(2) (i) 15% of `4,38,000 `65,700
Electricity u/s 17 (2) (iii) `4,000 X 12 `48,000
Cook, watchman, servant u/s 17(2) (iii)
Less: Amount paid back by Mr. J

`1,000 X 12 X 3 = `36,000
`300 X 12 X 3 = `10,800 `25,200

Gas expenses reimbursed u/s 17(2) (iv) `4,000 x 4 `16,000
Medical expenses reimbursed
Less : exempt under proviso of section 17(2)

`18,000
`15,000 `3,000

Free passes for travelling to anywhere in India Exempt
Pick and drop facility Exempt
Education facility  u/s 17(2)(iii) `2,500 X 12 X 3
Less exempt  is `1,000 X 12 X 3

`90,000
`36,000 `54,000

Gift of watch
Less: Exempt from tax

`11,000
`5,000 `6,000

TAXABLE SALARY `6,55,900

Illustration 75: Mr. J is employed General Manager (Finance), in the sole proprietary business of
Mr. X on a monthly salary of `26,000.   He has been provided with the following perquisites:
1) RFA (furnished) in Bangalore.  Furniture was taken on rent of `4,000 pm.
2) The employer has given him housing loan of `4 lakhs repayable in 8 years on 1/4/2017 @ 3%

pa SBI rate of interest is 10.75%.
3) Mr. J owns mobile phone and the bills amounting to `36,000 are reimbursed by the company.
4) The company had purchased a Tata Safari (2100 cc) on 1/4/2015. This car (along with driver) is

used by him for partly official and partly personal purposes and his employer’s expenses on
running and maintenance is `8,000 pm and driver’s salary paid by the employer is `4,500 pm

5) Company gave gift voucher of `8,000 to Master J, son of Mr. J on his birthday.
6) He made the Diwali purchases of `19,000 on his credit card. This amount along with the annual

fee of `1,500 was paid by the company.  (Expenses are of personal use).
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7) He was allowed to use laptop belonging to the Mr. X costing `85,000.
8) Mr. J went on holiday to Manali. This stay at hotel and travelling was sponsored by Mr. X for

which total expenditure has been `40,000.
9) Mr. X provides meals to all of his employees. Mr. J has consumed 280 meals during the year.

Cost per meal to the employer has been `90 and the employer recovers `25 per meal from
him.

Calculate taxable salary of Mr. J for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of income u/h salary for the AY 2018-2019 i.e. PY 2017-2018
Salary (26,000 x 12) `3,12,000
Perquisite value in respect of accommodation
Add: value of furniture

`3,12,000 X 15% = `46,800
`4,000 X 12 = `48,000 `94,800

Value of housing loan `4,00,000 x 7.75% `31,000
Reimbursement of mobile bills Rule 3(8) Exempt
Perquisite value for the use of car (`2,400 + `900) 12 `39,600
Gift voucher to Master J
Less: exempt

`8,000
`5,000 `3,000

Credit card expenses reimbursed (`19,000 + `1,500) `20,500
Perquisite value of laptop Nil
Expenditure on holiday and travelling of Mr. J `40,000
Perquisite value of meals: Cost to Mr. X
Less: Exempt from tax
Less: Recovered from Mr. J

`90 X 280
`50 X 280
`25 X 280 `4,200

TAXABLE SALARY `5,45,100

Illustration 76: Mr. J is Manager of a HUF of Jaipur (population exceeds 25 lakhs). He has
submitted the following particulars of his income for the AY 2018-2019 i.e. PY 2017-2018
1) Net Salary `80,000 after TDS of `6,000, contribution to RPF `9,000 and rent of bungalow @

5% of salary.
2) Dearness Allowance `1,000 per month (`200 pm enters into retirement benefits).
3) Education Allowance for two children at `150 pm per child.
4) Commission on sales `10,000.
5) Entertainment Allowance `1,000 per month.
6) Travelling Allowance for his official tours `30,000, Actual expenditure on tours `22,000.
7) He was given shirts worth `4,800 by employer free of cost (employer is manufacturer of shirts)
8) He resides in the bungalow belonging to HUF. Its fair rent is `1,500 pm A gardner, watchman

and a cook have been provided by the employer at the bungalow who are paid `1,300 per
month each.

9) He has been provided with a motorcar of 1.8 liter (1800 cc) for his official as well as personal
use. The running and maintenance costs are borne by the HUF.

10) Employer's contribution of RPF is `7,000 and interest credited to fund @ 13% pa was `16,250.
11) His employer paid in December 2017 for his medical treatment in London `80,000, `75,000 for

travelling in this connection and `25,000 for stay there.

Solution: Computation of Taxable Salary of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Basic Salary:

Salary after deduction of rent (`80,000 + `9,000 + `6,000)
Add: Rent deducted = `95,000 / 95%

`95,000
`5,000 `1,00,000

Dearness Allowance @ `1,000 pm `12,000
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Education Allowance received (`3,600 – `2,400) `1,200
Commission on Sales `10,000
Entertainment Allowance  @ `1,000 pm `12,000
Travelling Allowance received (`30,000 – `22,000) `8,000
Shirts given free of cost by employer `4,800
Value of unfurnished house at concessional rent

15% of salary of ` 1,33,600
Less : Rent Deducted

`20,040
`5,000 `15,040

Value of facility of Gardner exempt
Value of facility of cook `15,600
Value of watchman facility `15,600
Value of car facility `28,800
Employer's contribution to RPF Exempt
Interest credited to RPF ( `16,250 x 3.5 / 13) `4,375
Expenditure on medical treatment (assumed to be within limits of RBI) Exempt
Expenditure on stay (assumed to be within limits of RBI) Exempt
Travelling expenses in connection with medical treatment at London `75,000
TAXABLE SALARY `3,02,415

Illustration 77: Mr. Z retired from Reserve Bank of India a statutory corporation, on 30/6/2017. At
the time of retirement his remuneration included:

Basic Salary (annual increment of `4,000 given on 1/1/2017) `32,000 pm
DA: 25% of Basic Salary (40% of this forms part of salary for the retirement benefits)
Transport Allowance `5,000pm
Entertainment Allowance `3,000pm
RFA owned by the employer at Delhi. It was furnished with a cost of `80,000 incurred by the
employer five years ago.

On retirement , his pension was fixed at `18,000 pm, 40% of the pension was commuted by
employer on 1/10/2017 and a sum of `5,40,000 was paid. Mr. Z also received a sum of `2,96,000
for unavailed leave of 222 days. He was entitled to a leave of 36 days for each completed year of
service. Total service period of Mr. Z was 28 years and 9 months. After retirement Mr. Z went back
to his home town Assam and occupied his own house. The employer gave him five tickets of “Air
India” flight each worth `23,000.  The tickets were meant for Mr. Z, his wife and three children (one
of the child was eight years old).  Besides the income from employment Mr. Z reported the
following income:

Long-term capital gains `80,000
Gifts from friends on the occasion of marriage anniversary `1,32,000
Gifts from relatives `93,000
Income of minor child `19,500

He invested `1,20,000 in Public Provident Fund and `40,000 in Kisan Vikas Patra. Compute the
total income of Mr. Z for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income from salary
Basic Salary `32,000 X 3 `96,000
DA 25% of Basic Salary `24,000
Transport Allowance
Less: Exempt

`5,000 X 3  =`15,000
`1,600 X 3  = `4,800 `10,200



CHAPTER 5 INCOME UNDER THE HEAD OF SALARY
155

Entertainment Allowance `3,000 X 3 `9,000
Rent free accommodation For 3 months `20,720
Commuted pension
Less: Exempt u/s 10(10A):
(employee of statutory corporation)

`5,40,000
`5,40,000 NIL

Un-commuted pension `18,000 X 100% X 3
`18,000 X 60% X 6 `1,18,800

Leave encashment
Less: exempt u/s 10(10AA)

`2,96,000
`60,192 `2,35,808

Benefit of LTC (taxable for 1 child) `23,000
TAXABLE SALARY `5,37,528

Calculation of Perquisite Value of Rent-Free Accommodation
15 % of salary `18,720
Add: 10% of the cost of furniture `2,000
Total `20,720

Salary for RFA shall include
Basic Salary `96,000
DA (retirement benefits) `9,600
Transport Allowance `10,200
Entertainment Allowance `9,000
Salary for RFA `1,24,800

Calculation of Leave Encashment exempt from tax
(a) Actual amount `2,96,000
(b) Maximum  limit of `3,00,000
(c) 10 x Avg. Salary `3,34,400
(d) Avg. Salary /30 x Unavailed leave calculated on the

basic of 30 days for every completed year of job
`33,440 /30 X 54
= `60,192

Leave encashment exempt is `60,192

Calculation of Avg salary for Leave Encashment
Salary =Basic Salary + DA (for the retirement purposes) + Commission on % basis of sales

June 32,000 + 3200 35,200
May 32,000 + 3200 35,200
April 32,000 + 3200 35,200
March 32,000 + 3200 35,200
February 32,000 + 3200 35,200
January 32,000 + 3200 35,200
December 28,000 + 2800 30,800
November 28,000 + 2800 30,800
October 28,000 + 2800 30,800
September 28,000 + 2800 30,800
Average salary is    35,200 x 6 + 30,800 x 4 / 10 33,440
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Calculation of Unavailed leave
Company’s data As per Income Tax Rules

Leave allowed 36 30
Completed year of Job 28 28
Total leave 1008 840
Leave availed 786 786
Leave Unavailed 222 54

Calculation of total income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018
Income from salary `5,37,528
Income from house property Nil
Income from business and profession Nil
Income from capital gains `80,000 (LTCG)
Income from other sources

a) Gifts from friends
b) Gifts from relatives
c) Income of minor child `19,500

Exempt u/s 10(32) `1,500

`1,32,000
Exempt

`18,000
Gross total income `7,67,528
Less: deduction u/s 80C to 80U
Section 80C : PPF `1,20,000

KVP NIL `1,20,000
Total taxable income `6,47,530

Illustration 78: During the AY 2018-2019 i.e. PY 2017-2018 ; Mr. X has enjoyed the following
Allowances and Perquisites in addition to the Basic Salary of `25,000pm
1) Car facility of 1.6 Ltrs for private and official purposes. All expenses of `1,68,000 including the

salary of driver were borne by the employer and Mr. X was made to pay `500 pm for the same.
2) Loan of `4,00,000 for personal purposes @ 10% pa is received on 1/6/2017. It was repayable

in five half-yearly installments starting from 31/12/2017. SBI charges 16% pa for the similar
loans.

Calculate gross salary for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Gross Salary of Mr. X for AY 2018-2019 i.e. PY 2017-2018
Basic Salary `25,000 X 12 `3,00,000
Car facility (`1800 + `900) X 12
Less: recovery by employer

`32,400
NOT ALLOWED `32,400

Personal loan = (16% - 10%)
(Rate of SBI – Rate charged by employer)

`4,00,000 X 6% X 7/12 = `14,000
`3,20,000 X 6% X 3/12 = `4,800 `18,800

Gross Salary `3,51,200

Illustration 79: After the death of Mr. X in the year 2011-2012, Mrs. X receives a pension of
`3,000 pm from her husband’s employer. State the head and amount of income taxable in the
hands of Mrs. X for the AY 2018-2019 i.e. PY 2017-2018.
Solution: Pension received by Mrs. X, after the death of Mr. X shall be regarded as a family
pension. Amount of family pension is taxable for Mrs. X under the head ‘Income’ from other
sources u/s 56 after allowing deduction u/s 57.
Pension (`3,000 X 12) `36, 000
Less : deduction u/s 57 is lower of 1/3 of `36,000 or `15,000 `12,000
Taxable Pension `24,000
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Illustration 80: Mr. Z is a public relation officer of M/s. A Ltd. at Gurgaon. He has furnished the
following details of his income for the year ended 31/3/2018:
a. Basic Salary `30,000 pm
b. Dearness Allowance (50% forms part of salary for retirement purposes) `8,000 pm
c. Commission `3,000 pm
d. Entertainment Allowance `800 pm
e. Transport Allowance `1,800 pm

(Actual expenditure incurred on commutation between office and residence `500 pm only)
f. Employer provided him RFA for which the company was required to pay `15,000 pm
g. He raised interest-free loan of `20,000 on 1/4/2017 to purchase a motor cycle.
h. Employer reimbursed medical bills amounting to `20,000 during PY 2017-2018.
i. Company paid Professional Tax amounting to `2,500 on his behalf.
j. Company contributed `50,000 to his RPF a/c to which he made similar contribution.
k. He received `20,000 as share of profit from a partnership firm.
l. `30,000 was credited to aforesaid PF a/c during PY 2017-2018 @ 12% pa by way of interest.
m. Dividend received from Tata Motors Ltd. an Indian company `10,000
n. He paid LIC premium for his married son amounting to `25,000 (sum assured `5,00,000)
o. Donation to Prime Minister’s National Relief Fund `10,000.
p. Donation paid to Govt. for promoting family planning `80,000
Compute total income of Mr. Z for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Income from Salary for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary `30,000 x 12 `3,60,000
Dearness Allowance `8,000 x 12 `96,000
Commission `3,000 x 12 `36,000
Transport Allowance `1,800pm
Exemption `1,600pm
Taxable transport Allowance `200 x 12 `2,400
Entertainment Allowance `800 x 12 `9,600
Rent free accommodation facility `68,400
Interest on loan facility Nil
Re-imbursement of medical bill `20,000 – `15,000 `5,000
Professional Tax paid by company `2,500
Company contribution towards PF in excess of 12% of salary `1,040
Interest in Excess of @ 9.5% pa of total contribution `6,250
Gross salary `5,87,190
Deduction u/s 16(iii) Professional Tax paid `2,500
Income from Salary `5,84,690
Income from business and profession

Share of profit in the hands of partners exempt u/s 10(2A)
Income from other sources

Dividend from domestic company exempt u/s 10(34)
Gross Total Income `5,84,690
Less : Deduction u/s 80C

Employee’s contribution towards RPF `50,000
LIC premium `25,000

Deduction u/s 80G
Donation to Prime Minister National Relief Fund `10,000
Donation to Govt. for promoting family planning (see note) `50,969

Total Income `4,48,720
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Working Notes

1. Accommodation salary (`3,60,000 + `48,000 + `3,6000 + `2,400 + `9,600 = `4,56,000)
Value of accommodation 15% of `4,56,000 = `68,400 or `1,80,000 whichever is lower.

2. Excess contribution by employer towards RPF
Contribution by employer `50,000
Less: 12% of Salary for Retirement Benefits
12% of (`3,60,000 + `48,000 = `4,08,000) `48,960
Taxable for employee `1,040

3. Deduction u/s 80G = Adjusted Gross Total Income= `5,84,690 - `75,000 = `5,09,690.
10% of AGTI = `50,969 is eligible donation and deduction allowed is 100% of eligible donation.

Illustration 81: Mr. X receives the following incomes from Y Ltd. during the year ending 31/3/2018:
1) Salary @ `25,000pm
2) Tiffin Allowance (Actual expenditure: `8,000) @ `1,000pm
3) Commission @ `2,000pm
4) Reimbursement of medical expenditure for the treatment of Mr. X `30,000
5) Transport Allowance @ `1,800 pm (Actual expenditure: `6,000)
6) Flat provided at Delhi at rent of `3,500 pm (Rent paid by employer `12,000 pm)
7) Interest-free loan for purchasing home appliances (Amount: `1,00,000; Date of taking

loan:1/6/2015; Amount outstanding between 1/4/2017 and 30/11/2017: `50,000 and after
30/11/2017: `18,000). The SBI lending rate for similar loan on 1/4/2017 is 15.25% pa

8) Employer company sells the following assets to Mr. X on 10/1/2018:
Assets sold Car Computer Fridge
Cost of asset to the employer `4,00,000 `60,000 `20,000
Date of purchase 10/6/2015 10/6/2015 10/6/2015
Sale price `2,00,000 `18,000 `10,000

9) He contributed 20% of his Basic Salary to Recognized Provident Fund account to which his
employer made matching contribution.

10) Interest @ 13% pa amounting `52,000 has been credited to his aforesaid RPF A/C
11) He donated `20,000 to National Defense Fund. (paid in cheque)
Determine the net income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of total income of X for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`25,000 x 12) `3,00,000
Tiffin Allowance (`1000 x 12) `12,000
Commission (`2000 x 12) `24,000
Reimbursement of medical expenses `30,000
Exempt u/s 17(2) `15,000 `15,000
Transport Allowance (`1,800 x 12) `12,000
Exempt (`1,600 x 12) `9,600 `2,400
Value of accommodation `50,760
Less: Recovery by employer from employee (`3500 x 12)`42,000 `8,760
Value of loan `5,998
Value of assets sold to the employer `62,000
Employer’s contribution towards RPF @ 20% `60,000
Less: Exempt upto 12% of salary `36,000 `24,000
Interest on RPF contribution `52,000
Less: exempt upto 9.5% pa of total contribution `38,000 `14,000
Taxable salary `4,68,158
Gross total income `4,68,158



CHAPTER 5 INCOME UNDER THE HEAD OF SALARY
159

Deduction u/s 80C: Employee’s contribution to RPF `60,000
Section 80G : National Defense Fund `20,000
Total Income `3,88,160

Working Notes
Salary for rent free accommodation
Basic Salary `3,00,000
Tiffin Allowance `12,000
Commission `24,000
Transport Allowance `2,400
Total `3,38,400

• Rent paid (`12000 x 12) `1,44,000
• 15% of salary `50,760

whichever is lower is taxable : `50,760

Perquisite Value of Loan
`50,000 X 15.25% X 8 / 12 = `5,083
`18,000 X 15.25% X 4 / 12 = `915 `5998

Value of movable asset on the transfer of asset Car Computer Fridge
Purchase Price of asset `4,00,000 `60,000 `20,000
Less : Dep. First year (10/6/2015 – 9/6/2016) `80,000 `30,000 `2,000

Second year (10/6/2015 – 9/6/2016) `64,000 `15,000 `2,000
Book Value of asset `2,56,000 `15,000 `16,000
Less : Sale price `2,00,000 `18,000 `10,000
Value of sold asset `56,000 NIL `6,000
Value of sold asset `56,000 + `6,000 = `62,000

Illustration 82: Mr. X is a manager of a company in Delhi.  He retires from service on 31/12/2017
after 28 years and 9 months of service.  Other details are as follows for the previous year ending
31/3/2018
1) Basic Salary `8,000 pm
2) House Rent Allowance `3,000 pm. Rent paid by Mr. X `2,500 pm
3) Lunch Allowance `100 per day for 80 days when Mr. X was on field duty
4) Reimbursement by company of salary of a watchman and a sweeper `1,200 pm each who are

the employees of Mr. X
5) He receives `2,00,000 as Gratuity. He was drawing a salary of `8,000 pm since 1/1/2017
6) After retirement he is in receipt of pension @ `3,500 pm. On 1/3/2017 he gets one half pension

commuted for `1,50,000
7) During the year he deposited `70,000 in Public Provident Fund.  He paid the life insurance

premium `4,000 on the policy of life of his married son.
Compute his taxable income for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Salary and Tax of Mr. X for the AY 2018-2019 i.e. PY 2017-2018
Basis salary [`8,000 x 9] `72,000
HRA `11,700
Lunch Allowance [100 days x `80] `8,000
Salary of watchman & Sweeper [`1200 x 2 x 9] `21,600
Gratuity received `2,00,000
Less: exempt u/s 10(10) `1,12,000 `88,000
Monthly Un-commuted Pension [`3500 + `3500 + `1750] `8,750
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Commuted Pension `1,50,000
Less: Exempt u/s 10(10AA) `1,00,000 `50,000
Gross Salary `2,60,050
Less : Deductions u/s 16 NIL
Taxable Salary and Gross Total income `2,60,050
Less : Deductions u/s 80C
PPF `70,000
LIP `4,000
Taxable income `1,86,050

Working Notes
Computation of HRA exemption
Salary for HRA = `72,000
Least of following shall be exempt :
a Amount received `27,000
b Rent Paid – 10% of salary [`22,500 – `7,200] `15,300
c 50% of salary , i.e., `72,000 `36,000
Taxable  HRA [`27,000 – `15,300] `11,700

2. Gratuity exemption [Assumed he is not covered under Payment of Gratuity Act.]
Avg. Salary – `8,000
Least of following shall be exempt:
(i) 15/30 x Average Salary x Completed years of service `1,12,000
(ii) Maximum Limit `10,00,000
(iii) Actual Amount received `2,00,000
Exemption is `1,12,000

Illustration 83: Mr. X was the General Manager of ABC Ltd. He retired from service on 31/12/2017
after 30 years of service. The following information has been provided by him:
1) Salary `18,000 pm from 1/1/2017.
2) House Rent Allowance `10,000 pm from 1/1/2017. He lived in his own house.
3) Medical Allowance `2,400 pm.
4) `11,200 being the cost of 1st Class rail ticket for Mr. X and his family for their visit to home town

was reimbursed by the employer.
5) A car of 1.4 litres engine cubic capacity is provided by the company for official and personal use

and all expenses relating to car and salary of the driver are borne by the employer.
6) Mr. X contributes 20% of his salary to a RPF and the employer contributes 10% of salary.
7) He has invested `10,000 in National Savings Certificates IX issue and `10,000 in Public

Provident Fund a/c.   He paid `8,000 towards life insurance premium.
8) He received `2,70,000 as Gratuity.
9) He received `2,16,000 for encashment of leave being twelve months unavailed leave.   He was

entitled to one month's leave for every year of service.
Compute his taxable income for the AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of taxable income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018.
Salary `18,000 x 9 `1,62,000
HRA (fully taxable since he stays in own house) `90,000
Medical Allowance `2,400 X 9 `21,600
Reimbursed the Rail ticket by employer - LTC exempt u/s 10(5)
Car facility (`1,800 + `900 = `2,700 x 9) `24,300
Gratuity NIL
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Leave salary `36,000
Income from salary `3,33,900
Gross total income `3,33,900
Less :Deduction u/s 80C - RPF `32,400

– NSC `10,000
– PPF A/C `10,000
– LIP `8,000

Total Income Taxable `2,73,500

Working Notes
Gratuity exemption [Assumed he is not covered under Payment of Gratuity Act.]
Least of these are exempt u/s 10(10)
Maximum limit `10,00,000
Actual allowed `2,70,000
15/30 x average salary x no. of years = (15/30 x `18,000 x 30) `2,70,000
Exempt is `2,70,000
Taxable Gratuity = `2,70,000 – `2,70,000 Nil

Leave Salary
Least of these are exempt u/s 10(10AA)
Maximum limit `3,00,000
Actual allowed `2,16,000
10 x Average salary (10 x `18,000) `1,80,000
Average salary /30 X unused leave (`18,000 / 30 x 360) `2,16,000
Exempt is `1,80,000
Taxable leave salary = `2,16,000 – `1,80,000 `36,000

Illustration 84: Mr. X is the General Manager of ABC Ltd Delhi. He has retired on 31/12/2017 after
20 years of service.  He submits the following particulars of his income from the AY 2018-2019 i.e.
PY 2017-2018
1) Salary @ `15,000 pm from 1/1/2017.
2) Dearness Allowance `1,500 pm of which 50% is for the retirement benefits.
3) Pension @ `4,000 pm.
4) House Rent Allowance @ `3,000 pm (Actual rent paid by him `4,000 pm)
5) A car of 1.6 litre engine capacity. All expenses of which are paid by the company.
6) He contributes 12% of his Basic Salary towards a recognized Provident Fund. The company

contributes 12% of the Basic Salary to this fund.
7) The company paid `8,000 towards his gas bill.
8) He received `1,30,000 as Gratuity (Payment of Gratuity Act is applicable)
9) He received `1,57,000 for encashment of 10 months unutilized earned leave. He is entitled to

one month leave pa.
10) He has invested `15,000 in unit linked insurance plan of UTI, `12,000 in PPF a/c and `15,000

towards life insurance premium on the life of his major son (sum assured `60,000)
11) The company deducted `5,000 as tax at source on salary income.
Compute his taxable income and tax liability for the AY 2018-2019 i.e. PY 2017-2018

Solution:   Computation of taxable income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018
Salary (`15,000 x 9) `1,35,000 (gross)
Dearness Allowance (`1,500 x 9) `13,500
Pension-Uncommuted (`4,000 x 3) `12,000
House Rent Allowance (`3,000 x 9) – `21,825 `5,175
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Contribution of employer to RPF 12% of `1,35,000 `16,200
Exempt upto 12% of salary `16,200 NIL
A car facility provided by company (`1,800 x 9) `16,200
Re-imbursement of gas bill `8,000
Gratuity NIL
Earned Leave Salary NIL
Income from salary `1,89,875

Computation of Total Income
Income from salary `1,89,875
Gross Total Income `1,89,875
Less :Deduction u/s 80C–Employee contribute to PF. (`16,200)

– Investing in ULIP (`15,000)
– Investing in PPF A/c (`12,000)
– Insurance premium of dependence major son (`60,000 x 20%) (`12,000)

Total Income `1,34,680
Tax Liability NIL
TDS done by employer u/s 192 `5,000
Tax payable to the government (`5,000)

Working Notes
House Rent Allowance exempt is least of

(i) Actual HRA received (`3,000 x 9) `27,000
(ii) Rent paid - 10% of salary (`4,000 x 9) - (`1,35,000 + 50% `13,500) `21,825
(iii) 50% of Salary (50% of `1,41,750) `70,875

Allowance received `27,000
Less: HRA exempt u/s10(13A) `21,825
Taxable HRA `5,175

Gratuity exempt is least of
Actual Gratuity `1,30,000
Maximum allowed `10,00,000
15/26 X Salary X completed years = 15/26 X 16,500 X 20 years `1,90,385
Exempt is lower `1,30,000

Gratuity received `1,30,000
Less: exempt u/s 10(10) `1,30,000
Taxable Gratuity NIL

Leave encashment exempt is least of
Maximum exemption `3,00,000
Actual received `1,57,000
Avg salary X 10 = `15,750 X 10 month `1,57,500
Avg salary / 30 X unused leave = `15,750/30 X 300 `1,57,500

Leave encashment received `1,57,000
Less: Exempt u/s 10(10AA) `1,57,000
Taxable leave encashment NIL
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Illustration 85: Mr. X is director of XYZ Ltd. and received the following during for the AY 2018-
2019 i.e. PY 2017-2018 from which calculate his taxable income:
1. Basic Salary `1,80,000 pa
2. DA `24,000 pa (not forming part of salary for retirement benefits)
3. Commission of 1% of the sales of `10,00,000 done by him
4. Arrear of bonus `6,000
5. He and his employer’s contribution towards RPF account is `30,000 pa each
6. Interest on RPF account is `9,000 @ 13.5 % pa
7. Conveyance Allowance is `1,200 pa 60% of this is used for the official purposes
8. Education Allowance is `183.33 pm per child for each of his 3 children
9. RFA for which employer has paid rent of `90,000 pa and rent of furniture is `12,000 pa
10. Services of gardener, cook and watchman has been provided for which employer pays `3,000

pm, `4,000 pm, `5,000 pm respectively.
11. On 1/3/2018 the company sells the furniture for `2,00,000. This furniture was purchased for
`3,00,000 by the company on 30/6/2015.

12. Deposit with the home loan account of national housing bank is `40,000
13. Contribution to NSC IX issue is `24,000

Solution: Computation of total income of X for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary `1,80,000
Dearness Allowance `24,000
Commission (`10,00,000 x 1%) `10,000
Arrear of bonus `6,000
Employer’s contribution towards RPF `30,000
Less: Exempt up to 12% of salary (`1,90,000) `22,800 `7,200
Interest on RPF contribution `9,000
Less: exempt up to 9.5% pa of total contribution `6,333 `2,667
Conveyance Allowance `1,200
Less: exempt 60%, used for official purposes `720 `480
Education Allowance `183.33 X 3 X 12 `6,600
Less: exempt `100 x 2 x 12 `2,400 `4,200
Value of accommodation `41,202
Gardener, Cook and Watchman (`3,000pm + `4,000pm + `5,000pm) `1,44,000
Sale of furniture: book value – sale price =
`3,00,000 - 10% SLM for 2 yrs - `2,00,000 `40,000
Taxable salary `4,59,749
Gross total income `4,59,749
Deduction u/s 80C:
Employee’s contribution to RPF `30,000
National housing bank is `40,000
Contribution to NSC IX `24,000 `94,000
Total income `3,65,750

Working Notes
Salary for rent free accommodation
Basic Salary `1,80,000
DA (R) NIL
Commission `10,000
Conveyance Allowance `480
Children Education Allowance `4,200
Total `1,94,680
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Value of RFA is lower of
• Rent paid `90,000
• 15% of salary `29,202

Value is `29,202
Add: rent of furniture `12,000
Total value `41,202

CHAPTER AT A GLANCE
1) “Contract of Service” creates employer- employee relationship and income  from such

relationship will be taxable as income from salary whereas `contract for service’ doesn’t result
in such a relationship and thus any income from such relation is not to be taxed under this head
of income.

2) Under the concept of TDS employer will calculate and deduct tax on the monthly basis before
handing over salary to employee. But in case of tax free salary employer will pay tax on the
salary income of employee out of his own pocket and therefore such amount of tax is added in
the salary of the employee.

3) Under the concept of advance salary employee gets salary from the employer before salary
gets due to him.  But in case of advance against salary employer gives loan to employee on a
condition that installment of such loan would be deducted from the monthly salary of employee.

4) Section 15: Salary income is taxable on due or receipt basis whichever is earlier. But if it is
taxed on due basis it will not be again taxed when it is received.

5) Salary is always accrued at a place where the services are rendered.  However in case of
government employee who is working outside India, his salary shall always be accrued in India.

6) If salary is surrendered in favor of the government then such salary is not taxed. However if
employee forgoes his/her salary in favor of some other employee then such salary is taxable in
hands of employee.

7) If salary is received from more than one employer then aggregate of salary from all employers
shall be taxed.

8) Amount of compensation from any person before assessee joining any employment with that
person or after cessation of his employment with that person is profit in lieu of salary and
taxable u/s 17(3).

9) If employer pays tax on behalf of employee then salary paid to employee will know as tax free
salary. Such amount of tax paid by employer on behalf of employee shall be employee’s
income and will be added to his/her gross salary.  However if employer pays  such amount of
tax on non-monetary perquisites then so much of tax shall NOT be included in gross salary of
employee -Section 10(10CC).

10) Entertainment Allowance is given a deduction only to government employees. Government
employees mean employees of Central Government and State Government -- Section 16(ii).

11) Professional Tax is paid to State Government and never to Central Government.  Professional
Tax is given a deduction u/s 16(iii) on the payment basis and not on accrual basis. Professional
Tax is given a deduction even if amount has been paid by employers although it will be first
included in the gross salary.

12) Gratuity — Sec 10(10) For government employees, Gratuity is fully exempt from tax at the time
of retirement.  Government employees mean employees of Central Government, State
Government,  Local Authority.   For other maximum exemption for the life time is `10,00,000.

13) Pension - Sec 10(10A): For government employees or non government employees.
Uncommuted pension is always fully taxable. Commuted pension is always fully exempt from
tax for government employees but for non-government employees its exemption depends on
whether assessee has received Gratuity or not at retirement.  Government employees mean
employees of Central Government, State Government,  Local Authority and Statutory
Corporation.
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14) Leave Salary -- Sec10(10AA):  Encashment of leave during tenure of job is always fully taxable
for all kinds of employees whether government  or non-government.  Encashment of leave at
retirement is exempt for maximum of `3,00,000.  Government employee means employee of
Central Government and State Government.

15) Provident Fund:  Contribution of employer to RPF account of employee is exempt up to 12% of
salary and interest thereon is exempt up to 9.5% pa of total contribution.  Contribution to SPF
and interest thereon is fully exempt from tax.  Contribution to URPF and interest thereon is fully
taxable at the time of retirement of withdrawal under the head of ‘salary’.

16) Exemption u/s 10(5) in respect of leave travel concession or Allowance is with reference to two
trips in a block of four calendar years.

17) Any Allowances or Perquisite given to employee of government outside India shall be fully
exempt from tax under Section 10(7).  Such an Allowance is also known as Foreign Allowance.

18) ESOPs are not taxable as perquisite if issued in accordance with the guidelines specified by
the Central Government.

19) The following is the tax treatment for various Allowances:
A) HRA u/s 10(13A) RWR 2A — Exempt up to the least of

1. Actual HRA received.
2. Rent paid in excess of 10% of salary, i.e., rent paid –10% of salary.
3. 50% of the salary in metros and 40% in other places.

Salary would mean BS+DA(R)+commission on fixed % basis of sales.

B) Other special Allowances u/s 10(14)
Conveyance Allowance
Academic Allowance all these Allowances are exempt up to the lower of:
Traveling Allowance a) amount received or b) actual amount spent.
Helper Allowance
Uniform Allowance
Daily Allowance

C)   Allowances which are exempt to the lower of amount received and limit set by law
(i) Hostel Expenditure Allowance: exempt up to `300 pm per child up to a maximum of two

children.
(ii) Underground Allowance: exempt up to `800 per month.
(iii) Tribal Area Allowance: It is exempt up to `200 per month.
(iv) Children Education Allowance: It is exempt up to `100 pm per child for maximum of two

children. Children may include adopted or step children but shall not include grand children.
Children can be any two children.

(v) Counter Insurgency Allowances: Exempt up to `3,900 pm.
(vi) Transport Allowance: Exempt to the extent of `1,600 pm but if the employee is physically

handicapped then the amount exempt is `3,200 pm.
(vii) Outstation Allowance: The amount of exemption shall be: (a) 70% of such Allowance or (b)

`10,000 pm, whichever is less.

D) Allowances which are fully taxable are
Dearness Allowances (DA), Overtime Allowance, City Compensatory Allowance (CCA), Servant
Allowance/ Warden Allowance, Lunch Allowance/Tiffin Allowance, Family Allowance, Medical
Allowance is always fully taxable irrespective of any amount spent on medical treatment,
Entertainment Allowance , Deputation Allowance,  Split Duty Allowance, Dating Allowance etc.
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20) The following are exempt perquisites:
(i) Interest-free loan in respect of medical treatment for specified ailments.
(ii) Holiday home, Health club, sports and similar facilities made uniformly available to all

employees.
(iii) Hotel accommodation up to 15 days on transfer.
(iv) Medical facility in own hospital; public hospital; Government hospital or approved hospital.
(v) Use of computers and laptop.
(vi) Expenses on phones including mobile phones, i.e., telephone facility.
(vii) Newspapers and periodicals.
(viii) Tea, coffee, snacks etc provided.
(ix) Amount spent on the training of employee or on refreshment course.
(x) Recreational facility provided by employer to employee.
(xi) Perquisites outside India to citizen of India who is government employee.
(xii) Payment of the premium on the accidental policy of employee.
(xiii) RFA provided to judges of High Courts  or Supreme Court or official of parliament or union

minister or leader of opposition in Parliament.
(xiv) Conveyance provided to judges of High Courts or Supreme Court.

21) The following Perquisites are exempt if the value does not exceed the prescribed limit.
1. Interest on petty loans not exceeding `20,000 in aggregate
2. Educational benefit not exceeding `1,000 per child per month.
3. Medical reimbursement up to `15,000 in a year.

22) Perquisites taxable only for specified employees --- Section 17(2) (iii)
1. Motor Car facility ----------------Rule 3(2)
2. Gardener, watchman, sweeper or any other personal attendant--------Rule 3(3).
3. Gas, electricity, water facility---------Rule 3(4).
4. Educational facility---------------------Rule 3(5).

23) Employee is specified employee if he falls under any one of the following three
categories:

(a) He is any director of the company and is also employee of company.
(b) He is the employee with the substantial interest in the company , i.e., he holds 20% or more of

the voting power.
(c) His income under the head ‘salaries’ excluding non-monetary Perquisites exceeds `50,000.

24) Perquisites taxable for all kinds of employees:
1. RFA----------Section 17(2)(i) RWR 3(1).
2. Accommodation at concessional rate --------Section 17(2)(ii) RWR 3(2).
3. Employee’s obligation met by employer ----------------- Section 17(2)(iv)
4. Amount of premium paid by employer on behalf of employee -------- Section 17(2)(v)
5. Facility of ESOP –-------- Section 17(2)(vi)
6. Contribution of employer to superannuation fund in excess of `1 lakh-----section 17(2)(vii)
7. Fringe benefits -------- -Section 17(2)(viii)

a) Facility of interest free or concessional loan
b) Facility of holiday home
c) Facility of meal, tea and snacks
d) Gifts given by employer to employee
e) Facility of clubs or credit cards
f) Facility of use of movable asset belonging to employer
g) Transfer of a movable asset by employer to employee.
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CHAPTER 6
INCOME UNDER HEAD HOUSE PROPERTY

LEARNING OBJECTIVE
 To gain the knowledge about the taxability of incomes which are earned by letting out of building

or land which is appurtenant to such building
 To understand the method to calculate the Annual Value for the taxability of Income from House

Property under various situations such as Property Let Out, Property Self Occupied, Property
Vacant, Property Partly Let Out and Partly Self Occupied.

 To understand the deductions allowed from the Annual Value for expenses and interest on the
borrowed capital.

 To understand the treatment in case of joint ownership of the House Property.
 To understand the treatment of the Property which is located outside India.

SECTIONS DISCUSSED IN THIS CHAPTER
Chargeability – Chargeable amount is Annual Value Section 22

Computation of the Annual Value Section 23

Deductions from NAV: Statutory deduction Section 24(a)

Deductions from NAV: Interest on borrowed capital Section 24(b)

Interest on borrowed capital payable outside India Section 25

Recovery of unrealized rent and arrear of the rent received Section 25A

Property owned by co-owners Section 26

Deemed Ownership Section 27

INTRODUCTION
In this chapter we will study about the taxation of the income earned from letting out of a building.
We will learn how to calculate the income from House Property under various situations. This is the
only source where we calculate notional income instead of real income. This notional income is
called Annual Value of the House Property.

CHARGING SECTION : SECTION 22
Annual Value of the Property is taxable under this head if all of following conditions are satisfied:
1) There must be a building and / or a building with the land appurtenant (attached) thereto.
2) The receiver of Rent must be the owner of the building and ownership includes deemed

ownership of the building.
3) The building must not be used for the purpose of the business or the profession carried on by

the owner.
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CA JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
COMMERCIAL
PROPERTIES

This chapter covers Rental Income from both
residential building and commercial building such as
offices, shops, go-downs etc.

MEANING OF
BUILDING

Building has not been defined in the Act but in the
ordinary meaning it means the space, which has the
boundary walls, which may be with or without roof

RENT OF
LAND

The term House Property shall include any building
and lands appurtenant thereto. If the land is not
attached to the building then Rent from such land is
not taxable under this head but instead it shall be
taxable under the head other sources

SUBLETTING Any Rental Income earned from letting out of Property
shall be chargeable to tax for the owner of House
Property. But if tenant has let out the Property (sub-
letting) then income earned by him shall be
chargeable to Tax under the head of ‘other sources’

PROPERTY
DEALER

If all conditions, as mentioned in Section 22, are
satisfied then income shall be taxable as House
Property income even if the building is in the nature of
the inventory of the property dealer.

Illustration 1: Mr. X is a property dealer and holds one house as his stock-in-trade. He lets out this
house. The rental income earned by him is a business income but shall be taxable as the House
Property Income.

DEEMED OWNERSHIP OF THE HOUSE PROPERTY: SECTION 27
As per Section 27, the following persons though not the legal owners, of a property are deemed to
be the owners for the purpose of Section 22 to 26.

(A)Transfer of House Property to Spouse or Minor Child [Section 27(i)]

Any individual, who transfers the House Property to the following, shall be a deemed owner:
(a) To the spouse

 without the adequate consideration or
 without the agreement to live apart

(b) To minor child not being a married daughter

Illustration 2: Mr. J has gifted his flat to his wife out of love and affection on 15/8/2017. Now the
Rental Income earned by Mrs. J from 15/8/2017 shall be taxable not for Mrs. J but shall be taxable
for Mr. J.

Illustration 3: Mr. J has gifted `50 Lakh to Mrs. J on 15/8/2016 and she out of such money has
purchased a flat on 16/8/2016. Now the Rental Income of such house shall not be taxed for Mr. J
but it shall be taxable for Mrs. J. However, the provisions of Section 64(1) would be applicable
which have been discussed in the chapter of Clubbing of Incomes. Section 27 is not applicable in
this case.

Illustration 4: Mr. J has gifted a flat to his son on his sixteenth birthday. Any Rental Income from
this flat shall be taxable for Mr. J and not for his minor son.
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Illustration 5: Mr. J has gifted a flat to his minor daughter on the occasion of her marriage. Now
the Rental Income from such flat shall be taxable for such minor daughter and not for Mr. J.

(B)Holder of the Impartible Estate [Section 27(ii)]
Holder of impartible estate would be deemed to be an individual owner of all the properties
compromised in the estate.

Illustration 6: Mr. J is a karta of HUF which has many buildings and one temple. Mr. J dissolves
HUF and distributes all assets of HUF within the family members. However, as per the family
customs, he keeps temple building with himself although all the family members have access to
such temple building. Now, in this case, Mr. J is not the owner of the temple building but shall be
regarded as a deemed owner as this temple building and shall be regarded as impartible estate.

(C) Member of the Cooperative Society [Section 27(iii)]
The member of the co-operative society, company etc. to whom the building or flats are allotted or
leased shall be the deemed owner of the property allotted to him.

(D) Possession of Property under Part Performance of Contract as referred under section
53A of Transfer Of Property Act [Section 27(iiia)]
If a person is allowed to take the possession of any building or part thereof in a part performance of
a contract of the nature as referred in Section 53A of the Transfer of Property Act, then he shall be
deemed owner of the House Property even though he shall not be the registered owner of the
property.

(E) Person having Right in a Property for a Period of 12 Years or more [Section 27(iiib)]
A lessee of a building, in case the building is leased out for 12 years or more, is a deemed owner.

COMPUTATION OF ANNUAL VALUE [SECTION 23]
Annul Value is the amount for which the property might reasonably be expected to be let out from
year to year. It is like the Notional Rent, which could have been earned had the property been let
out. In determining the Annual Value, the following factors have to be determined:

(a) Municipal Value of the Property: Municipal Value (MV) is the value as determined by the
Municipal authorities to levy the House Tax.

(b) Fair Rent of the Property: Fair Rent (FR) is the rent that the similar property can fetch in the
same or the similar locality, if let out for the year.

(c) Standard Rent of the Property: Standard Rent (SR) is the rent fixed under The Rent
Control Act of the particular state. If the Standard Rent is fixed under the Rent Control Act,
then owner cannot be expected to get the higher rent.

(d) Actual Rent received or receivable: It is the Actual Rent received or receivable by the
landlord from tenant.

STEPS TO FOLLOW TO CALCULATE GROSS ANNUAL VALUE

STEP 1 Calculate the higher of the Municipal Value and Fair Rent.

STEP 2 Compare the value of Step 1 with the Standard Rent, and take the lower of the two.
CASE LAW Mrs. Sheila Kaushish Vs CIT [1981] 131 ITR 435 (SC)

The Supreme Court decided that if the property is covered by Rent Control Act, then the amount so
computed at Step 1 cannot exceed Standard Rent which is determinable, under the Rent Control Act.
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The value so derived after Step 2 may be called as Expected Rent. Keep in mind that the
Expected Rent cannot be more than the standard rent but definitely it can be lower than the
standard rent.

STEP 3 From the value at Step 2, reduce the loss of rent due to vacancy (if any) and the balance
amount is called Reasonable Rent.

STEP 4 Compare the value of the Step 3 with the actual rent received or receivable and choose
the higher of the two.

The value so derived after Step 4 shall be called the GROSS ANNUAL VALUE.

Illustration 7: Mr. V owns five Houses at Cochin. Compute GAV of each House from the
information given below for the AY 2018-2019 i.e. PY 2017-2018. MAY 2012: 5 MARKS

Particulars House 1 House 2 House 3 House 4 House 5
Municipal  Value `1,20,000 `2,40,000 `1,10,000 `90,000 `75,000
Fair Rent `1,50,000 `2,40,000 `1,14,000 `84,000 `80,000
Standard Rent `1,08,000 NA `1,44,000 NA `78,000
Actual Rent `1,80,000 `2,10,000 `1,20,000 `1,08,000 `72,000

Solution : Calculation of GAV for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2 House 3 House 4 House 5
Municipal  Value `1,20,000 `2,40,000 `1,10,000 `90,000 `75,000
Fair Rent `1,50,000 `2,40,000 `1,14,000 `84,000 `80,000
Higher 1,50,000 2,40,000 1,14,000 90,000 80,000
Standard Rent `1,08,000 NA `1,44,000 NA `78,000
Lower = expected rent 1,08,000 2,40,000 1,14,000 90,000 78,000
Actual Rent `1,80,000 `2,10,000 `1,20,000 `1,08,000 `72,000
Higher = GAV `1,80,000 `2,40,000 `1,20,000 `1,08,000 `78,000

CONCEPT OF MUNICIPAL TAXES
1) In every city there is a body which has main object of maintaining and managing that city and

such body is called Municipal Corporation.
2) To meet expenses of maintaince, municipal corporation charges taxes from corporates and

citizens and such taxes are called municipal taxes.
3) Any tax paid to Central Government or to State Government is not classed as a municipal taxes.
4) Municipal taxes

 Paid on or before 31/3/PY
 By the assessee (owner of the house property)
 Are allowed as deduction from GAV

5) Any interest or penalty charged by the municipal corporation for the late payment of municipal
taxes are not allowed to be reduced.

6) Municipal taxes paid by tenant shall not be allowed as deduction from GAV
7) Municipal taxes paid for more than one year (whether paid in advance or arrear paid) shall be

allowed to be reduced.

Value derived after deducting Municipal Taxes from gross annual value is called NET ANNUAL
VALUE



CHAPTER 6 INCOME FROM HOUSE PROPERTY
173

Illustration 8: Calculate NAV of the house property from following situations for Mr. J
(a) Municipal  Value `35,000 pm
(b) Fair Rent `38,000 pm
(c)  Standard Rent `30,000 pm
(d) Actual Rent received and receivable `37,500 pm
(e)  Municipal Tax for the year are `14,000 pa
1) Municipal taxes are paid by Mr. J on 31/3/2018
2) Municipal taxes are paid by Mr. J on 5/4/2018
3) Half of municipal taxes are paid by Mr. J on 31/3/2018 and half on 2/4/2018
4) Municipal taxes of two years ie current year and preceeding year are paid by Mr. J on 31/3/2018

and interest is charged by municipal corporation for the amount of `2,000.
5) Municipal taxes of two years ie current year and of next year are paid by Mr. J on 31/3/2018
6) Municipal taxes are paid by tenant of by Mr. J on 31/3/2018
7) On 31/3/2018 half of municipal taxes are paid by Mr. J and half are paid by tenant of Mr. J

Solution : Calculation of NAV for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1

(`)
House 2

(`)
House 3

(`)
House 4

(`)
House 5

(`)
House 6

(`)
House 7

(`)
Municipal  Value 4,20,000 4,20,000 4,20,000 4,20,000 4,20,000 4,20,000 4,20,000
Fair Rent 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000
Higher 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000 4,56,000
Standard Rent 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000
Expected rent 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000 3,60,000
Actual Rent 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000
Higher = GAV 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000 4,50,000
Less: Municipal
Taxes paid by
landlord on /
before 31/3/2018

14,000 NIL 7,000 28,000 28,000 NIL 7,000

NAV 4,36,000 4,50,000 4,43,000 4,22,000 4,22,000 4,50,000 4,43,000

HOUSE PROPERTY CAN BE CLASSIFIED INTO EIGHT CATEGORIES [SECTION 23]

Category Tax treatment

1. House Property, which is let out for the entire
year

The GAV shall be calculated in the
manner given above. Further Municipal
Taxes paid by landlord are to be
deducted to get NAV.

2. House Property let out for part of the year and
was vacant for the balance part of the year.

Please refer next page “CONCEPT OF
VACANCY”

3. House Property which is vacant for full year. The GAV shall be NIL. Further,
Municipal Taxes paid by the landlord
will be deducted and we will get
negative NAV.

4. House Property is self-occupied throughout the
year

The GAV shall be NIL. Further,
Municipal Taxes paid by the landlord
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5. House Property, which is self-occupied for the
residential purposes but could not be occupied
for the reason of the employment at any other
place

are not allowed to be deducted and
therefore we can’t have negative NAV.

6. More than one house in the occupation of the
assessee for his residence

Assessee has an option to choose any
one house to be self-occupied and
hence its value shall be taken to be
NIL. But in case of other house(s),
Expected Rent shall be considered to
be GAV.

7. House property partly let out and partly self occupied.

There can be two possibilities in this case

(a) Partly Let Out and Partly Self Occupied, i.e., PLO/PSO on the basis of area:
In this case any portion or part of the property which is let out shall be computed
separately under the ‘Let Out’ category and the other portion or part of the
property which is self-occupied shall be computed under the ‘Self-Occupied’
category.
Municipal Value, Fair Rent, Standard Rent and Municipal Taxes, if not given
separately for let out and self-occupied portions, will have to be apportioned on
the basis of the area.

(b) Partly Let Out for a period and Partly Self-Occupied for the remaining
period, i.e., PLO/PSO on the Basis of Time Period:
If single unit (floor, house, flat or apartment) of House Property is self-occupied for
a period and let out for the remaining period then, FRV of the Property has to be
calculated as per our normal method. Municipal Value, Fair Rent, Standard Rent
and Municipal Taxes are not to be bifurcated on the basis of time period.

8.

Section 23(5) : When house property is held as stock-in-trade and house property is not let
during the whole or part of the previous year then the annual value of such property shall be
taken to be nil.
This will apply for the period up to one year from the end of the financial year in which the
certificate of completion of construction of the property is obtained from the competent
authority.

CONCEPT OF VACANCY

If the House Property is vacant during the financial year then the loss due to vacancy shall be
reduced from the Expected Rent. The Value so arrived shall be compared with the Actual Rent
received or receivable by landlord. The higher of the two values shall be termed as GAV.

AMENDMENT FROM AY 2018-2019
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Illustration 9: Mr. J is owner of six houses. Compute the NAV of each of house
Particulars 1 (`) 2 (`) 3 (`) 4 (`) 5 (`) 6 (`)
MV 2,00,000 2,40,000 3,06,000 4,00,000 4,08,000 4,05,000
FR 2,04,000 2,40,000 4,00,000 4,00,000 5,00,000 5,00,000
SR N.A 2,40,000 5,00,000 5,00,000 N.A 4,08,000
Rent (pm) 15,000 30,000 40,000 30,000 45,500 30,500
Vacant for 1 month 2 months 4 months 4 months 6 months 9 months
Municipal
Taxes

3,000(paid
during the
year)

3,000(due
but not paid
during the
year)

3,000(due
but not paid
during the
year)

3,000(related
for the last
year, paid
during the
year)

3,000(paid
during the
year, for
the next
year)

3,000(1,500
related to
this year
and 1,500
related to
last PY paid
during the
year)

Solution : Calculation of NAV for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1

(`)
House 2

(`)
House 3

(`)
House 4

(`)
House 5

(`)
House 6

(`)
Municipal  Value 2,00,000 2,40,000 3,06,000 4,00,000 4,08,000 4,05,000
Fair Rent 2,04,000 2,40,000 4,00,000 4,00,000 5,00,000 5,00,000
Standard Rent NA 2,40,000 5,00,000 5,00,000 N.A 4,08,000
Expected rent 2,04,000 2,40,000 4,00,000 4,00,000 5,00,000 4,08,000
Less: loss of rent due to
vacancy of HP

15,000 60,000 1,60,000 1,20,000 2,73,000 2,74,500

Reasonable rent 1,89,000 1,80,000 2,40,000 2,80,000 2,27,000 1,33,500
Actual Rent 1,65,000 3,00,000 3,20,000 2,40,000 2,73,000 91,500
Higher = GAV 1,89,000 3,00,000 3,20,000 2,80,000 2,73,000 1,33,500
Less: Municipal Taxes paid by
landlord on / before 31/3/2018

3,000 Nil NIL 3,000 3,000 3,000

NAV 1,86,000 3,00,000 3,20,000 2,77,000 2,70,000 1,30,500

Illustration 10: Calculate NAV assuming the Municipal Taxes paid to be `5,000 in all cases.
1) Mr. J has let out his HP @ `10,000 pm for 9 months and for remaining period it was vacant. Its

MV is `18,000 pm, FR is `15,000 pm and SR is `14,000 pm.
2) Assume in (1) above, HP was let out @ `20,000 pm.
3) Assume in (1) above, HP was let out @ `15,000 pm.
4) Assume in (1) above, HP was let out @ `20,000 pm but remained vacant for 10 months.
5) Assume in (1) above, HP was let out @ `14,000 pm and House was vacant for three months.
6) Assume in (1) above, MV of House was `12,000 pm.

Solution : Calculation of GAV for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1

(`)
House 2

(`)
House 3

(`)
House 4

(`)
House 5

(`)
House 6

(`)
Municipal  Value 2,16,000 2,16,000 2,16,000 2,16,000 2,16,000 1,44,000
Fair Rent 1,80,000 1,80,000 1,80,000 1,80,000 1,80,000 1,80,000
Standard Rent 1,68,000 1,68,000 1,68,000 1,68,000 1,68,000 1,68,000
Expected rent 1,68,000 1,68,000 1,68,000 1,68,000 1,68,000 1,68,000
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Less: loss of rent due to
vacancy of HP

30,000 60,000 45,000 2,00,000 42,000 30,000

Reasonable rent 1,38,000 1,08,000 1,23,000 NIL 1,26,000 1,38,000
Actual Rent 90,000 1,80,000 1,35,000 40,000 1,26,000 90,000
Higher = GAV 1,38,000 1,80,000 1,35,000 40,000 1,26,000 1,38,000
Less: Municipal Taxes paid
by landlord on / before 31/3/2018

5,000 5,000 5,000 5,000 5,000 5,000

NAV 1,33,000 1,75,000 1,30,000 35,000 1,21,000 1,33,000

Illustration 11: Mr. J is owner of a big house which is let out at the Rent of `20,000 pm. Municipal
Value of the House `15,000 pm, Fair Rent `21,000 pm, Standard Rent `18,000 pm and Municipal
Tax paid are `5,000 pa. Calculate NAV of the House.

Solution: Calculation of Net Annual Value
Particulars House (`)
Municipal  Value 1,80,000
Fair Rent 2,52,000
Standard Rent 2,16,000
Expected rent 2,16,000
Less: loss of rent due to vacancy of HP NIL
Reasonable rent 2,16,000
Actual Rent 2,40,000
Higher = GAV 2,40,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 5,000
NAV 2,35,000

Illustration 12: Assume in Illustration 11, the Property was vacant for 2 months. Calculate NAV.

Solution: Calculation of Net Annual Value
Particulars House (`)
Municipal  Value 1,80,000
Fair Rent 2,52,000
Standard Rent 2,16,000
Expected rent 2,16,000
Less: loss of rent due to vacancy of HP (40,000)
Reasonable rent 1,76,000
Actual Rent 2,00,000
Higher = GAV 2,00,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 5,000
NAV 1,95,000

Illustration 13: Assume that in Illustration 11, House Property is self-occupied for the entire year.

Solution: Calculation of Net Annual Value
Particulars House (`)
Municipal  Value 1,80,000
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Fair Rent 2,52,000
Standard Rent 2,16,000
Expected rent 2,16,000
Less: loss of rent due to vacancy of HP NIL
Reasonable rent NIL
Actual Rent NIL
Higher = GAV NIL
Less: Municipal Taxes paid by landlord on / before 31/3/2018 NIL
NAV NIL

Illustration 14: Assume that in Illustration 11, the House Property was vacant for the entire year.

Solution: Calculation of Net Annual Value
Particulars House (`)
Municipal  Value 1,80,000
Fair Rent 2,52,000
Standard Rent 2,16,000
Expected rent 2,16,000
Less: loss of rent due to vacancy of HP NIL
Reasonable rent NIL
Actual Rent NIL
Higher = GAV NIL
Less: Municipal Taxes paid by landlord on / before 31/3/2018 5,000
NAV (5,000)

DEDUCTIONS FROM NET ANNUAL VALUE : SECTION 24
Income under the head ‘House Property’ is to be calculated by making the following Deductions
from Net Annual Value.

STATUTORY DEDUCTION: SECTION 24(a)
From the Net Annual Value (NAV) computed as above, 30% of the NAV is allowed as the
deduction called the Statutory Deduction.

EXPERT’S COMMENTS
(1) In case Annual Value of the House Property is NIL due to the self-

occupancy or vacancy, then the assessee will not be allowed the
Statutory Deduction of 30% since the Annual Value itself is NIL.

(2) The deduction under Section 24(a) is exhaustive. Therefore no
deduction can be claimed in respect of expenses such as insurance,
ground rent, land revenue, repairs, collection charges etc.

(3) The deduction of 30% is allowed irrespective of any Actual Expenses
incurred by the assessee.
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INTEREST ON BORROWED CAPITAL : SECTION 24(b)
Interest
payable on
capital
borrowed

If Property has been acquired, constructed, repaired, renewed or reconstructed
with borrowed capital, then the amount of the interest payable on capital
borrowed is allowed as deduction

Certificate
for interest
amount

The deduction is allowed if a certificate from a financial institution has been
obtained regarding the amount of interest.

Method of
accounting

The deduction is allowed on accrual basis, i.e., it is immaterial whether the
interest has been paid or not during the previous year but it should be certified
by the lender

Gross
Annual Value
is NIL

Assessee will be allowed the deduction of the interest on the borrowed capital
as follows:

Loan borrowed before
1/4/1999

Loan borrowed on or after 1/4/1999

And property has been
 Acquired
 Constructed
 Repaired
 Renewed
 Reconstructed
Then deduction allowed
is lower of:
a) Actual interest

payable
b) Maximum limit of

`30,000 pa.

And property has been
 Acquired
 Constructed

Then deduction allowed
is lower of:

a) Actual interest
payable

b) Maximum limit of
`2,00,000 pa.

However limit of
`2,00,000 will be
applicable only when
construction gets
completed within five
years from the end of
the financial year in
which loan has been
taken.
If not then limit
applicable will be
`30,000 and not
`2,00,000

And property has
been
 Repaired
 Renewed
 Reconstructed

Then deduction
allowed is lower of:
a) Actual interest

payable
b) Maximum limit of
`30,000 pa.

Gross
Annual Value
is NOT NIL

In case of House Property whose gross Annual Value is NOT NIL, there is
no maximum limit for the deduction of interest on Borrowed Capital.

Penal
Interest

Interest on unpaid interest is not allowed as deduction. Similarly, any kind of
penalty imposed by financial institution for non-payment of interest shall not be
allowed as deduction.

Brokerage or
commission

No deduction is allowed for the brokerage or commission paid for raising the
loan.
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Interest
amount

To calculate interest amount as referred above , we need to calculate interest
for the pre-construction period and for the current financial year

Pre-
Construction
Interest

To calculate pre-construction interest, we need to calculate the pre-construction
period, which

 Will start from the date of taking the loan and
 Will end on date which is earlier of

a) 31/3 immediately prior to the date of completion of construction /
date of acquisition or

b) date of repayment of loan
Amortization
of pre-
construction
interest:

Interest for the pre-construction period (calculated as above) can be claimed as
deduction over the period of five years in equal installments commencing from
the year of completion of construction. This interest is known as Pre-
construction Interest.

Construction
completed
within the
financial
year

If the construction/acquisition of the house gets completed within the financial
year in which the loan is taken, then the interest for pre-construction period shall
not be calculated and deducted under Section 24(b).

Interest on
new loan

Interest for the fresh loan taken to repay original loan is allowed as deduction.

Loan re-
payment

If the loan or loan installment is repaid during the year, then the principal
amount repaid shall be allowed as a deduction from Gross Total Income (GTI)
under Section 80C, subject to maximum limit of `1,50,000.

Concept of loan repaid before construction gets completed - Interest calculation u/s 24(b)

Illustration 15: Mr. J took loan from a bank for `10,00,000 on 1/1/2012 @ 12% pa for the
construction of the house which is self-occupied. Construction of the house got completed on
1/1/2018 and full amount of loan was paid back on 31/1/2017. Compute deduction under Section
24(b) for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/1/2012 to 31/1/2017

(31st March immediately
preceeding the date on which
construction gets completed or
date of repayment of loan
whichever is earlier)

61 months

Step 2 Pre-construction period interest `10,00,000 X 12% × 61/12
= `6,10,000 / 5

`1,22,000

Step 3 Current year interest-2017-2018 NIL NIL

Step 4 Add interests of step 2 & 3 `1,22,000 + NIL `1,22,000
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Step 5 Deduction of interest shall be
lower of :
a) Actual interest = `1,22,000
b) Maximum limit = `30,000

Loan was taken in the FY 2011-
2012. Construction, if gets
completed within 5 years after
31/3/12 (ie upto 31/3/17) then
maximum limit would be
`2,00,000. In this case
construction gets completed
after 31/3/2017 and that’s why
limit applicable is `30,000

Deduction u/s
24(b) shall be
`30,000

Concept of loan repaid after construction gets completed - Interest calculation u/s 24(b)

Illustration 16: Mr. J took loan from a bank for `10,00,000 on 1/1/2012 @ 8% pa for the
construction of the House which is self-occupied. The construction of the house got completed on
15/3/2018. Compute deduction allowed u/s 24(b) for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/1/2012 to 31/3/2017 63 months

Step 2 Pre-construction period interest `10,00,000 X 8% × 63/12
= `4,20,000 / 5

`84,000

Step 3 Current year interest-2017-2018 `10,00,000 X 8% `80,000

Step 4 Add interests of step 2 & 3 `84,000 + `80,000 `1,64,000

Step 5 Deduction of interest shall be
lower of :
a) Actual interest = `1,64,000
b) Maximum limit = `2,00,000

Loan was taken in the FY
2011-2012. Construction, if
gets completed within 5 years
after 31/3/12 (ie upto 31/3/17)
then maximum limit would be
`2,00,000. In this case
construction gets completed
after 5 years and that’s why
limit applicable is `30,000

Deduction u/s
24(b) shall be
`30,000

Illustration 17: Mr. J had taken a loan of `9,00,000 on 1/4/2012 for the construction  a house, at
the rate of 20% pa. The construction of house was completed on 15/1/2018. Compute deduction
u/s 24(b) for AY 2018-2019 i.e. PY 2017-2018 if house is self-occupied and if house is let out

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/4/2012 to 31/3/2017 60 months

Step 2 Pre-construction period interest `9,00,000 X 20% × 60/12
= `9,00,000 / 5

`1,80,000

Step 3 Current year interest-2017-2018 `9,00,000 X 20% `1,80,000
Step 4 Add interests of step 2 & 3 `1,80,000 + `1,80,000 `3,60,000
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Step 5 Deduction of interest shall be lower
a) Actual interest = `3,60,000
b) Maximum limit

If house is self
occupied

If house is let
out

`2,00,000 Not applicable

Deduction u/s 24(b) shall be
If house is self occupied If house is let out
`2,00,000 `3,60,000

Full question when HP is PLO-Partly vacant

Illustration 18: Compute House Property income for AY 2018-2019 i.e. PY 2017-2018.
Particulars House 1 House 2 House 3
Municipal Value `1,00,000 `1,50,000 `2,00,000
Fair Rent `1,40,000 `1,80,000 `2,40,000
Standard Rent `1,20,000 `2,00,000 NA
Rent (p.m) `12,000 `17,500 `21,000
Period of vacancy NIL 1 month 6 months
Municipal Taxes Paid `20,000 `80,000 `30,000
Interest on loan House Property `30,000 `40,000 `20,000

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2 House 3
Municipal  Value `1,00,000 `1,50,000 `2,00,000
Fair Rent `1,40,000 `1,80,000 `2,40,000
Standard Rent `1,20,000 `2,00,000 NA
Expected rent `1,20,000 `1,80,000 `2,40,000
Less: loss of rent due to vacancy of HP NIL `17,500 `1,26,000
Reasonable rent `1,20,000 `1,62,500 `1,14,000
Actual Rent `1,44,000 `1,92,500 `1,26,000
Higher = GAV `1,44,000 `1,92,500 `1,26,000
Less: Municipal Taxes paid `20,000 `80,000 `30,000
NAV `1,24,000 `1,12,500 `96,000
Less :  deduction u/s 24(a) `37,200 `33,750 `28,800
Less : deduction u/s 24(b) `30,000 `40,000 `20,000
Income from house property `56,800 `38,750 `47,200

Concept of repayment of loan by borrowing another loan

Illustration 19: Mr. J owns the House Property, the construction of which was completed in
November 2014. The house is let out for the monthly Rent of `9,000. On 1/11/2008 he had
borrowed a loan of `3,00,000 for the purpose of the construction of the house @ 18% pa. On
30/11/2013 he borrowed another loan of `2,00,000 @ 15% pa and utilized this amount along with
some other available cash to repay the original loan of `3,00,000. Municipal Taxes paid by him
were `15,000. Compute the income from House Property for AY 2018-2019 i.e. PY 2017-2018.
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Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Actual Rent `1,08,000
Higher = GAV `1,08,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `15,000
NAV `93,000
Less :  deduction u/s 24(a) `27,900
Less : deduction u/s 24(b) `86,900
Income from house property (`21,800)

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/11/2008 to 31/3/2014 65 months

Step 2 Pre-construction period interest `3,00,000 X 18% X 61/12
+

`2,00,000 X 15% X 4/12

`2,74,500 + `10,000
= `2,84,500
`2,84,500 / 5 = 56,900

Step 3 Current year interest-2017-2018 `2,00,000 X 15% `30,000
Step 4 Add interests of step 2 & 3 `56,900 + `30,000 `86,900

Step 5 Deduction of interest shall be `86,900

Concept of more than one HP self-occupied – full question

Illustration 20: Mr. J has 3 houses which are occupied for his residential purposes. Followings
particulars are given by him for AY 2018-2019 i.e. PY 2017-2018.

Particulars House 1 House 2 House 3
Municipal Value `12,000 `24,000 `36,000
Fair Rent `15,000 `27,000 `25,000
Standard Rent `9,000 `20,400 `18,000
Municipal Taxes Paid `1,800 `2,400 `1,700
Interest payable `3,000 `36,000 `18,000
Municipal  Taxes payable `1,200 `1,100 `1,500

Mr. J also has a total salary of `5,65,000 of the year. Calculate Total Income of Mr. J

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018

Option 1
Particulars House 1 – SO House 2- DLO House 3- DLO
Expected Rent = GAV NIL `20,400 `18,000
Less: Municipal Taxes paid by landlord
on / before 31/3/2018

NIL `2,400 `1,700

NAV NIL `18,000 `16,300
Less :  deduction u/s 24(a) NIL `5,400 `4,890
Less : deduction u/s 24(b) `3,000 `36,000 `18,000
Income from house property (`3,000) (`23,400) (`6,590)
Total income from house property after doing set off of losses = (`32,990)
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Option 2
Particulars House 1 – DLO House 2- SO House 3- DLO
Expected Rent = GAV `9,000 NIL `18,000
Less: Municipal Taxes paid by landlord
on / before 31/3/2018

`1,800 NIL `1,700

NAV `7,200 NIL `16,300
Less :  deduction u/s 24(a) `2,160 NIL `4,890
Less : deduction u/s 24(b) `3,000 `36,000 `18,000
Income from house property `2,040 (`36,000) (`6,590)
Total income from house property after doing set off of losses = (`40,550)

Option 3
Particulars House 1 – DLO House 2- DLO House 3- SO
Expected Rent = GAV `9,000 `20,400 NIL
Less: Municipal Taxes paid by landlord
on / before 31/3/2018

`1,800 `2,400 NIL

NAV `7,200 `18,000 NIL
Less :  deduction u/s 24(a) `2,160 `5,400 NIL
Less : deduction u/s 24(b) `3,000 `36,000 `18,000
Income from house property `2,040 (`23,400) (`18,000)
Total income from house property after doing set off of losses = (`39,360)

Calculation of Total Income
Income from salary `5,65,000
Income from house property (`40,550)
Income from business and profession NIL
Income from capital gains NIL
Income from other sources NIL
Gross total income `5,24,450
Less: Deductions u/s 80C to 80U NIL
Taxable income / Total Income `5,24,450

Concept of HP partly LO , partly SO , partly used for Business

Illustration 21: Mr. J is a Chartered Accountant and has a house property situated at Delhi, which
has three identical units, unit I was used by him for his professional purpose, unit II was let out for
residential purposes at `5,000 p.m., and unit III was self-occupied.  Other particulars are:
Municipal Taxes paid `30,000
Interest on money borrowed for construction of House Property `60,000
Repair and maintaince of building `45,000
Compute his income under the head House Property and Total Income for the AY 2018-2019 i.e.
PY 2017-2018, assuming his gross receipts from CA practice are `5,00,000.
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Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars 1/3 House LO 1/3 House SO
GAV `60,000 NIL
Less: Municipal Taxes paid by landlord on / before
31/3/2018

`10,000 NIL

NAV `50,000 NIL
Less :  deduction u/s 24(a) `15,000 NIL
Less : deduction u/s 24(b) `20,000 `20,000
Income from house property `15,000 (`20,000)
Total income from house property after doing set off of losses = (`5,000)

1/3 of building is used for Business activities and
income shall be calculated as income of PGBP

Gross receipts `5,00,000
Less: expenses
Municipal taxes
Interest on borrowed capital
Repairs and maintaince

`10,000
`20,000
`15,000

Net profit to be taxed as PGBP Income `4,55,000

Calculation of Taxable Income
Income from house property (`5,000)
Income from business and profession `4,55,000
Gross total income `4,50,000
Less: Deductions u/s 80C to 80U NIL
Taxable income / Total Income `4,50,000

Concept when pre-construction period has been expired

Illustration 22: Mr. J owns a house in Delhi whose Municipal Value is `60,000 and the Fair Rent is
`72,000. During the AY 2018-2019 i.e. PY 2017-2018 the house was vacant from the period
1/4/2017 to 30/6/2017. It was let out for the residential purposes on 1/7/2017 at `7,500 p.m. He
has paid Municipal Taxes `18,000 and the insurance premium `14,000.  He had taken a loan of
`90,000 on 1/4/2008 @ 15% pa for the construction of the house, which got completed on
21/3/2013. Nothing was re-paid from loan.  Find out income from House Property for AY 2018-
2019 i.e. PY 2017-2018.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Municipal  Value `60,000
Fair Rent `72,000
Standard Rent NIL
Expected rent `72,000
Less: loss of rent due to vacancy of HP `22,500
Reasonable rent `49,500
Actual Rent `67,500
Higher = GAV `67,500
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `18,000
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NAV `49,500
Less :  deduction u/s 24(a) `14,850
Less : deduction u/s 24(b) `13,500
Income from house property `21,150

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/4/2008 to 31/3/2012 48 months

Step 2 Pre-construction period interest `90,000 X 15% × 48/12
= `54,000 / 5 = `10,800
2012-2013
2013-2014
2014-2015
2015-2016
2016-2017

NIL , since five
years have lapsed
before start of
2017-2018

Step 3 Current year interest-2016-2017 `90,000 X 15% `13,500
Step 4 Add interests of step 2 & 3 NIL + `13,500 `13,500
Step 5 Deduction of interest shall be `13,500

Concept when construction gets completed in the year of taking loan

Illustration 23: Mr. X is an owner of a House Property, which has a Municipal Value of `1,44,000
pa. This House was vacant for three months for the AY 2018-2019 i.e. PY 2017-2018.  For the rest
of the period, this was let out @ `15,000 pm. He has made the following payments:
a) Municipal Taxes `18,000
b) Repairs `12,000
c) Fire Insurance Premium `10,000
A loan of `3,00,000 was taken on 1/4/2014 @ 12% pa for the construction of the house which was
completed on 21/3/2015. 50% of the loan has been paid back to bank on 1/10/2017. Find out
House Property income.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Municipal  Value `1,44,000
Fair Rent NIL
Standard Rent NIL
Expected rent `1,44,000
Less: loss of rent due to vacancy of HP `45,000
Reasonable rent `99,000
Actual Rent `1,35,000
Higher = GAV `1,35,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `18,000
NAV `1,17,000
Less :  deduction u/s 24(a) `35,100
Less : deduction u/s 24(b) `27,000
Income from house property `54,900
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Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/4/2014 to 31/3/2014 This is not possible thus no

pre-construction interest is
allowed

Step 2 Pre-construction period interest NIL NIL
Step 3 Current year interest-2017-2018 `3,00,000 X 12% X 6/12

`1,50,000 X 12% X 6/12
`18,000
`9,000

Step 4 Add interests of step 2 & 3 NIL + `27,000 `27,000
Step 5 Deduction of interest shall be `27,000

Full question when HP is PLO-PSO based on area
Illustration 24: Mr. J is owner the House which has two floors. Ground floor is let out at `40,000
pm and first floor is self-occupied. Municipal Taxes paid for full house are `80,000 pa and interest
on borrowed capital for full house payable is `45,000 pa. Calculate income from House Property
for AY 2018-2019 i.e. PY 2017-2018.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars 1/2 House LO 1/2 House SO
GAV `4,80,000 NIL
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `40,000 NIL
NAV `4,40,000 NIL
Less :  deduction u/s 24(a) `1,32,000 NIL
Less : deduction u/s 24(b) `22,500 `22,500
Income from house property `2,85,500 (`22,500)
Total income from house property after doing set off of losses = `2,63,000

Illustration 25: Mr. J owns the House Property of which 60% is let out on Rent of `6,000 pm and
40% is self-occupied.  The let out portion was also self-occupied during April and May 2017.  MV of
the House is `72,000 and FR is `70,000. Taxes paid for the House Property are `6,000.  He took
the loan of `3,00,000 @ 12% pa for the construction of the house on 1/4/2012 and the construction
was completed on 31/1/2017. Compute the income under head ‘House Property’ for AY 2018-2019
i.e. PY 2017-2018.

Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars 60% House LO 40% House SO
Municipal value `43,200 `28,800
Fair rent `42,000 `28,000
Standard rent NIL NIL
Expected rent `43,200 `28,800
Actual rent
(for 10 months since it is self occupied for 2 months)

`60,000 NIL

GAV `60,000 NIL
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `3,600 NIL
NAV `56,400 NIL
Less :  deduction u/s 24(a) `16,920 NIL
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Less : deduction u/s 24(b) `38,880 `25,920
Income from house property `600 (`25,920)
Total income from house property after doing set off of losses = `25,320

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/4/2012 to 31/3/2016 48 months
Step 2 Pre-construction period interest `3,00,000 X 12% X 48/12

`1,44,000 / 5 =
`28,800

Step 3 Current year interest-2016-2017 `3,00,000 X 12% `36,000
Step 4 Add interests of step 2 & 3 `28,800 + `36,000 `64,800
Step 5 Deduction of interest shall be 60% = `38,880

40% = `25,920

INTEREST PAYABLE OUTSIDE INDIA : SECTION 25
If the capital for construction, purchase, renovation or reconstruction has been borrowed from
outside India then interest on such borrowed capital which is payable outside India shall be allowed
as deduction if tax on the same has been paid by the receiver of the interest or TDS has been
done by the payer of the interest.

Illustration 26: J Ltd. is owner of the House Property which is let out on Rent @ `60,000 pm. J
Ltd. has paid Municipal Taxes of `80,000 pa. It took a loan from bank in Australia for purchasing
this house. It has paid interest to the bank of `1,20,000 pa. Calculate House Property income if:
(a) J Ltd.  has not done TDS on such interest and neither has Australian bank  paid tax on this.
(b) J Ltd. has done TDS and deposited it with the Central Government.

Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars TDS not

done
TDS done and
deposited

GAV `7,20,000 `7,20,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `80,000 `80,000
NAV `6,40,000 `6,40,000
Less :  deduction u/s 24(a) `1,92,000 `1,92,000
Less :  deduction u/s 24(b) NIL `1,20,000
Income from house property `4,48,000 `3,28,000

CONCEPT OF UNREALISED RENT : EXPLANATION TO SECTION 23(1)
As per the explanation to Section 23(1), the Actual rent received/receivable shall not include
unrealized portion of the Rent. Unrealized Rent is the amount of the rent receivable but not
received by the landlord and so proved to be lost and irrecoverable. Unrealized Rent is permissible
as deduction if the following conditions as given under Rule 4 are satisfied:

1) The tenancy must be bona fide.
2) The defaulting tenant has vacated or the steps have been taken to compel him to vacate the

House Property.
3) The defaulting tenant is not in the possession of any other property of the assessee
4) The assessee has taken all the reasonable steps to institute legal proceedings for the

recovery of the unpaid rent.



CHAPTER 6 INCOME FROM HOUSE PROPERTY
188

Illustration 27: Mr. J has a house which is given on Rent at `12,000 pm. The Fair Rent of the
House is `1,10,000 pa. The tenant did not pay the Rent for one month. For the construction of this
house Mr. J has taken a loan for `2,00,000 @ 12% pa. on 1/7/2012. The construction of the house
was completed on 15/12/2016. Full loan is outstanding as on 31/3/2018. Calculate House Property
income for AY 2018-2019 i.e. PY 2017-2018 if

a) Mr. J has satisfied all the four conditions for claiming the deduction of Unrealized Rent.
b) Mr. J has not satisfied all the four conditions for claiming the deduction of Unrealized Rent.

Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Conditions are satisfied Conditions are not satisfied
Annual rent `1,44,000 `1,44,000
Less: unrealized rent `12,000 NIL
Rent = GAV `1,32,000 `1,44,000
Less: Municipal Taxes paid NIL NIL
NAV `1,32,000 `1,44,000
Less :  deduction u/s 24(a) `39,600 `43,200
Less :  deduction u/s 24(b) `42,000 `42,000
Income from house property `50,400 `58,800

Solution: Calculation of Interest on Borrowed Capital
Step 1 Pre-construction period 1/7/2012 to 31/3/2016 57 months
Step 2 Pre-construction period interest `2,00,000 X 12% X 45/12

`90,000 / 5 =
`18,000

Step 3 Current year interest-2016-2017 `2,00,000 X 12% `24,000
Step 4 Add interests of step 2 & 3 `24,000 + `22,800 `46,800
Step 5 Deduction of interest shall be `42,000

Illustration 28: Mr. J is owner of the House which has Municipal Value of `2,00,000, Fair Rent of
`2,10,000 , Standard Rent of `1,75,000 and Monthly Rent of `21,000. Mr. J was unable to realize
the Rent for 2 months of October and September 2017. The tenant vacated Property in October
2017 and thereafter the Property was let out for `25,000 pm. Compute House Property income
assuming municipal taxes paid to be `20,000 and interest for borrowed capital paid to be `40,000
for AY 2018-2019 i.e. PY 2017-2018.

Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars We assume that all 4

conditions are satisfied
Municipal  Value `2,00,000
Fair Rent `2,10,000
Standard Rent `1,75,000
Expected rent `1,75,000
Less: loss of rent due to vacancy of HP NIL
Reasonable rent `1,75,000
Actual Rent
(`21,000 X 7) – (`21,000 X 2) = `1,05,000
`25,000 X 5 = `1,25,000

`2,30,000
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Rent = GAV `2,30,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `20,000
NAV `2,10,000
Less :  deduction u/s 24(a) `63,000
Less :  deduction u/s 24(b) `40,000
Income from house property `1,07,000

Illustration 29: For AY 2018-2019 i.e. PY 2017-2018 Mr. J submits following information:
Income from business `92,000
House Property Income. House I House II
Fair Rent `35,000 `32,000
Municipal  valuation `36,000 `35,000
Standard Rent `30,000 `50,000
Annual Rent `60,000 `42,000
Vacant period in number of months 2 4
Loss on account of vacancy `10,000 `14,000
Actual Rent received or receivable `49,000 `20,000
Municipal  Taxes paid `4,000 `5,000
Interest on capital borrowed by mortgaging House I.
(Funds are used for construction of House II)

NIL `14,000

Determine the taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 assuming that he
pays `90,000 in the Public Provident Fund Account.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2
Municipal  Value `36,000 `35,000
Fair Rent `35,000 `32,000
Standard Rent `30,000 `50,000
Expected rent `30,000 `35,000
Less: loss of rent due to vacancy of HP `10,000 `14,000
Reasonable rent `20,000 21,000
Actual Rent `49,000 `20,000
Higher = GAV `49,000 `21,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `4,000 `5,000
NAV `45,000 `16,000
Less :  deduction u/s 24(a) `13,500 `4,800
Less : deduction u/s 24(b) NIL `14,000
Income from house property `31,500 (`2,800)
Income from house property after set off = `28,700

Calculation of Taxable Income
Income from salary NIL
Income from house property `28,700
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Income from business and profession `92,000
Income from capital gains NIL
Income from other sources NIL
Gross total income `1,20,700
Less: Deductions u/s 80C to 80U `90,000
Taxable income / Total Income `30,700

Illustration 30: Mrs. J owns two houses, the details of which are as follows:
House 1 House 2

Municipal Valuation `3,10,000 `2,10,000
Fair Rent `3,40,000 `2,20,000
Standard Rent `2,90,000 `2,30,000
Annual Rent (monthly Rent is `17,300) NIL `2,07,600
Unrealized Rent NIL `17,300

First House is used for her own residence while second is let out. She paid `20,000 as interest on
loan taken for the construction of first house. The second house remained vacant for two months.
Expenses in respect of the second house are Municipal Taxes paid `15,000; land revenue due but
not paid `5,000. Interest on loan for the reconstruction of the house `20,000. During the AY 2018-
2019 i.e. PY 2017-2018 Mrs. J was employed in ABC LTD. at monthly salary of `25,200. The
company paid `2,500 pa as Professional Taxes on her behalf.  Compute total income of Mrs. J for
AY 2018-2019 i.e. PY 2017-2018.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2
Municipal  Value `3,10,000 `2,10,000
Fair Rent `3,40,000 `2,20,000
Standard Rent `2,90,000 `2,30,000
Expected rent `2,90,000 `2,20,000
Less: loss of rent due to vacancy of HP NIL `34,600
Reasonable rent `2,90,000 `1,85,400
Actual Rent NIL `1,55,700
Higher = GAV NIL `1,85,400
Less: Municipal Taxes paid by landlord on / before 31/3/2018 NIL `15,000
NAV NIL `1,70,400
Less :  deduction u/s 24(a) NIL `51,120
Less : deduction u/s 24(b) `20,000 `20,000
Income from house property (`20,000) `99,280
Income from house property after set off = `79,280

Calculation of Taxable Income
Income from salary
Basic salary
Add: Professional tax paid by employer
Gross salary
Less: Deduction u/s 16(iii)

`3,02,400
`2,500
`3,04,900
`2,500 `3,02,400
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Income from house property `79,280
Income from business and profession NIL
Income from capital gains NIL
Income from other sources NIL
Gross total income `3,81,680
Less: Deductions u/s 80C to 80U NIL
Taxable income / Total Income `3,81,680

CONCEPT OF RECOVERY OF UNREALIZED RENT AND RECOVERY OF
ARREAR OF RENT : SECTION 25A
a) When the assessee realizes unrealized rent , which are allowed as a deduction in any of the

earlier PYs , then it shall be chargeable to tax under the head of ‘House Property’ in the year of
recovery.

b) If any assessee has let out any building and has received arrear of rent (increased rent from
back date) from such property, which has not been charged to income tax earlier, then such an
amount shall be chargeable to tax under the head of ‘House Property’ in the year of recovery.

c) Amount mentioned in a) and b) above will be chargeable to tax after deducting 30% of such
amount.

d) It would be of no significance whether the assessee is owner of the house property or not.

Illustration 31: Mr. J is owner of the house which is given on Rent to Mr. D at `20,000 pm. Mr. D
did not pay Rent for February and March 2017 and vacated this house on 31/3/2017. Mr. J has let
out the house to Mr. A on 1/4/2017 at `25,000 pm.  Municipal Tax paid by Mr. J is `5,000 pa. Mr. D
has paid `25,000 to Mr. J on 31/3/2018 in full and final settlement. Calculate income from House
Property of Mr. J for AY 2017-2018 i.e. PY 2016-2017 and for AY 2018-2019 i.e. PY 2017-2018.

Solution : Calculation of house property income
Particulars PY 2016-2017

AY 2017-2018
PY 2017-2018
AY 2018-2019

Actual Rent (`20,000 X 12) – (`20,000 X 2) `2,00,000 `3,00,000
Higher = GAV `2,00,000 `3,00,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `5,000 `5,000
NAV `1,95,000 `2,95,000
Less :  deduction u/s 24(a) `58,500 `88,500
Less : deduction u/s 24(b) NIL NIL
Income `1,36,500 `2,06,500
Add: Recovery of unrealized rent
Recovery `25,000
Less: Deduction u/s 25A of 30% `7,500

`17,500

Taxable income from house property `1,36,500 `2,24,000

Illustration 32: Mr. J has given his house on Rent to Mr. D at `20,000 pm. On 1/4/2017 they
entered into an agreement whereby rent is increased from `20,000 pm to `25,000 pm, which is
effected from 1/1/2017. Municipal Taxes paid are `10,000. Calculate his House Property Income
for AY 2018-2019 i.e. PY 2017-2018.
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Solution : Calculation of house property income
Actual Rent `3,00,000
Higher = GAV `3,00,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `10,000
NAV `2,90,000
Less :  deduction u/s 24(a) `87,000
Less : deduction u/s 24(b) NIL
Income `2,03,000
Add: Recovery of arrear of rent
Arrear Recovery (`5,000 X 3) = `15,000
Less: Deduction u/s 25A of 30% `4,500 `10,500
Taxable income from house property `2,13,500

PROPERTY OWNED BY CO-OWNERS : SECTION 26
When two or more persons own a property, then such a property is called Co-owned Property and
the owners are called Co-owners. In such a case, if their share is definite and ascertainable, then
the income shall be taxable in the hands of each person in their respective share. The value of
such a property shall be calculated as if one person owns it and then the value calculated shall be
apportioned to the Co-owners in their definite share.

Illustration 33: Mr. J and Mr. D are brother and Co-owners of the house which has four identical
units.  Both brothers have self-occupied one unit each and one unit each is let out at `20,000 pm
each. Municipal taxes paid by brothers for full house property are `1,00,000 and interest on
borrowed capital is `1,50,000. Both of them have a salary income of `4,00,000 each.  Calculate
total income for AY 2018-2019 i.e. PY 2017-2018 of both Mr. J and Mr. D assuming that both have
invested `70,000 each in PPF.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars 1/2 house

property is
let out

1/2 house
property is
self out

Actual Rent (`20,000 X 2 X 12) `4,80,000 NIL
Higher = GAV `4,80,000 NIL
Less: Municipal Taxes paid by landlord on / before 31/3/2018 `50,000 NIL
NAV `4,30,000 NIL
Less :  deduction u/s 24(a) `1,29,000 NIL
Less : deduction u/s 24(b) `75,000 `75,000
Income from house property `2,26,000 (`75,000)
Income from house property after set off = `1,51,000
Share of Mr. J = `75,500
Share of Mr. D = `75,500

Calculation of Taxable Income
Heads of income Mr. J Mr. D

Income from salary `4,00,000 `4,00,000
Income from house property `75,500 `75,500
Income from business and profession NIL NIL
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Income from capital gains NIL NIL
Income from other sources NIL NIL
Gross total income `4,75,500 `4,75,500
Less: Deductions u/s 80C to 80U `70,000 `70,000
Taxable income / Total Income `4,05,500 `4,05,500

Illustration 34: Mr. Raman is a Co-owner of a House Property along with his brother.
Municipal Value of the Property `1,60,000
Fair Rent `1,50,000
Standard Rent under the Rent Control Act `1,70,000
Rent Received `15,000 pm
The loan for the construction of this property is jointly taken and the interest charged by the bank is
`25,000 out of which `21,000 have been paid.  Interest on the unpaid interest is `450. To repay
this loan, Raman and his brother have taken a fresh loan and interest charged on this loan is
`5,000. Municipal taxes of `5,100 have been paid by the Tenant. Compute the income from this
property chargeable in the hands of Mr. Raman for AY 2018-2019 i.e. PY 2017-2018.

Solution : Calculation of house property income for the AY 2018-2019 i.e. PY 2017-2018
Particulars House 1
Municipal  Value `1,60,000
Fair Rent `1,50,000
Standard Rent `1,70,000
Expected rent `1,60,000
Less: loss of rent due to vacancy of HP NIL
Reasonable rent `1,60,000
Actual Rent `1,80,000
Higher = GAV `1,80,000
Less: Municipal Taxes paid by landlord on / before 31/3/2018 NIL
NAV `1,80,000
Less :  deduction u/s 24(a) `54,000
Less : deduction u/s 24(b) `30,000
Income from house property `96,000
Income from house property = `96,000
Share of Mr. J = `48,000
Share of Mr. D = `48,000

TREATMENT OF HOUSE SITUATED IN A FOREIGN COUNTRY

If an assessee is Resident and Ordinarily Resident in India then his house property income from a
foreign country shall be chargeable to tax as per Section 22 of Income Tax Act. However, if
assessee is Not Ordinarily Resident or Non Resident then, Income shall be chargeable to Tax in
India only if the Rental Income is received in India. In above cases, Income shall be calculated
assuming that such House Property is situated in India. Further, if the Municipal Corporation of a
foreign country has charged some Municipal Taxes and they are paid by the assessee, then such
Municipal Taxes shall be reduced from Gross Annual Value to get NAV.
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Illustration 35: Mrs. Indu, a resident individual, owns a House in U.S.A. She receives Rent @
$2,000 per month. She paid Municipal Taxes of $ 1,500 during the AY 2018-2019 i.e. PY 2017-
2018. She also owns a two storied House in Mumbai, ground floor is used for her residence and
first floor is let out at `41,000 per month. Municipal Taxes paid for the House amount to `75,000.
Mrs. Indu had constructed the House by taking a loan from a nationalized bank on 20/6/2012. She
repaid the loan of `94,000 including interest of `74,000. The Value of one dollar is to be taken as
`65. Compute total income from House Property of Mrs. Indu. NOV 2008: 7 MARKS

Solution : Calculation of house property income
Particulars House in USA House in Mumbai

Half house
is let out

Half house if
self occupied

Actual Rent $2,000 X 12 X `65 = `15,60,000 `4,92,000 NIL
GAV `15,60,000 `4,92,000 NIL
Less: Municipal Taxes paid
by landlord on / before
31/3/2018

$1,500 X `65 = `97,500 `37,500 NIL

NAV `14,62,500 `4,54,500 NIL
Less :  deduction u/s 24(a) `4,38,750 `1,36,350 NIL
Less : deduction u/s 24(b) NIL `37,000 `37,000
Income `10,23,750 `2,81,150 (`37,000)
Income from house property after set off = `12,67,900
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OTHER MISCELLANEOUS ISSUES
When can the
annual value be
negative?

The annual value of the house property can be negative only when the
municipal taxes paid by the owner are more than the gross annual value.
Further in the case of house property which is vacant, NAV can be
negative if municipal taxes are paid by the owner on or before 31/3/PY.

Disputed ownership If the title of the house property is disputed in the court of law, then
assessing officer will do protective assessment against all parties to the
dispute till the time dispute is settled. He will not demand tax from any
party to the dispute till the dispute is settled in the court of law. After the
dispute is settled, the assessment shall be done for the owner of the
property as declared by the court and proceedings against all other parties
to dispute shall be dropped.

When can be there
loss under the head
‘income from the
house property?

The annual value of the self-occupied house is always taken to be NIL and
no deductions are allowed from it except the deductions of the interest on
the capital borrowed and that too up to a maximum of `30,000 / `2,00,000,
as the case may be. Therefore the loss from the self-occupied house can
be maximum up to `30,000 / `2,00,000, as the case may be. For the
property, which is let out there is no restriction of the deductions and,
therefore, there can be loss due to municipal taxes and deductions of
section 24.

Business of letting
the property on rent

If it is the business of the assessee to own and let out the property on rent
or to hold house property as stock in trade, the annual value of the house
owned by him will be charged to tax under the head “PGBP” and not under
the head of income from the house property. This was decided by
Supreme Court of India in the case of Rayala Corporation (P.) Ltd.
[2016] 72 taxmann.com 149 (SC)

Nature of letting out The house property may be let out for residential or for commercial
purposes, and the income derived from the rent will always be taxed under
income of house property.

Use of the house
property by the
owner not as the
owner but in some
other capacity

D.R. SUNDER RAJ VS. CIT [1979] 2 TAXMAN 458 (AP)
the Andhra Pradesh high court decided that if the house is let out to the
employer which in turn allots the same to him as rent free accommodation,
then such house will not be treated as self-occupied because in this case,
the assessee is not occupying the house in the capacity of the owner

Non-refundable
deposits

Non-refundable deposits will be included in the rent received or receivable
on the pro-rata basis.

Concept of the
composite rent

In certain cases, the owner charges rent from the tenants not only on
account of the building but also for the facilities provided with the building.
such rent is known as composite rent. Composite Rent has two categories:

a) when letting of the property is separable from letting of the facilities,
then the rental income from the property should be charged under the
head ‘HP’ and the rental income from the facilities under either the head
“IOS” or under the head ‘PGBP’ as the case may be.

Illustration 36: Mr. J has a flat on the 2nd floor of the building which is let
out to Mr. D for `25,000 pm. This rent includes rent of `20,000 pm for the
flat and `5,000 pm for the various facilities such as security gaurd,
generator, booster pump which have been provided on the request of the
tenant. So in this case, `20,000 pm shall be taxable as HP income and
`5,000 pm shall be taxable as IOS or PGBP as the case may be.
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b) if the composite rent is charged for the building and other facilities and
letting of the facilities are not separable from the letting out of the building,
then the entire rental income would be chargeable to tax under the head
‘income from other sources’ or under the head ‘profits and gains of the
business and profession’ as the case may be.

Illustration 37: Mr. j is owner of a big hall which is given on rent to X ltd.
for the purposes of stage plays. The hall has some chairs and air
conditioning attached with it. Mr. J charges `50,000 pm as rent for the hall,
furniture as well as air condition. Now this `50,000 pm shall be regarded
as a composite rent which is not separable, and therefore, shall be
chargeable to tax under the head of ‘business or profession’ or under the
head of ‘other sources’, as the case may be.

When is the income
from house
property not
chargeable to tax?

(a) farm house: income from any building owned or occupied by the
agriculturist or revenue from such land provided that the building is in
the immediate vicinity of agricultural land and is used as dwelling
house or store house.

(b) property used for own business or profession.
(c) self-occupied house: annual value of one self-occupied house shall be

taken to be nil.
(d) palace of ex-ruler: the annual value of one palace in the occupation of

ex-ruler shall be exempt from tax under section 10(19A)
(e) house property income of a local authority under section 10(20) is

exempt from tax.
(f) house property income of approved scientific research associations

under section 10(21) is exempt from tax.
(g) house property income of an educational institute and hospitals under

section 10(23C) is exempt from tax.
(h) house property income of a trade union under section 10(24) is

exempt from tax.
(i) house property income from a house held for charitable or religious

purposes under section 10(11) is exempt from tax.
(j)    house property income of a political party is exempt from tax under

section 13A.
Advance rent
received

Advance rent shall be taxable in the year to which it relates and not in the
year of receipt.

Letting out of the
building for the
smooth running of
business and
profession

CIT VS NATIONAL NEWSPRINT AND PAPERS MILL [1978] 114 ITR
388 (MP)
Madhya Pradesh high court decided that where the property is let out to
government agency or to a branch of the bank or to a police station etc. for
the purpose of running of the business of the assessee more efficiently,
the rental income from such building would be taxable as business income

Illustration 38: Mr. J is owner of a flat at Delhi which is let out to ABC Ltd. at `20,000 pm. He has
paid Municipal Taxes of `10,000 for the House Property. He is working in ABC Ltd. getting basic
salary of `25,000 pm, DA `5,000 pm (forming part of the salary for the Retirement benefits),
various allowances of `6,000 pm and various Perquisites which have money value of `3,000 pm.
The company has given him the above mentioned flat as Rent Free Accommodation. Mr. J has
deposited `50,000 in PPF account and has donated `25,000 to PMNRF. Calculate Total Income.
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Solution: Calculation of income from House Property
GAV `2,40,000

Less: Municipal Taxes paid on or before 31/3/2018 `10,000

NAV `2,30,000

Less: Deduction u/s 24 (a) 30% of NAV
Less: Deduction u/s 24 (b) interest on borrowed capital

`69,000
NIL

House Property Income `1,61,000

Calculation of Taxable Salary
Particulars Amount (`) Amount (`)

Basic Salary `25,000 X 12 `3,00,000

DA `5,000 X 12 `60,000

Allowances `6,000 X 12 `72,000

Perquisites `3,000 X 12 `36,000

RFA : PV is lower of the following:
(a) 15% of salary
(b) Rent paid by employer

`4,32,000 X 15%
= `64,800
`2,40,000

`64,800

Taxable Salary `5,32,800

Calculation of Total Income

Income from salary `5,32,800

Income from House Property `1,61,000

Gross Total income `6,93,800

Less: Deductions
under Section 80C
under Section 80G

`50,000
`25,000

Total Income `6,18,800
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SOLVED QUESTIONS

Illustration 39: Calculate House Property Income for AY 2018-2019 i.e. PY 2017-2018 of Mr. X
from following data

Particulars House 1 – let out House 2 – self occupied
MV `2,40,000 `1,80,000
FR `2,80,000 NA
SR NA `1,50,000
Rent `25,000 pm NA
Municipal
taxes

10% (paid on 31/3/2017) `18,000

Vacancy 2 months NA
Loan amount Loan of `6,00,000 @12% pa

was raised on 1/4/2010 for the
construction of this House.
Construction was started on
1/4/2009 and was completed on
10/10/2015. Half of the loan
amount was paid back on
31/3/2014.

This House was constructed on
31/1/2015 with the loan of
`8,00,000 @ 10% raised on
1/4/2011

Solution: Calculation of income from House Property AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2
Municipal Value `2,40,000 `1,80,000
Fair Rent `2,80,000 NA
Standard Rent NA `1,50,000
Expected Rent `2,80,000 `1,50,000
Less: Loss of Rent due to vacancy `50,000 NA
Reasonable Rent `2,30,000 `1,80,000
Actual Rent `2,50,000 NIL
Gross Annual Value `2,50,000 NIL
Less: Municipal Taxes `24,000 NIL
Net Annual Value `2,26,000 NIL
Less: Statutory deduction u/s 24(a) `67,800 NIL
Less: Interest on Loan u/s 24(b) `1,00,800 `1,28,000
Taxable House Property Income `57,400 (`1,28,000)
Net taxable House Property income after set off u/s 70 (`70,600)

Calculation of interest on loan for 1st House
1) Pre-construction period : 1/4/2010 to 31/3/2015 – 5 years
2) Pre construction period interest :
`6,00,000 X 12% X 48/12 `2,88,000
`3,00,000 X 12% 12/12 `36,000
Total interest to be amortized `3,24,000
Interest amortized `3,24,000 / 5 = `64,800

3) Interest for the current year : `3,00,000 X 12% = `36,000
4) Total interest `64,800 + `36,000 = `1,00,800
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Calculation of interest on loan for 2nd House
1) Pre-construction period : 1/4/2011 to 31/3/2014 – 3 years
2) Pre construction period interest :
`8,00,000 X 10% X 36/12 `2,40,000
Total interest to be amortized `2,40,000
Interest amortized `2,40,000 / 5 = `48,000

3) Interest for the current year `8,00,000 X 10% = `80,000
4) Total interest `48,000 + `80,000 `1,28,000

Illustration 40: Mr. X (67 years), a non-resident owns a house in India which is let out with effect
from 1/10/2017. The construction of the house was completed on 1/9/2017.  The house is let out a
monthly Rent of `50,000.  Rent of one month could not be realized.  Municipal valuation of the
House is `40,000 pm. Municipal Taxes due for PY 2017-2018 are `40,000 out of which Taxes paid
during the year are `30,000. Out of this `30,000, `20,000 is paid by the owner and `10,000 is paid
by the tenant. Mr. X took a loan of `10,00,000 from LIC on 1/9/2010 @ 12% pa for construction of
this House. `2,00,000 was repaid on 31/3/2015. Remaining amount is unpaid so far. Compute the
total income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018.  He spends `30,000 on medical
treatment of his dependant brother who is suffering from a disease specified and claims a
deduction for the same under Section 80DDB.  His income from other sources is `4,74,000.

Solution: Computation of House Property income AY 2018-2019 i.e. PY 2017-2018
Municipal Valuation (`40,000 X 7) `2,80,000
Expected Rent `2,80,000
Less: loss of Rent due to vacancy `50,000
Reasonable Rent `2,30,000
Actual Rent (`50,000 x 6) `3,00,000
Less: unrealised Rent of 1 month `50,000 `2,50,000
Gross Annual Value `2,50,000
Less: Municipal Taxes paid `20,000
Net Annual Value `2,30,000
Less : Standard Deduction (30% of `2,30,000) (`69,000)
Less : Interest on borrowed capital (`1,96,400)
Income from House Property (`35,400)
Income from other sources `4,74,000
Gross Total Income `4,38,600
Less : Deduction u/s 80DDB not allowed to non resident
Total Income `4,38,600

Calculation of Interest on borrowed capital
Step 1 : Pre-construction period : 1/9/2012 to 31/3/2017 = 55 months
Step 2: Pre-construction interest: `10,00,000 X 12% X 31/12 `3,10,000

`8,00,000 X 12% X 24/12 `1,92,000
Total `5,02,000
Amortization `5,02,000 / 5 `1,00,400

Step 3 : Current period interest : `8,00,000 X 12% `96,000
Step 4 : total interest : `1,00,400 + `96,000 `1,96,400

Illustration 41: Mr. A owns a house at Delhi.  From the particulars given below, compute income
from house property for the AY 2018-2019 i.e. PY 2017-2018
Municipal valuation `2,50,000
Fair Rent `2,80,000
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Standard Rent `2,60,000
Annual Rent (`25,000 x 12) `3,00,000
Vacancy period 1 month
Unrealised Rent 1 month
Municipal Taxes paid (Half of it was born by tenant) `25,000
Expenses on repair `20,000
Mr. A had borrowed a sum of `20,00,000 @ 10% pa from LIC Housing Ltd. on 1/8/2013 and the
construction of the house was completed on 1/1/2017. Loan is still unpaid.

Solution: Computation of House Property Income for the AY 2018-2019 i.e. PY 2017-2018
Municipal Value `2,50,000
Fair Rent `2,80,000
Standard Rent `2,60,000
Expected Rent `2,60,000
Less: Loss on account of vacancy `25,000
Reasonable Rent `2,35,000
Actual Rent less unrealised Rent `2,50,000
Gross Annual Value `2,50,000
Less : Municipal Tax paid by land lord (`25,000 / 2) `12,500
Net Annual Value (NAV) `2,37,500
Less :Deduction u/s 24(a) Standard deduction @ 30% of NAV `71,250
Less :Deduction u/s 24(b) Interest on loan for construction `3,06,667
Income from House Property (`1,40,417)

Working Notes for interest calculation
1) Pre construction period : 1/8/2013 to 31/3/2016 32 months
2) Pre construction interest : `20,00,000 X 10% X 32/12 `5,33,333
3) Amortization `5,33,333 / 5 : `1,33,333
4) Interest for the current FY `20,00,000 X 10% `2,00,000
5) Total interest: Post period interest `2,00,000

Pre period interest `1,06,667
Total interest `3,06,667

Illustration 42: Mrs. R owns two houses and details are as follows: I II
Municipal Valuation `3,00,000 `2,00,000
Fair Rent `3,20,000 `2,20,000
Standard Rent `2,80,000 `2,30,000
Annual Rent Self occupied `2,07,600
Vacancy period — 2 months
Municipal Taxes paid during 2017-2018 `20,000 `20,000

She raised a loan of `12,00,000 from State Bank of India @ 12% p.a. on 1/6/2013 for the
construction of House I.  Construction of the House was completed on 1/1/2017. Date of
repayment of loan is 1/10/2017.  Half of the Municipal Taxes in respect of let out House have been
paid by tenant. During the AY 2018-2019 i.e. PY 2017-2018, Mrs. R was employed in X Ltd. at a
monthly salary of `25,000. Company paid `2,000 as professional tax on her behalf. Compute total
Income of Mrs. R for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Income from House Property
House 1 House 2

Municipal valuation `3,00,000 `2,00,000
Fair Rent `3,20,000 `2,20,000
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Standard Rent `2,80,000 `2,30,000
Expected Rent `2,80,000 `2,20,000
Less: loss of Rent due to vacancy NA `34,600
Reasonable Rent `2,80,000 `1,85,400
Actual Rent   (`17,300 x 10) NA `1,73,000
Gross Annual Value NIL `1,85,400
Less: Municipal Taxes paid on or before 31/3/2018 NIL `10,000
Net Annual Value NIL `1,75,400
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

NIL
`1,53,600

`52,620
NIL

Income from House Property (`1,53,600) `1,22,780

Calculation of interest for self occupied House
1) Pre construction period – 1/6/2012  to 31/3/2015 = 34 months
2) Pre construction interest = `12,00,000 x 12% x 34 / 12 = `4,08,000 / 5 = `81,600
3) Interest for the PY 2016-2017 = `12,00,000 x 12% x 6/12 = `72,000
4) Total interest = `81,600 + `72,000 = `1,53,600

Computation of total income of Mrs. R for the AY 2018-2019 i.e. PY 2017-2018
Basic Salary (`25,000  x 12) `3,00,000
Professional tax paid by employer `2,000
Gross Salary `3,02,000
Less: Deduction u/s 16 (iii) - professional tax paid `2,000
Income from salary `3,00,000
Income from House Property

Self occupied (`1,53,600)
Let out Property `1,22,780 (`30,820)

Total income `2,69,180

Illustration 43: Mr. X owns a House at Delhi of which 3/4th portion of the House is self-occupied for
full year and 1/4th portion is let out for residential purposes on a Rent of `1,500 p.m. Municipal
valuation of the House is `48,000 and fair Rent `52,000. He incurs the following expenditure in
respect of the House Property during the year. Municipal Taxes paid `6,000, repairs `2,100, Fire
Insurance premium `3,700, land revenue `4,200, ground rent `300. A loan of `70,000 was taken
on 1/4/2009 @ 15% p.a. for construction of the House which was completed on 31/3/2011. Nothing
has been repaid on loan account so far. Compute Mr. X’s income from House Property for the AY
2018-2019 i.e. PY 2017-2018.

Solution:Computation of House Property Income of Mr. X for AY 2018-2019 i.e. PY 2017-2018
3/4 SO 1/4 LO

Municipal valuation `36,000 `12,000
Fair Rent `39,000 `13,000
Standard Rent NA NA
Expected Rent `39,000 `13,000
Less: loss of Rent due to vacancy Nil Nil
Reasonable Rent `39,000 `13,000
Actual Rent Nil `18,000
Gross Annual Value Nil `18,000
Less: Municipal Taxes paid on or before 31/3/2018 Nil `1,500
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Net Annual Value Nil `16,500
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

Nil
`7,875

`4,950
`2,625

Income from House Property (`7,875) `8,925

Calculation of Interest on borrowed capital : Current year interest only since 5 years of pre-
construction period have lapsed.`70,000 x 15% = `10,500

For 3/4 Portion = `7875
For 1/4 Portion = `2625

Illustration 44: Mr. X owns a House in Delhi of which 3/4th portion of the House was self-occupied
for full year and 1/4th portion was let out for residential purposes from 1/4/2017 to 31/12/2018 on a
Rent of `1,400 p.m. From 1/1/2018 this portion was also used for own residence. Municipal
valuation of the House is `20,000. He incurred the following expenditure in respect of the House
Property. Municipal Taxes due `12,000; Repairs `4,000; Fire insurance premium `7,000; Land
Revenue `8,000; Ground Rent `4,000 were paid during the year.  A loan of `2,00,000 was taken
on 1/4/2013 @ 9% p.a. for construction of the House which was completed on 28/3/2014. Find out
income from House Property for AY 2018-2019 i.e. PY 2017-2018.

Solution:Computation of House Property Income of Mr. X for AY 2018-2019 i.e. PY 2017-2018
Particulars 3/4 SO 1/4 LO

Municipal Valuation `15,000 `5,000
Fair Rent NA NA
Standard Rent NA NA
Expected Rent `15,000 `5,000
Less: loss of Rent due to vacancy Nil Nil
Reasonable Rent `15,000 `5,000
Actual Rent Nil `12,600
Gross Annual Value Nil `12,600
Less: Municipal Taxes paid on or before 31/3/2018 Nil Nil
Net Annual Value Nil `12,600
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

Nil
`13,500

`3,780
`4,500

Income from House Property (`13,500) `4,320

Illustration 45: Mr. X, Mr. Y and Mr. Z are three friends owning equally a House Property
consisting of six residential units. It was constructed on 1/7/2007. One unit is self- occupied by
each one of them for their residence. The remaining three units are let out on a monthly rent of
`6,000 per unit. The municipal valuation of the property is `4,00,000 and the Municipal Taxes paid
amounted to `80,000 during the year. The other expenses were as under:

(i) Collection charges `6,000
(ii) Insurance premium paid `7,000
(iii) Interest on loan taken to construct the House `1,30,000

One of the let out units remained vacant for three months during the year.  Mr. Y could not occupy
his unit for eight months as he was transferred to some other city. He does not own any other
House Property. The other taxable income of Mr. X, Mr. Y, Mr. Z are `90,000, `1,00,000 and
`1,20,000 respectively.   Calculate the taxable income of Mr. X, Mr. Y and Mr. Z
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Solution:Computation of House Property Income of Mr. X for AY 2018-2019 i.e. PY 2017-2018
Particulars 3 units SO 3 units LO

Municipal valuation `2,00,000 `2,00,000
Fair Rent NA NA
Standard Rent NA NA
Expected Rent `2,00,000 `2,00,000
Less: loss of Rent due to vacancy Nil `18,000
Reasonable Rent `2,00,000 `1,82,000
Actual Rent Nil `1,98,000
Gross Annual Value Nil `1,98,000
Less: Municipal Taxes paid on or before 31/3/2018 Nil `40,000
Net Annual Value Nil `1,58,000
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

Nil
`65,000

`47,400
`65,000

Income from House Property (`65,000) `45,600

Total income from House Property
Income from let out portion `45,600
Less : Loss from self-occupied Property (`65,000)
Loss from House Property (`19,400)

Computation of Total Income of Partners
X Y Z

Other taxable Income `90,000 `1,00,000 `1,20,000
Loss of House Property (`6,467) (`6,467) (`6,466)
Taxable Income RO u/s 288A `83,530 `93,530 `1,13,530

Note : We assume that the loan was taken after 1/4/1999 for construction of House.

Illustration 46: Mr. X submits the following information
Income from debentures `1,05,000
Income from business `44,220
House Property Income: House I House II
Fair Rent `12,900 `39,700
Annual Rent `48,000 `54,000
Municipal  Valuation `13,000 `40,000
Municipal Taxes paid `1,700 `4,000
Standard Rent `12,500 `60,000
Ground Rent (due but outstanding) `500 `750
Interest on capital borrowed `1,000 `14,000
Nature of occupation Let out Let out
Unrealized Rent of PY 2017-2018 `1,000 `35,000
Vacancy 1 3
Loss of Rent due to vacancy `4,000 `13,500
Actual; Rent received or receivable `43,000 `5,500

Determine the taxable income for the AY 2018-2019 i.e. PY 2017-2018
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Solution:Computation of House Property Income of Mr. X for AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2

Municipal valuation `13,000 `40,000
Fair Rent `12,900 `39,700
Standard Rent `12,500 `60,000
Expected Rent `12,500 `40,000
Less: loss of Rent due to vacancy `4,000 `13,500
Reasonable Rent `8,500 `26,500
Actual Rent `43,000 `5,500
Gross Annual Value `43,000 `26,500
Less: Municipal Taxes paid on or before 31/3/2018 `1,700 `4,000
Net Annual Value `41,300 `22,500
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

`12,390
`1,000

`6,750
`14,000

Income from House Property `27,910 `1,750

Calculation of taxable income of Mr. X
Income from business and profession `44,220
Income from House Property

House 1 `27,910
House 2 `1,750 `29,660

Income from other sources `1,05,000
Total taxable income `1,78,880

Illustration 47: Mrs. A owns 2 Houses: House 1 House 2
Municipal Valuation `3,10,000 `2,10,000
Fair Rent `3,40,000 `2,20,000
Standard Rent `2,90,000 `2,30,000
Annual Rent (monthly Rent is `17,300) NIL `2,07,600
Unrealized Rent NIL `17,300
First House is used for her own residence while second is let out. She paid `20,000 as interest on
loan taken for the construction of first House. Second House remained vacant for 2 months.
Expenses in respect of second house were as follows: Municipal Taxes paid `15,000. Interest on
loan for the reconstruction of house `20,000. Mrs. A has income from other sources of `25,000.
Compute Total Income for AY 2018-2019 i.e. PY 2017-2018.

Solution:Computation of House Property Income of Ms A for AY 2018-2019 i.e. PY 2017-2018
Particulars House 1 House 2

Municipal valuation `3,10,000 `2,10,000
Fair Rent `3,40,000 `2,20,000
Standard Rent `2,90,000 `2,30,000
Expected Rent `2,90,000 `2,20,000
Less: loss of Rent due to vacancy NIL `34,600
Reasonable Rent `2,90,000 `1,85,400
Actual Rent NIL `1,55,700
Gross Annual Value NIL `1,85,400
Less: Municipal Taxes paid on or before 31/3/2018 NIL `15,000
Net Annual Value NIL `1,70,400
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Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

NIL
`20,000

`51,120
`20,000

Income from House Property (`20,000) `99,280

Calculation of taxable income of Mrs. A
Income from House Property

House 1 (`20,000)
House 2 `99,280 `79,280

Income from other sources `25,000
Total taxable income `1,04,280

Illustration 48: Mr. J has one big House and 50% of it is self-occupied and remaining 50% is let
out @ `11,000 p.m. However, it remains self-occupied for five months and there was unrealized
rent of one month and also the house was vacant for one and a half month. Fair Rent of the entire
house is `26,000 p.m., Municipal Valuation of entire house `27,000 p.m. and Standard Rent of
entire house `28,000 p.m. and Municipal tax paid for the entire House `16,000, though the
Municipality has levied tax of `26,000, interest paid on capital borrowed for construction of the
House is `62,000. Principal amount paid for the housing loan was `22,000. Mr. J has income
under the head salary `6,00,000 and he has paid insurance premium of `6,000 in connection with
a life policy taken in the name of his major married independent daughter. Compute his total
income for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income under head of House Property
Particulars Self occupied Let out

GAV NIL `1,45,500
Less: Municipal Taxes paid on or before 31/3/2018 NIL `8,000
NAV NIL `1,37,500
Less: Deduction u/s 24 (a) statutory deduction 30% of NAV
Less: Deduction u/s 24 (b) interest on borrowed capital

NIL
`31,000

`41,250
`31,000

House Property income (`31,000) `65,250
Taxable House Property income is `34,250

Computation of GAV
(A) Fair Rent `13,000 x 12 = `1,56,000
(B) Municipal Valuation `13,500 x 12 = `1,62,000
(C) Standard Rent `14,000 x 12 = `1,68,000
(D) Expected Rent `1,62,000
Loss due to vacancy `11,000 x 1.5 `16,500
(E) Reasonable Rent `1,45,500
(F) Rent Received/ Receivable `11,000 x 4.5 `49,500
GAV is Higher `1,45,500

Calculation of total income
Income under the head Salary `6,00,000
Income under the head House Property `34,250
Gross Total Income `6,34,250
Less : Deduction u/s 80C
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Housing loan repaid
Insurance premium

`22,000
`6,000

Total Income `6,06,250

Illustration 49: Mr. J owns a House in Delhi.  From the particulars given below compute the
income from the House Property for the AY 2018-2019 i.e. PY 2017-2018.

Municipal Value `2,20,000
Fair Rent `2,62,000
Standard Rent `2,45,000
Actual Rent (per month) `24,000
Municipal  Taxes paid `22,000
Expenses on repairs `10,000

Mr. J had borrowed `10,00,000 @ 12% pa on 1/7/2015 and the construction of the House was
completed on 28/2/2017.

Solution: Calculation of income under the head ‘House Property’
GAV `2,88,000
Less : Municipal taxes paid on or before 31/3/2018 `22,000
Net Annual Value `2,66,000
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

`79,800
`1,38,000

Income from House Property (`48,200)

Calculation of interest
(i) Pre-construction period (`10,00,000 x 12/100 x 9/12 x 1/5) = `18,000
(ii) Current year interest (`10,00,000 x 12/100) = `1,20,000

`1,38,000

Illustration 50: Particulars of a residential House for the AY 2018-2019 i.e. PY 2017-2018 are:
Annual Rent `96,000
Municipal Value `80,000
Unrealized Rent (AY 2018-2019 i.e. PY 2017-2018 ) `8,000
Municipal Taxes paid `8,000
Interest on money borrowed for construction `5,000
Unrealized Rent allowed in AY 2016-2017 recovered during the year. `4,000

All the prescribed conditions of Rule 4 relating to unrealized Rent are fulfilled.  Compute income
from House Property for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of income from House Property
Municipal Value `80,000
Actual Rent (`96,000-8,000) `88,000
Gross Annual Value `88,000
Less : Municipal Taxes paid on or before 31/3/2018 `8,000
Net Annual Value `80,000
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

`24,000
`5,000

Income from House Property `51,000
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Recovery of unrealized Rent of AY 2016-2017 (`4,000 – 30% of `4,000) `2,800
Income from House Property `53,800

Illustration 51: From the following information compute the income from House Property of the
House the construction of which was completed on 1/4/2015

Municipal Value of the House `1,60,000
Municipal Taxes paid `16,000

The House is divided in two identical units.  One of the units is self-occupied and the other unit is
let out on a Rent of `7,500 p.m.  A loan of `3,00,000 was taken from LIC on 1/4/2013 @ 12% p.a.
for the construction of this house. `1,00,000 were refunded on 1/10/2017. Other expenses incurred
in relation to this house are fire insurance premium `2,000. Calculate income under the head of
House Property for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income under the head House Property
Unit I LO Unit II SO

Gross Annual Value `90,000 Nil
Less : Municipal Taxes paid on or before 31/3/2018 `8,000 Nil
Net Annual Value `82,000 Nil
Less: Deduction u/s 24 (a) @ 30% of NAV
Less: Deduction u/s 24 (b) Interest on borrowed capital

`24,600
`22,200

Nil
`22,200

Income from House Property. `35,200 (`22,200)

Calculation of interest on borrowed capital
(i) Pre-construction period 1/5th of `72,000 (`3,00,000 x 12/100 x 24/12) =`14,400.
(ii) Current year `3,00,000 x 12/100 x ½ + `2,00,000 x 12/100 x ½ =`30,000
(iii) Amount of deduction against each unit (`14,400 + `30,000) ½ = `7,200 + `15,000 =`22,200

Illustration 52: Mr. J owns a House which has Municipal Value `50,000 pa, Fair Rent of `56,000
pa. During the previous year he used this house for his own residence from 1/4/2017 to 30/11/2017
and let out for residential purposes on 1/12/2017 @ `5,200 p.m. He incurred the following
expenses in respect of this House:  Municipal Tax paid `8,400: Fire Insurance Premium `2,500;
Ground Rent `1,000.  A loan of `60,000 was taken on 1/4/2013 @ 15% pa for the construction of
this house which was completed on 31/5/2016. No part of the loan has been repaid so far. Find out
the income from House Property for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income under the head ‘House Property’
Gross Annual Value `56,000
Less : Municipal Taxes paid on or before 31/3/2018 `8,400
Net Annual Value `47,600
Less : Deductions
Section 24(a) 30% of NAV `47,600
Section 24(b) Interest on Loan
for current PY
Interest for pre-construction period 1/5 of `27,000
(`60,000 x 15/100 x 3 x 1/5)

`14,280

`9,000
`5,400 `28,680

Income from House Property `18,920
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Illustration 53: Mrs. J a salaried employee (drawing `3,70,000 pa as salary), has occupied 2
Houses for his residential purposes, particulars of which are as follow:

I II
Standard Rent `33,000 `60,000
Municipal valuation `32,000 `55,000
Fair Rent `40,000 `58,000
Municipal l Taxes paid `3,000 `6,000

She borrowed `40,000 @ 12% per annum for construction of House No. II (date of borrowing
1/6/2013; date of repayment of loan 30/6/2018). Construction of both the Houses is completed in
September 2016. Determine the taxable income on the assumption that she contributes `20,000
towards PPF account and `4,000 towards PMNRF under Section 80G.

Solution: Calculation of income from House Property
Unit I--DLO Unit II --SO

Gross Annual Value `33,000 NIL
Less : Municipal Taxes paid on or before 31/3/2018 `3,000 NIL
Net Annual Value `30,000 NIL
Less : deductions under Section
24(a) Statutory deduction @ 30% of NAV
24(b) Interest on borrowed capital

`9,000
NIL

NIL
`7,520

Income from House Property. `21,000 (`7,520)

Calculation of total income
Income from salary `3,70,000
Income from House Property `13,480
Gross Total Income `3,83,480
Deductions: U/s 80C deposit in PPF
u/s 80G PM National Relief Fund : 100% of 4,000

`20,000
`4,000

Total Income `3,59,480

Note (i)  Pre-construction period interest 1/5  of (`40,000 x 12/100 x 34/12) = `2,720
(ii) Interest for AY 2018-2019 i.e. PY 2017-2018 i.e. (`40,000 x 12/100 ) = `4,800

Total: `7,520

Illustration 54: Mr. J is the owner of a House Property in Meerut. It has been let out for `90,000.
This includes the Rent of `10,000 for the various facilities as well which have been provided along
with the House and it is separable in nature. Local Taxes payable by the owner amount to `10,000
but the tenant has agreed to pay them direct to the Municipality.  Mr. J however, bears the
following expenses in connection with the facilities during the previous year.   Water charges `500;
Lift maintenance `1,000; Salary of gardener `1,200; Lighting of stairs `1,000; Mr. J claims the
following deductions relating to the House: Repair `20,000; Land Revenue paid `1,500; Collection
charges incurred `2,500.  Compute House Property income for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of income under the head House Property
Annual composite Rent of the House `90,000
Deduction: Rent of facilities `10,000
Gross Annual Value `80,000
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Less : Municipal Taxes paid on or before 31/3/2018 Nil
Net Annual Value `80,000
Less: Deduction u/s 24(a) 30% of Annual Value
Less: Deduction u/s 24(b) Interest on borrowed capital

`24,000
Nil

Income from House Property `56,000

Income from other sources
Rent of the facilities `10,000
Less: Value of amenities provided to tenant:
Water charges
Lift maintenance
Salary of gardener
Lighting of stairs

`500
`1,000
`1,200
`1,000

Income from other sources `6,300

Illustration 55: Mr. J, an American national, is resident in India during the previous year ending on
31/3/2018. He was the owner of a building located in New York. The same was on rent @ US $
12,500 p.m. The Municipal Corporation of New York was paid Taxes on such building of US
$10,000 on 12/2/2018. Besides the above property, he purchased a piece of land at Delhi for
construction of a House. The said land was given on Rent for running a dairy @ `3,000 p.m. w.e.f.
1/10/2017. The Value of one US$ in Indian rupee remained at `46.50 throughout the year. Mr. J
wants to know his taxable income for AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of taxable Income of Mr. J
INCOME FROM HOUSE PROPERTY :
Gross Annual Value [Rent received US$ 12,500 x `46.50 x 12 Months] `69,75,000
Less: Municipal Taxes paid in US [US$ 10,000 x `46.50] `4,65,000
Net Annual Value `65,10,000
Less: Standard Deduction under Section 24(a) [30% of NAV] `19,53,000 `45,57,000
INCOME FROM OTHER SOURCES:
Rent from vacant land let out [`3,000 p.m. x 6 months] `18,000
Total income `45,75,000

Note: Mr. J is resident in India and as per Section 5 his entire global income will be charged to tax.
In this case the income from House Property shall be computed as per Section 22. Rental income
from letting out of vacant plot is not taxable under Section 22. It is taxable under Section 56 i.e.
'income from other sources'.

CHAPTER AT GLANCE
1. House Property must comprise of building or lands attached to such building to attract

taxability under this head of income.
2. This is the only head of income where income may get computed on notional basis and

taxed.
3. Taxability arises in the hands of the owner or deemed owner as defined under Section 27.
4. NAV is computed u/s 23 and for this purpose following steps are followed:

a) Step 1: Higher of Municipal Value and Fair Rent.
b) Step 2: Lower of Standard Rent and Value at step 1.
c) Step 3: Value of step 2 less loss of rent due to vacancy of property.
d) Step 4: Higher of value at step 3 and actual rent received is GAV.
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e) Step 5: From GAV calculated at step 4 we reduce Municipal Taxes paid by landlord on or
before 31/3/PY.

5. Municipal Taxes are deducted on payment basis and not on the accrual basis. Further, Taxes
which are paid by landlord are to be reduced and not those which have been paid by tenant.

6. Section 24(a) allows 30% flat deduction on NAV and Section 24(b) allows interest on capital
borrowed.

7. In case of one self-occupied property, net Annual Value is NIL but interest on borrowed
capital u/s 24(b) is allowed as a deduction up to `30,000, if loan was taken before 1/4/99.

8. If loan is taken on or after 1/4/99 and purchase or construction of house is completed within 5
years from the end of the financial year of obtaining the loan, then the limit of `30,000 is
substituted by `2,00,000.

9. Interest on loan borrowed which is payable outside India shall be allowed as deduction only if
tax is deducted or paid at source.

10. In case of House Property which is vacant, Municipal Taxes are allowed to be reduced and
thus we can have negative NAV.

11. Unrealized rent does not form part of actual rent if all the conditions of Rule 4 are satisfied.
12. If subsequently Unrealized Rent is received or Arrears of Rent is received, it is taxed u/s 25A

in the year of receipt but after deduction of 30% of such amount received.
13. Co-owner’s share of income from property is included in each co-owners individual

assessment and is not assessable as on AOP.
14. In case where the property is partly self-occupied and partly let out on the basis of area, then

Municipal Value, Fair Rent, Standard Rent, Municipal Taxes Paid and Interest on borrowed
capital has to be bifurcated on the basis of area. However, if property is partly Let Out / Partly
Self-Occupied on the basis of time period then nothing has to be bifurcated.

15. Net Annual Value of a Property can be negative provided Municipal Taxes paid are higher
than the amount of GAV.

16. If assessee has the main business of letting out property or dealing in property even then the
Rental Income is to be taxed under this head of ‘income’ and not under the head of PGBP.

17. In case assessee received Composite Rent for letting out the property as well as facilities
along with such property, then it has the following tax treatment:
a) If letting out of building and facilities is separable then rent of the property is to be taxed

under the head of House Property and rent of facilities under the head PGBP or OS as
the case may be.

b) If letting out of building and facilities is not separable then rent of the property as well as
rent of facilities is to be taxed under the head ‘PGBP’ or’ OS’ as the case may be.

18. Following HP are not chargeable to tax under the head of ‘HP’:
a) Income from a farmhouse.
b) Property held by a charitable trust
c) Property used for own business or profession
d) A self occupied or a vacant House
e) A palace of ex-ruler

19. Advance Rent received by the assessee shall be taxable in the year to which it relates.
20. In the case of House Property which is vacant, Municipal Taxes are allowed to be reduced.
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CHAPTER 7
INCOME UNDER THE HEAD ‘PROFITS AND GAINS

FROM BUSINESS AND PROFESSION’ (PGBP)
LEARNING OBJECTIVES
 To understand meaning of terms Business, Profession and Vocation.
 To understand the method of accounting that can be followed by the organisation.
 To understand the different incomes of the organisation that are chargeable to Income.
 To understand the various Expenses that are allowed to be charged against the incomes of the

organisation.
 To understand the special method of charging Depreciation on the Fixed Assets of the

organisation.
 To understand the method of calculating the remuneration for the partners of the Firm.
 To understand the Expenses that cannot be charged against profits of the organisation.
 To understand conditions under which it is compulsory for the person to maintain books of

accounts.
 To understand conditions under which it is compulsory for the person to get accounts audited.
 To understand the concept of presumed Business Incomes of a person.

SECTIONS DISCUSSED IN THIS CHAPTER
Definition of Business Section 2(13)
Definition of Profession Section 2(36)
Incomes to be taxed under the head of ‘PGBP’ Section 28
Income shall be computed in accordance with the Sections 30 to 43D Section 29
Rent, Repairs, taxes and Insurance premium paid for buildings Section 30
Repairs and Insurance premium paid for machinery, plant and furniture Section 31
Depreciation on Fixed Assets. Section 32
Short-term Capital Gains on transfer of Depreciable Assets Section 50
Method of calculating WDV of an asset Section 43(6)
Depreciation for Power Generating Undertakings Section 32(1)(i)
Terminal Depreciation Section 32(1)(iii)
Balancing Charge Section 41(2)
Additional Depreciation on new plant or machinery Section 32(iia)
Set off and carry forward of Unabsorbed Depreciation Section 32(2)
STCG on transfer of Depreciable Assets of electricity companies Section 50A
Expenditure on Scientific Research Section 35
Expenditure for payment to National Laboratory or a University Section 35(2AA)
Expenditure to company engaged in Business of Biotechnology Section 35(2AB)
Specified Businesses Section 35AD
Amortization of Certain Preliminary Expenses Section 35D
Expenses of Voluntary Retirement Scheme (VRS) Section 35DDA
Other Deductions Section 36(1)
Recovery of Bad Debts Section 41(4)
General deductions Section 37(1)
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Advertising in publication of political parties Section 37(2B)
Expenses such as Income tax and Wealth tax is not allowed Section 40(a)
Disallowance for Partnership Firm Section 40(b)
Disallowance in case of AOP and BOI Section 40(ba)
Payments to relatives which is excessive in nature Section 40A(2)
Disallowance of Cash Expenditure in excess of `10,000 Section 40A(3)
Disallowance for Gratuity and Provision of Gratuity Section 40A(7)
Deduction on the payment basis Section 43B
Maintenance of Books of Accounts Section 44AA
Compulsory audit of Accounts Section 44AB
Trading Businesses of all natures Section 44AD
Transport Operation Business Section 44AE

INTRODUCTION
In this chapter we will learn to calculate the Income earned by carrying on of a Business or
Profession. It shall be done as per the common principals of accounting and by following a Profit
and Loss Account. The kind of incomes that can be credited and the kinds of expenses that can be
debited in the Profit and Loss Account is expressly given in the Income Tax Act.

DEFINITION OF BUSINESS: SECTION 2(13)
This Section defines business to include any trade, commerce, manufacture or any adventure in
the nature of trade, commerce, or manufacture. Business connotes some activity, which is carried
on by devoting time, attention, and labour of person with the motive to make Profits. Even an
isolated transaction may be considered as Business under certain circumstances.

DEFINITION OF PROFESSION: SECTION 2(36)
This Section defines Profession to include a vocation. Profession is an activity which is done when
a person acquires knowledge and skills on qualifying some degree / diploma course. Vocation is
the activity, which is not done on the basis of knowledge acquired but is performed on account of
inborn talent, skill and attributes.

CHARGING SECTION : SECTION 28
Income is chargeable as Profits of the Business only if the Business is carried on by the assessee
at any time during the Previous Year (PY).  It is, however, not necessary that the Business was
carried out throughout the Previous Year or till the end of the Previous Year. However following are
the exceptions to this principal:
1) Recovery of any deductions under Section 41(1)
2) Income from sale of an  Asset used for the purposes of Scientific Research under Section 41(3)
3) Recovery of Bad Debts under Section 41(4)

GENERAL CONDITIONS TO BE FULFILLED FOR CHARGING AN
INCOME UNDER THE HEAD ‘PGBP’

1) There should be Profits and Gains: Only real Profits and Gains are liable to Income tax and
not mere Gross Receipts. Income able profits or Gains are real in nature and not notional.
However, there is an exception, stock-in-trade is valued at lower cost or market price and
hence its value can be notional.
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2) Profits and Gains may be of any Business or Profession: Profits and Gains can be from
legal or from an illegal Business and all are chargeable to Income. However in the following
cases activity is a Business activity but Income is not Income able under the head of PGBP:
a) Rent of house property is Income able under the head of House Property even if property

constitutes stock in trade of recipient of rent or the recipient of rent is engaged in the
Business of letting properties on rent.

b) Dividends are Income able under the head of Other Sources even if securities are held as
stock-in-trade or assessee is a dealer in shares.

c) Income earned by a Professional gambler from gambling activities is an Income in the
nature of Business and Profession but shall be chargeable to Income under the head of as
the Income from Other Sources.

3) Business or Profession must be carried on by the assessee: The profits and Gains from
Business or Profession are Income able in the hands of the person who has the right to carry
on the Business. A company becomes a legal entity in the eye of law only when it is
incorporated. Therefore, the pre-incorporation profits cannot be included in the assessment of
the assessee-company. For such profits only the profits promoters can be held liable.

4) Business or Profession should be carried on at any time during Previous Year: The
Business or Profession must have been carried on at any time during the Previous Year and it
is not necessary that it should be continued for the full Year. However, a temporary suspension
of activities of the Business does not necessarily amount to discontinuance of the Business.

Keeping in mind the above mentioned principals, the following incomes
are chargeable u/h PGBP

1) the profits and gains of any business or profession which was carried on by the assessee at
any time during the previous year (it may be legal or illegal)

2) Compensation received:
a) For termination/modification of agreement for managing a company.
b) For termination/modification of terms of agency.
c) For vesting of management of any property or Business in government under any law.

3) income derived by a trade, professional or similar association from specific services
performed for its members

4) Export incentives, i.e. Profit on sale of Import License; Cash assistance and Duty drawback
of Customs and Central Excise.

5) Value of any benefit or Perquisite arising during the course of carrying on of any Business or
Profession.

6) Interest, Salary, Bonus, Commission or Remuneration due or received by a partner of a Firm
in which he / she is a partner.

7) Any sum received under Keyman Insurance Policy including Bonus on such Policy.
8) Income from speculation transaction.
9) Any sum received in cash or in kind under an agreement of not carrying out any activity in

relation to any Business or Profession activity. (non-compete fee received/receivable , which
are recurring in nature, in relation to not carrying out any profession)

10) Any sum received or receivable on transfer of Capital Asset, for which deduction has been
allowed under Section 35AD, being demolished, destroyed, discarded or transferred.
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METHOD TO CALCULATE THE PGBP INCOME : SECTION 29
 The Income under head Profit and Gain in Business and Profession (PGBP) shall be computed

in accordance with the Sections 30 to 44D.
 Income under this head shall be calculated as per the common principles of accountancy but

shall be subject to the provisions of this Act.
 Thus, Income under this head shall be calculated in a similar manner as we calculate in the

general practice of accountancy i.e. through making of the Profit and Loss Account.  But the
difference would lie in the kinds of Expenses and Incomes to be booked in the Accounts.  Only
those expenses will be allowed which are given in the Income Tax Act.

Profit as per Profit &Loss Account
Step 1: Add: Incomes of Business not recorded in Profit &Loss Account.
Step 2: Less: Income credited to Profit &Loss Account but which are not Business Incomes.
Step 3: Add: Expenditure debited to Profit &Loss Account, which are not allowed to be debited.
Step 4: Less: Expenditure relating to Business but not debited to Profit &Loss Account

Balance amount is the Income under the head “PGBP”

METHOD OF ACCOUNTING: SECTION 145
Income chargeable to tax under the head of “PGBP or Other Sources” shall be computed in
accordance with either Cash Basis or Mercantile Method of accounting, which is regularly kept and
employed by assessee. Hybrid system is not recognized by the income tax act.

METHOD TO VALUE THE STOCK: SECTION 145A
Income tax Act and income tax rules do not prescribe any particular method of stock valuation but
it should be value as lower of:
1) Fair market value as on the last day of the previous year.
2) Cost price of the stock

The method once adopted should be continued to the subsequent years as well and assessee
should not change the method of valuation of stock on the year to year basis to suit his own
requirements. The method of valuation of stock however can be varied with the permission of
income tax officer.

EXPENDITURE ALLOWED AS DEDUCTION

Deduction of various expenses is allowed under Section 30 to Section 37 but such deductions are
subject to conditions prescribed under Section 38 to Section 40. Basic principles governing
admissibility of deductions under section 30 to section 37 are
(1) The deduction laid down under Section 30 to 37 are cumulative and not alternative.
(2) Expenditure should have been incurred in connection with assessee's own business.
(3) Expenditure should relate to the previous year in which business has been carried on.
(4) Onus to prove the admissibility of expenditure lies on the assessee.
(5) No deduction is allowed for expenditure incurred before date of setting-up of business.

GENERAL DEDUCTIONS : SECTION 37(1)
The expenses relating to business and which are not allowed as deduction under section 30 to
section 36, shall be allowed to be deducted under section 37 provided such expenses are:
(1) Not of capital in nature.
(2) Not personal expenses of assessee.
(3) It should have been incurred wholly and exclusively for business or profession purpose.
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Explanation: Any expenditure which is an offence or which is prohibited under any law shall not
be allowed as deduction.

Keeping in mind above mentioned principals, following expenses are allowed as deduction
(1) Salary of the employees, not being the salary of the proprietor.
(2) Legal expenses incurred in protection of business rights.
(3) Legal expenses relating to the income tax proceedings.
(4) Expenses incurred for protection and preservation of assets.
(5) Expenditure on raising loan.
(6) Interest on loan and capital except interest on the capital of sole proprietor.
(7) Expenditure on advertisement.
(8) Diwali and Mahurat expenses.
(9) Payment of the telephone expenses.
(10) Payment to the Registrar of the companies.
(11) Annual listing fees.
(12) Professional tax paid.
(13) Trading loss of whatsoever nature.
(14) Any interest paid / payable for the delay in the payment of government dues.
(15) Interest on arrear of sales tax.
(16) Expenses on issue of debentures and other long-term borrowings are deductible as revenue

expenditure over the life of such borrowings.
(17) Penalties for the breach of the contract.
(18) The cost of production of an abandoned feature film is to be treated as revenue expenditure.

(19) CIT V GENERAL INSURANCE CORPORATION [2006] 156 taxman 96 (SC)
Supreme Court decided that issue of bonus shares by capitalization of profits is only the
reallocation of company’s funds. There is neither any inflow of funds nor there is any increase
in the capital employed. Thus, it cannot be said that by issue of bonus shares company has
acquired any benefit which is capital in nature. Issue of bonus shares does not result in the
increase of capital base of the company. Thus expenditure on the issue of bonus shares is
revenue in nature and not capital in nature.

EXPENDITURE ON CORPORATE SOCIAL RESPONSIBILITY
Expenditure incurred by the company on the corporate social responsibility is NOT ALLOWED as
deduction. However, if such expenditure is in the nature of expenditure mentioned under section
30 to section 36 then it shall be allowed as deduction under such section if conditions of that
section are satisfied.

Keeping in mind above mentioned principals, following expenses are NOT allowed as
deduction
(1) Penalties for the infraction of law.
(2) Fees paid to the registrar of companies for enhancement of capital is a capital expenditure

and thus not allowed as expenditure.
(3) Share issue expenses (other than bonus shares) are of capital in nature and therefore not

allowed as deduction.

DISALLOWANCE OF PERSONAL EXPENSES: SECTION 38(2)
If the building or plant & machinery or furniture & fittings etc are not used exclusively for the
purpose of business or profession then deduction u/s 30, u/s 31, u/s 32 etc. shall be allowed
proportionately, which the assessing officer may determine.
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Illustration 1: Mr. J submits you the following profit and loss account for the year ending
31/3/2018. Calculate the PGBP income and total income for the AY 2018-2019 i.e. PY 2017-2018.

Particulars ` Particulars `
Opening stock 1,20,000 Sales 20,00,000
Purchases 8,00,000 Closing stock 90,000
Salaries and wages 1,45,000 Discount received 5,000
Telephone expenses 80,000 Rent of house property 1,20,000
Medical expenses of wife 20,000 Profit on sale of land 50,000
Penalty for delay in payment of sales tax 5,000
Sales tax paid 22,000
Car purchased 6,80,000
Petrol and driver expenses 24,000
Bribe paid to policemen 2,000
Diwali expenses 36,000
Electricity expenses 11,000
Municipal Taxes paid for House Property 45,000
Stationery expenses 10,000
Rent paid 1,20,000
Net profit 1,45,000
TOTAL 22,65,000 TOTAL 22,65,000

Additional information:
(1) Opening stock is overvalued by 20% and closing stock is undervalued by 10%.
(2) Salary and wages include `3,000 pm paid by Mr. J to himself.
(3) 20% of the telephone expenses are for personal use.
(4) Depreciation on car is to be charged @ 15% pa.
(5) Diwali expenses include `20,000 as personal expenses.
(6) Donations paid to PMNRF under section 80G is `49,500 by cheque.

Solution: Calculation of PGBP Income for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Profit 1,45,000
Add: Over valuation of opening stock 20,000
Add: Under valuation of closing stock 10,000
Add: Salary & wages paid by Mr. J himself 36,000
Add: Telephone expenses 16,000
Add: Medical expenses of wife 20,000
Add: Penalty for delay in payment of sales tax 5,000
Add: Car purchased 6,80,000
Less: Depreciation on car (1,02,000)
Add: Bribe paid to policemen 2,000
Add: Personal Diwali expenses 20,000
Add: Municipal taxes of house property 45,000
Less: Rent of house property (1,20,000)
Less: Profit on sale of land (50,000)
PGBP income 7,27,000
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Calculation of Taxable Income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Particulars `

Salary income NIL
House Property Income GAV

Less: Municipal taxes paid
NAV
Less: Deduction u/s 24(a)
30% of 75,000

1,20,000
45,000
75,000
22,500

52,500

PGBP income 7,27,000
Capital gains 50,000
Other sources NIL
Gross Total income 829,500
Less: deduction under Section 80G Donation to PMNRF by cheque 49,500
Total taxable income 7,80,000

Illustration 2: Dr. J maintains his books of accounts on Cash Basis. He submits you the following
receipts and payment account for the year ending 31/3/2018. Calculate the PGBP income and total
income for the AY 2018-2019 i.e. PY 2017-2018.

Particulars ` Particulars `
Opening cash 50,000 Purchase of medicine 60,000
Salary from government hospital 5,00,000 Deposit in PPF account 70,000
Consultation fees 2,95,000 Municipal taxes of HP paid 50,000
Income from operation theatre 1,00,000 Purchase of surgical equipment 2,00,000
House property rent received 1,20,000 Salary and wages paid 80,000
Sale of medicines 1,00,000 Diwali expenses 40,000

Telephone expenses 20,000
Water expenses for clinic 500
Staff welfare expenses 9,000
Car purchased 4,00,000
Salary of driver 24,000
Petrol expenses 18,000
Household expenses 18,500
Interest on loan paid for HP 50,000
Closing cash 1,25,000

TOTAL 11,65,000 TOTAL 11,65,000
Additional information:
(1) A patient of Mr. J has gifted him a watch worth `11,000 in appreciation of his services done.

This has not been recorded in his books of accounts.
(2) Mr. J is owner of big house. Ground floor is used for his own clinic. First floor is self-occupied

and second floor is let out for `11,000 pm.
(3) Sale of medicine includes medicine of `4,000 which used by the family of Mr. J. Cost of this

medicine is `3,600.
(4) Surgical equipment and Car are to be depreciated @ 15% pa.
(5) Diwali expenses include 50% as personal expenses.
(6) 25% of the car use is for the personal use.
(7) Doctor has paid professional tax of `200 pm because of his practise. This amount has not

been recorded in the books of accounts.
(8) Doctor has received `5,000 as interest on debentures which is not recorded in his books.
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Solution: Calculation of PGBP Income for the AY 2018-2019 i.e. PY 2017-2018
Incomes
Consultation fees
Income from operation theatre
Sale of medicine (`1,00,000 – `4,000)
Gift of watch in the professional capacity

`
2,95,000
1,00,000
96,000
11,000

Total of all business incomes 5,02,000
Expenses
Purchase of medicine (`60,000 – `3,600)
Municipal taxes for the building used for business – 1/3 of `50,000
Depreciation of equipment
Salary and wages paid
Diwali expenses
Telephone expenses
Water expenses for clinic
Staff welfare expenses
Car’s depreciation `4,00,000 X 15% X 75%
Salary of driver 75%
Petrol expenses 75%
Interest on loan for the building used for business – 1/3 of `50,000
Professional tax paid

`
56,400
16,667
30,000
80,000
20,000
20,000
500
9,000
45,000
18,000
13,500
16,667
2,400

Total of all business expenses 3,28,134
Incomes – Expenses = PGBP income 1,73,866

Calculation of Taxable Income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Particulars `
Salary income 5,00,000
House Property Income Self

occupied
Let out 39,000

GAV
Less: Municipal taxes paid
NAV
Less: Deduction u/s 24(a)
Less: Deduction u/s 24(b)

NIL
NIL
NIL
NIL
16,666
(16,666)

1,20,000
16,667
1,03,333
31,000
16,667
55,666

PGBP income 1,73,866
Capital gains NIL
Other sources 5,000
Gross Total income 7,17,866
Less: deduction u/s 80C PPF 70,000
Total taxable income 6,47,870

DEDUCTION OF EXPENSES ON THE PAYMENT BASIS : SECTION 43B
(1) This section will be applicable only if assessee is following accrual system of accounting.
(2) Seven type of expenses given below are allowed as deduction in the year such expenses have

been incurred only if they have been paid on or before the due date of filling of ITR of that year.
(3) However if the expenses have been paid after the due date of filling of ITR then such expenses

are allowed as deduction in the year in which such expenses have been actually paid.
(4) Expenses covered under this section are:
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a) Any tax, duty, cess or fees under any law in force.
b) Any sum payable to an employee as bonus or commission.
c) Interest on loan or borrowings from any public financial institution or state financial

corporation or state industrial financial corporations.

d) Interest on loan or advances from a scheduled bank or a co-operative bank other than
a primary agricultural credit society or a primary co-operative agricultural and
rural development bank

e) Payment of leave encashment to employee.
f) Contribution by employer to any PF or superannuation fund or gratuity fund or ESI or any

other fund for the welfare of employees
g) any sum payable by the assessee to the Indian Railways for use of Railway assets.

PAYMENTS MADE TO SPECIFIED PERSONS WHICH ARE EXCESSIVE IN
NATURE IN OPINION OF ASSESSING OFFICER: SECTION 40A(2)
(1) If payment of the expenditure has been made to the specified persons, and assessing officer is

of the opinion that such expenditure is excessive or unreasonable, as compared to the FMV of
the goods, services or the facilities etc, then such an excessive expenditure shall be
disallowed.

(2) Specified person means:
a) For an Individual any relative or any person who has substantial interest in the business of

individual or any relative to such person.
b) For company, Firm, AOP or HUF it means any director, partner, or member or relative of

such person or any person who has substantial interest in the business of the assessee or
relative of such person.

c) For company, Firm, AOP or HUF it means any other company carrying on the business or
profession in which first mentioned company has substantial interest.

(3) Relative: Section 2(41): Relative means souse, brother, sister, any lineal ascendant or lineal
descendant of such Individual.

(4) Substantial Interest: A person is deemed to have substantial interest in the business or
profession if such person is beneficial owner of minimum of 20% of equity capital in case of a
company or minimum of 20% profits in case of a concern , at any time during the previous year.

DISALLOWANCE OF EXPENDITURE IN EXCESS OF `10,000 IF PAID BY
OTHER THAN ACCOUNT PAYEE CHEQUE : SECTION 40A(3)
(1) Where assessee incurs any expenditure which exceeds `10,000 and in respect of which

payment or aggregate of payments made to a person in a day exceeds `10,000 and such
payment is made other than by
 an account payee cheque or an account payee bank draft or

AMENDMENT FROM
AY 2018-2019

AMENDMENT FROM
AY 2018-2019
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 use of electronic clearing system through a bank account
then such expenditure shall disallowed.
(2) However, if the payment is made to transport operators the limit shall be `35,000.
(3) Section 43(1) : Purchase of an asset
Where the assessee purchases any asset for which a payment or aggregate of payments
made to a person in a day exceeds `10,000 and such payment is made other than

 an account payee cheque or
 an account payee bank draft or
 use of electronic clearing system through a bank account

then such expenditure shall be ignored for the purposes of determination of actual cost.

Illustration 3: In respect of an expenditure of `20,000 incurred by X Ltd. four cash payments of
`5,000 are made on a particular day to Mr. A — one in the morning at 10 am, one at 12 noon, one
at 3 pm and one at 6 pm. In this case the entire expenditure of `20,000 would be disallowed u/s
40A(3) since the  aggregate  of  cash payments made during a day to Mr. A exceeds `10,000.

Illustration 4: A bill was raised on assessee for `50,000 and cash payment has been made as
following: 1/12/2017 `7,500

2/12/2017 `7,500
3/12/2017 `25,000 Now 100% of `25,000 shall be disallowed.

Illustration 5: 3 bills are raised on assessee which are as follows:
Bill 1 `5,000
Bill 2 `7,000
Bill 3 `8,000

Assessee has made a payment of `20,000 in cash. In this case nothing shall be disallowed, as
expenditure and its payment have not exceeded `10,000.

EXPENDITURE INCURRED IN ONE PREVIOUS YEAR AND PAYMENT IS
MADE IN THE SUBSEQUENT PREVIOUS YEAR: SECTION 40A(3A)
In case of an assessee following mercantile system of accounting, if an expenditure has
been allowed as deduction in any previous year on due basis, and payment has been made
in a subsequent year otherwise than by account payee cheque or account payee bank  draft
or use of electronic clearing system through a bank account then  the  payment  so made
shall  be  deemed  to  be  the  income  of  the subsequent year if such payment or aggregate
of payments made to a person in a day exceeds `10,000.

EXCEPTION TO SECTION 40A(3): RULE 6DD
Rule 6DD of the Income-Tax Rules permits certain categories of payments under certain
circumstances  otherwise  than  by  account  payee  cheque  or  account  payee  draft.
Accordingly, the provision of section 40A(3) will not apply in the cases and circumstances which
are specified below

AMENDMENT FROM
AY 2018-2019
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(1) Where the payment is made to
(a) RBI or any banking company
(b) SBI or its subsidiary banks
(c) Co-operative banks or
(d) LIC of India.

(2) Where the payment is made to the Government and such payment is required to be made in
legal tender.

(3) Where the payment is made by
(a) any letter of credit arrangements through a bank
(b) a mail or telegraphic transfer through a bank
(c) a book adjustment from any account in a bank to any other account in bank
(d) a bill of exchange made payable only to a bank
(e) a credit card or a debit card
(f) use of electronic clearing system through a bank account

(4) Where payment is made by way of adjustment against the amount of any liability incurred by
the payee for any goods supplied or services rendered by the assessee to such payee.

(5) Where the payment is made for the purchase of
(a) agricultural or forest produce
(b) the produce of animal husbandry (including livestock, meat, hides and skins) or dairy or

poultry farming
(c) fish or fish products
(d) products of horticulture or apiculture
to the cultivator, grower or producer of such articles, produce or products.

(6) Where  the payment is  made  for  the purchase  of  the  products  manufactured or
processed without the aid of power in a cottage industry.

(7) Where the payment is made in a village or town, which on the date of such payment is not
served by any bank

(8) Where any payment is made to an employee on retirement,  retrenchment,  resignation,
discharge or death of such employee, on account of gratuity, retrenchment compensation or
similar terminal benefit and the aggregate of such sums payable to the employee or his heir
does not exceed fifty thousand rupees

(9) Where the payment is made by an assessee by way of salary to his employee after doing TDS
when such employee
(a) is temporarily posted for a continuous period of fifteen days or more in a place other than

his normal place of duty or on a ship; and
(b) does not maintain any account in any bank at such place or ship;

(10) Where the payment was required to be made on a day on which the banks were closed
either on account of holiday or strike.

Illustration 6: Mr. J submits you the following profit and loss account for the year ending
31/3/2018. Calculate the PGBP income for the AY 2018-2019 i.e. PY 2017-2018

Particulars ` Particulars `
Adjusted Purchases 13,50,000 Sales 18,00,000
GST payable 2,50,000 Profit on sale of land 3,00,000
Depreciation on assets 1,00,000
Salary of employees 2,00,000
Profit 2,00,000
TOTAL 21,00,000 TOTAL 21,00,000
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Additional information:
(1) Sales include `1,00,000 as bogus sales.
(2) Out of the GST payable `40,000 was paid on 20/8/2018. Due date of filling ITR is 31/7/2018.
(3) GST of `20,000 was paid on 21/12/2017 but it is not recorded in the books of accounts.
(4) `35,000 of purchases are such whose payment was made in cash.

Solution: Calculation of PGBP income
Particulars `

Profit 2,00,000
Add: Cash payment disallowed [Sec 40A(3)] (`35,000 x 100%) 35,000
Add: GST not paid till due date of ITR [Sec 43B] 40,000
Less: GST paid (20,000)
Less: Bogus sales (1,00,000)
Less: Profit on sale of land (3,00,000)
PGBP Income (1,45,000)

Illustration 7: Mr. J submits you the following profit and loss account for the year ending
31/3/2018. Calculate the PGBP income for the AY 2018-2019 i.e. PY 2017-2018

Particulars ` Particulars `
Adjusted purchases 16,50,000 Sales 22,50,000
Salary and wages 2,40,000 Discount received 25,000
Machinery purchased 3,00,000 Rent of house property received 2,40,000
GST Payable 27,000 Profit on the sale of land 1,80,000
Electricity expenses 18,000 Dividend of Domestic company 5,000
Stationery expenses 2,000 Dividend of Foreign Company 15,000
GST Paid 36,000
Depreciation on assets 1,80,000
Household expenses 20,000
Donations to PMNRF 60,000
Bribe to policemen 35,000
Net profit 1,33,500
TOTAL 27,15,000 TOTAL 27,15,000

Additional information:
(1) Purchases include a bill of `50,000 of purchases, which was made from a relative. This was in

excessive by ` 5,000 in the opinion of assessing officer. The bill of ` 50,000 was paid in cash.
(2) Salary and wages include `2,000 pa paid by Mr. J to himself.
(3) Depreciation on machinery is @ 15% pa, which has not been debited to PL Account.
(4) GST of `20,000 was paid on 31/7/2018 being the due date for ITR and `7,000 was paid on

10/8/2018.
(5) Whole of stationery expenses was for the personal use.
(6) GST paid in cash on 15/3/2018 was `36,000.

Solution: Calculation of PGBP Income
Particulars `

Profit 1,33,500
Add: Disallowed excess payment : Sec 40A(2) 5,000
Add: Disallowed cash payment : Sec 40A(3) 45,000
Add: Salary & wages paid by Mr. J himself 2,000
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Add: Machinery purchased 3,00,000
Less: Depreciation on machinery (`3,00,000 x 15%) : Section 32 (45,000)
Add: Payment of GST on 10/8/2018 7,000
Add: Personal stationery expenses 2,000
Add: House hold expenses 20,000
Add: Donation 60,000
Add: Bribe to policeman 35,000
Less: Rent of house property (2,40,000)
Less: Profit on sale of land (1,80,000)
Less: Dividend of domestic company (5,000)
Less: Dividend of foreign company (15,000)
PGBP income 1,24,500

SOME OTHER DEDUCTIONS: SECTION 36(1)
Apart from the deductions given above the assessee shall be allowed the following deductions

(1) INSURANCE PREMIUM: Insurance premium paid is allowed as a deduction if such insurance
premium is paid
(a) Against risk of damage or destruction of stock-in-trade.
(b) By any mode other than cash for insuring health of employees (Group Insurance)

(2) BONUS OR COMMISSION: Bonus or Commission of employees is allowed as a deduction but
subject to Section 43B.

(3) KEYMAN INSURANCE POLICY: Premium paid under the Keyman Insurance Policy will be
allowed as deduction.

(4) INTEREST OF BORROWED CAPITAL:
(a) Interest of borrowed capital for the purpose of Business or Profession is allowed as a

deduction but subject to Section 43B.
(b) In case of self proprietary business, interest on own capital is however not allowed as

deduction.
(c) Further no interest shall be allowed as expenditure if money has been borrowed to pay

income tax liability.
(d) Further any amount of interest paid on the borrowed capital for acquiring asset shall be

allowed as expenditure if such interest related to the period which is after the asset has
been purchased.

(e) Any interest which related to the period prior to the date of purchase of asset shall however
have to be capitalised by the assessee.

(5) DISCOUNT ON NOTIFIED ZERO COUPON BONDS: Discount on notified zero coupon bonds
is allowed as a deduction on the pro-rata basis. This pro-rata deduction is available over the life
of such bond.
(a) Life of the bond means the period starting from the date of issue of bond and ending on the

date of maturity or redemption of such bonds.
(b) For the above mentioned purposes zero coupon bonds are the bonds issued by

infrastructure Capital Company or public sector Company on or after 1/6/2007 which has
the life period of 10 years or more but less than 20 years.

(c) Scheduled Bank are entitled for deduction in respect of discount on zero coupon bonds
issued by it.
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(6) EMPLOYER’S CONTRIBUTION TO RPF: Employer’s contribution to RPF or approved
superannuation fund allowed a deduction subject to section 43B.

(7) GRATUITY FUND: Employer’s contribution to approved Gratuity Fund is allowed as a
deduction subject to section 43B.

(8) CONTRIBUTION TO NEW PENSION SCHEME: The contribution of the employer towards new
pension scheme on the behalf of the employee as referred in section 80CCD, shall be allowed
as deduction. Deduction shall be to the extent of 10% of the salary of employee. Salary shall
include basic salary and DA (forming part of salary for the retirement benefits).

(9) FAMILY PLANNING EXPENDITURE: Family Planning expenditure for employees by a
company is allowed as deduction.
(a) If such expenditure is that of capital nature then such expenditure shall be taken as

deduction in 5 equal instalments starting from the year when such expenditure was
incurred.

(b) Revenue expenditure is fully allowed as a deduction for the company.
(c) Family planning expenditure which could not be fully debited to profit and loss account due

to inadequacy of profits shall be allowed to be carry forwarded in a similar manner as we do
in case of unabsorbed depreciation.

(d) No deduction is available to non-corporate assessee under this section. They can claim
deduction under section 32 for the capital expenses and under 37(1) for the revenue
expenses on satisfying certain conditions.

(10) BAD DEBTS: Bad Debts are allowed as deduction but as per following conditions:
(a) Such debt must have been taken into account in computing the business income.
(b) The business for which the deduction is claimed should be continued.

CA
JASPREET

SINGH JOHAR

EXPERT’S COMMENTS
(a) Bad debt is allowed as deduction if above mentioned conditions are

satisfied but the provisions for bad debts are not allowed as deduction. For
that matter no kind of provisions are allowed to be debited to PL account.

(b) To claim the deduction of bad debt the business must be continued. If the
business has been discontinued then the deduction of bad debt can’t be
claimed.

(c) To the above point (b) there is one exception. If all of the assets and
liabilities of the business of the assessee have been taken over by some
different assessee then such new assessee can claim the deduction of the
bad debt of the previous assessee.

RECOVERY OF BAD DEBTS : SECTION 41(4)
If any amount allowed as bad debt is recovered subsequently, then it shall be treated as the
income of the previous year in which it is recovered, even if business is not in existence.

CIT V P.K. KAIMAL [1980]4 Taxman 319 (Mad.)
Assessee who claims deduction of bad debt and assessee who recovers bad debt must be same.
If assessee changes then recovery shall not be taxable in hands of new assessee or old assessee.
It will be regarded as a capital receipt which has no tax treatment.
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Illustration 8: ABC partnership firm had incurred a bad debt of `4,50,000. Firm was dissolved and
was taken over by a partner of the firm Mr. A. Later on Mr. A has recovered bad debt of `4,50,000.
This amount shall not be taxable for the firm or for Mr. A.

(11) SECURITIES TRANSACTION TAX PAID: The amount of securities transaction tax paid by
the assessee during the year shall be allowed as deduction if income from such securities is
taxable as a business income.

(12) COMMODITIES TRANSACTION TAX PAID: The amount of commodity transaction tax paid
by the assessee during the year shall be allowed as deduction if income from such
commodities is taxable as a business income.

(13) CO-OPERATIVE SOCIETY: Deduction shall be allowed for
 Expenditure incurred
 By a co-operative society
 engaged in the business of manufacture of sugar
 for purchase of sugarcane
 at a price which is equal to or less than the price fixed or approved by the

Government

(14) PROVISIONS OF BAD DEBTS: Generally there shall be no deduction for the provisions of
bad debts. However in the following cases provisions for bad debts shall be allowed:

In case of an Indian banks
In case of
 Foreign Banks
 Public Financial Institutions
 State Financial Institutions
 State industrial investment corporations
 Non-Banking Financial Companies (NBFCs)

8.5% of the gross total income
Plus

10% of the aggregate average
advances made by rural branches

5% of the gross total income

EXPENSES FOR BUILDING: SECTION 30
(1) Rent, repairs, taxes and insurance premium paid for buildings are allowed as deduction.
(2) If assessee is the tenant of the building and it is used for the purpose of business or

profession then deduction for rent paid or the repairs done by him on the premises shall be
allowed. These repairs have to be in revenue in nature.

(3) If assessee is the owner of the building and it is used for the purpose of business or profession
then deduction for the amount of repairs, which are of revenue in nature shall be allowed.

(4) If assessee is the tenant of the building and it is used for the purpose of business or
profession and does some capital expenses of the building then even tenant can claim
depreciation on such amount of capital expenditure. This is also known as the concept of
deemed building. This is an exception to our understanding that only owners can claim the
benefit of the depreciation.

AMENDMENT FROM
AY 2018-2019
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(5) If assessee is the tenant of the building and it is used for the purpose of business or
profession and does some capital expenses of the building then it will be added to the cost of
building and landlord can claim depreciation of the building.

EXPENSE FOR PLANT & MACHINERY AND FURNITURE: SECTION 31
(1) Repairs and insurance premium paid for machinery, plant and furniture which is used for

business or profession is allowed as deduction.
(2) Rent for machinery is not allowed as deduction under this section and therefore it is allowed

under section 37(1).
(3) The repairs have to be in revenue in nature. Deduction of capital expenditure is not allowed

since it will be added to the cost of such machinery, plant or furniture.

DEPRECIATION ON FIXED ASSETS: SECTION 32 AND RULE 5

(1) DEPRECIATION IS MANDATORY: WEF AY 2002-2003 to claim depreciation has been made
mandatory. So depreciation has to be deducted while calculating PGBP income even if
assessee is maintaining books on the cash basis of accounting.

(2) DEPRECIATION ON BUSINESS ASSETS: Depreciation is to be provided on the assets of the
business. These assets have been divided into Building, Plant & machinery, Furniture and
Intangible assets like know-how, patents, copyright, trademarks, licenses, and franchises.

(3) DEPRECIATION ON ASSETS OWNED: Depreciation is to be provided on the above
mentioned assets which are owned wholly or partly by assessee and are being used for
business/profession during the previous year.

(4) DEPRECIATION TO TENANTS OF BUILDING (CONCEPT OF DEEMED BUILDING):
Explanation 1 to Section 32(1)(ii): Exception to the condition that assessee must be the owner
to claim depreciation: If an assessee occupies a building for the purposes of business or
profession as tenant and incurs any capital expenditure by doing any construction/extension/
renovation/improvement then such capital expenditure shall be treated, as his own building and
depreciation shall be allowed.

(5) BLOCK OF ASSET: SECTION 2(11): means a group of assets falling within a class of assets
in respect of which same percentage of depreciation is prescribed.

(6) METHOD TO CALCULATE DEPRECIATION: Depreciation shall be calculated as per the
method given in section 43(6) which is as under

WDV of block at the beginning of the PY (cost of asset less depreciation till date)
Add: Actual cost of asset purchased and put to use during PY falling under the same block
Less: Amount received / receivable for asset which is sold, discarded, demolished or destroyed

WDV of block for the AY on which depreciation has to be calculated.

(7) PUT TO USE: Put to use does not mean making an asset ready to use. Put to use means
bringing an asset into actual use. This was decided by the Bombay high court in the case of
DINESHKUMAR GULABCHAND AGARWAL v CIT [2004] 141 Taxman 62 (Bom)

(8) USE LESS THAN 180 DAYS: If the asset is acquired during previous year and put to use for
less than 180 days in that previous year then depreciation in regard to that asset shall be
allowed at half of depreciation allowable.



Chapter 7
{ Page 229 }

Profits and Gains from Business and Profession

(9) USE OF ASSET IN THE NEXT YEAR: If any asset has been acquired in previous year and
has not been put to use during same previous year and has been put to use in the next
previous year then depreciation shall be allowed at full rate in the year when it is put to use,
irrespective of number of days of put to use in that next year.

(10) SALE OF ASSET: If any asset has been sold, discarded, or transferred then no depreciation
shall be allowed for that asset in the year in which such asset has been sold etc.

(11) ASSET ON TRIAL RUN: Depreciation is allowed on the asset even if it has been used for the
trail production/ trial run.

(12) DEPRECIATION ON IMPORTED CARS: Depreciation is allowed on imported cars, which
were acquired and put to use on or after 1/4/2001.

(13) VALUE LESS THAN `5,000: Depreciation will be allowed even if the value of the asset is
less than `5,000

(14) PRESCRIBED PERCENTAGES FOR DEPRECIATION ARE
ASSETS RATE

A) Buildings
1) Residential
2) General
3) Temporary structures

 Building includes roads, dams, wells, tube wells
 A building shall be deemed to be used mainly for the residential purposes if

the built up floor area used for the residential purpose is not less than 2/3 of
the total built up floor area.

5%
10%
40%

B) Furniture and Fittings including electric and sanitary fittings 10%
C) Intangible assets such as know-how, patents, copyrights, trademarks, licences,

franchises and any other business or commercial rights.
B. Raveendran Pillai V CIT [2010] 194 Taxman 477 (Ker.): The respected
Kerala High Court decided that Goodwill is an asset
CIT V Smifs Securities Ltd. [2012] 348 ITR 302 (SC) : The respected
Supreme Court decided that depreciation shall be allowed on the goodwill.

25%

D) 1) Plant and machinery other than mentioned below
2) Books owned by assessee carrying on a profession and books owned by a

library or the books being annual publication
3) Other Books
4) Aeroplanes / life saving medical equipment
5) Car/Buses / lorries used in the business of running them on hire
6) Other cars (both Indian or imported)
7) Ships, speed boats
8) Computers and computer software (including computer peripherals)
9) Pollution control equipment
10) Energy saving devices, energy renewal devices , including Windmill
11) Oil wells

15%

40%
40%
40%
30%
15%
20%
40%
40%
40%
15%

Illustration 9: CA Mr. J commenced practise and has acquired the following assets for his office.
Calculate depreciation for the AY 2018-2019 i.e. PY 2017-2018.

Asset Rate of dep Date of
purchase

Date of put to
use

(`)

Computer 40% 27/9/2017 2/10/2017 35,000
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Computer software 40% 2/10/2017 5/10/2017 8,500
Computer printer 40% 2/10/2017 3/10/2017 12,500
Books which are annual
publication

40% 1/4/2017 1/4/2017 12,000

Books which are not annual
publication

40% 1/4/2017 1/4/2017 1,000

Office furniture 10% 1/4/2017 1/4/2017 3,00,000
Laptop 40% 26/9/2017 5/10/2017 43,000
Fire extinguisher 15% 1/4/2017 Not put to use 2,500
Purchased goodwill of practising CA in April 2017 for `2 lakhs.

SOLUTION: CALCULATION OF DEPRECIATION U/S 32
Particulars Computer , Computer Software , Printer ,

Annual Books, Other Books & Laptop (40%)
(`)

Furniture
(10%)

(`)

Goodwill
(25%)

(`)
Opening value of Block NIL NIL NIL
Add: Purchase & put to use
for 180 days or more

60,500 3,00,000 2,00,000

Add: Purchase & put to use
for less than 180 days

51,500 NIL NIL

Less: Money received or
receivable on asset lost ,
destroyed or sold

NIL NIL NIL

Closing value of bock 1,12,000 3,00,000 2,00,000
Less: Depreciation u/s 32 40% X 60,500 = 24,200

40% / 2 X 51,500 = 10,300
30,000 50,000

Opening value for next year 77,500 2,70,000 1,50,000

Illustration 10: Calculate depreciation for Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Assets Rate of depreciation WDV on 1/4/2017 (`)

Plant and machinery 1 15% 6,00,000
Plant and machinery 2 15% 8,60,000
Flat 5% 17,00,000
Farm house 5% 85,00,000
Car 15% 2,00,000

The following assets have been purchased and put to use during the year.
Assets Date of purchase Date of put to use Rate of dep Amount (`)

PM 3 (new) 1/4/2017 1/4/2017 15% 7,86,000
Flat 11/6/2017 15/6/2017 5% 11,80,000
Car 15/7/2017 15/12/2017 15% 3,14,000

The following assets have been sold during the year
Assets Date of sale Sale price (`)

Plant and machinery 2 15/12/2017 3,00,000
Farm house 15/3/2018 25,00,000
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Solution: Calculation of depreciation u/s 32
Particulars P & M and Car (`) Residential

Building (`)
Op value of Block 16,60,000 1,02,00,000
Add: Purchase & put to use for 180 days or more 7,86,000 11,80,000
Add: Purchase & put to use for less than 180 days 3,14,000
Less: Money received or receivable on asset lost ,
destroyed or sold

(3,00,000) (25,00,000)

Closing value of bock 24,60,000 88,80,000
Less: Depreciation u/s 32 2,00,000 X 15% = 30,000

3,14,000 X 15% X 1/2 = 23,550
19,46,000 X 15% = 2,91,900

4,44,000

Op. value for next year 21,14,550 84,36,000

Illustration 11: Mr. J has started a business in April 2017 and the following new assets have been
purchased and put to use during the AY 2018-2019 i.e. PY 2017-2018:

Asset Cost (`) Date of purchase Date of put to use Depreciation
Building 20,00,000 6/4/2017 10/4/2017 10%
Office computer 70,000 16/5/2017 18/5/2017 40%
Car 6,00,000 10/6/2017 10/6/2017 15%
Plant A 40,00,000 20/4/2017 30/4/2017 15%
Plant B 30,00,000 10/9/2017 1/10/2017 15%
Plant C 60,000 30/6/2017 26/7/2017 15%
Plant D 70,000 25/6/2017 26/6/2017 15%
Plant E 30,000 20/7/2017 6/9/2017 15%

Solution: Calculation of depreciation u/s 32
Particulars Building Computer P & M and Car

Opening value of block NIL NIL NIL
Add: Purchase & put to use for 180 days or more 20,00,000 70,000 77,60,000
Add: Purchase & put to use for less than 180 days NIL NIL NIL
Less: Money received or receivable on asset lost ,
destroyed or sold

NIL NIL NIL

Closing Value of Block 20,00,000 70,000 7,60,000
Less: Dep. 2,00,000 28,000 11,64,000
Opening value of next year 18,00,000 42,000 65,96,000

Illustration 12: Calculate depreciation for the AY 2018-2019 i.e. PY 2017-2018:
Factory building (10%) w.d.v. `5,00,000
Plant & Machinery (15%) w.d.v. `8,00,000
Additions: 30/6/2017 `1,00,000

31/12/2017 `1,00,000
Sales: 1/12/2017 `6,00,000
Computer (40%) `6,00,000
Addition 1/1/2018 `60,000
Furniture and Fixtures (10%) w.d.v. `1,00,000
Motor Car (15%) w.d.v. `60,000 NOV 2000: 7 MARKS
ANSWER: FACTORY `50,000, COMPUTER `2,52,000; MACHINERY `61,500; FURNITURE `10,000



Chapter 7
{ Page 232 }

Profits and Gains from Business and Profession

CONCEPT : WHERE CLOSING VALUE OF THE BLOCK HAS THE VALUE OF NEW ASSET
`

Illustration 13: Opening value of P1, P2, P3, P4 4,00,000
P5 purchased and put to use on 1/12/2017 6,00,000
P2, P3, P4 sold for 6,00,000

Solution:
Particulars ` in lakhs
Opening value of Block (P1, P2, P3, P4) 4
Add: Purchase & put to use (P5) 6
Less: Sales (P2,P3,P4) 6
Closing value of bock (P1,P5) 4
Less: Depreciation u/s 32 0.3   (4 X 15% / 2)
Opening value for next year (P1,P5) 3.6
Concept : When closing value of the block is less than the value of new asset which has been
purchased and put to use then depreciation is calculated as per period of put to use of such new
asset as we did in this Illustration

Illustration 14: Opening value of P1, P2, P3, P4 4,00,000
P5 purchased and put to use on 1/12/2017 3,00,000
P2, P3, P4 sold for 4,00,000

Solution:
Particulars ` in lakhs
Opening value of Block (P1, P2, P3, P4) 4
Add: Purchase & put to use (P5) 3
Less: Sales (P2,P3,P4) 4
Closing value of bock (P1,P5) 3
Less: Depreciation u/s 32 0.225   (3 X 15% / 2)
Opening value for next year (P1,P5) 2.775
Concept : When closing value of the block is equal to the value of new asset which has been
purchased and put to use then depreciation is calculated as per period of put to use of such new
asset as we did in this Illustration

Illustration 15: Opening value of P1, P2, P3, P4 4,00,000
P5 purchased and put to use on 1/12/2017 3,00,000
P2, P3,P4 sold for 3,00,000

Solution :
Particulars ` in lakhs
Opening value of Block (P1, P2, P3, P4) 4
Add: Purchase & put to use (P5) 3
Less: Sales (P2,P3,P4) 3
Closing value of bock (P1,P5) 4

Less: Depreciation u/s 32 1 X 15% + 3 X 15% / 2 = 0.375
Opening value for next year (P1,P5) 3.625
Concept : When closing value of the block is more than value of new asset which has been
purchased and put to use then closing value of the block is bifurcated into value of new asset and
old asset. On new asset depreciation is calculated as per period of put to use of such new asset
and on old asset depreciation is calculated for the full year.
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CONCEPT : WHERE CLOSING VALUE OF BLOCK DOES NOT HAVE VALUE OF NEW ASSET
`

Illustration 16: Opening value of P1, P2, P3, P4 4,00,000
P5 purchased and put to use on 1/12/2017 3,00,000
P5 sold on 31/3/2018 for 3,00,000

Solution:
Particulars ` in lakhs
Opening value of Block (P1 , P2 , P3 , P4) 4
Add: Purchase & put to use (P5) 3
Less: Sales (P5) 3
Closing value of bock (P1 , P2 , P3 , P4) 4
Less: Depreciation u/s 32 4 X 15% = 0.60
Opening value for next year (P1 , P2 , P3 , P4) 3.40
Concept : When closing value of the block is not having value of new asset then deprecation is
calculated only as per the value of old assets in the block.

ADDITIONAL DEPRECIATION ON NEW PLANT OR MACHINERY:
SECTION 32(1)(iia)
(1) Additional depreciation of 20% shall be allowed to assessee engaged in the manufacturing or

production of any article or thing.
(2) Additional depreciation of 20% shall be allowed to assessee engaged in the business of

generation or transmission or distribution of electricity.
(3) Additional depreciation shall be allowed to new plant or machinery acquired and put to use.
(4) Additional depreciation is allowed only once and that too only for that year in which the eligible

asset is acquired and put to use.
(5) Additional depreciation shall not be allowed for the following assets:

(a) Ships and aircrafts.
(b) Any plant or machinery, which has been, used in or outside India by the assessee or any

other person.
(c) Any plant or machinery installed in any office premises or any residential premises.
(d) Any plant or machinery whose whole cost has been allowed as deduction (whether as

depreciation or otherwise) in computing the income from PGBP.
(e) Any building or furniture.

3rd Proviso to section 32(1)(ii) : if half of additional depreciation has been allowed due to asset
put to use of less than 180 days then balance of half additional depreciation shall be allowed in the
immediately succeeding previous year

Illustration 17: Mr. Abhimanyu is engaged in the business of generation and distribution of electric
power. He always opts to claim depreciation on written down value for income-tax purposes. From
the following details, compute the depreciation allowable for the AY 2018-2019 i.e. PY 2017-2018

Particulars `
Opening WDV of block (15% rate) 42,00,000
New machinery purchased on 12/10/2017 10,00,000
Machinery imported from Colombo on 12/4/2017. This machine had been used in
Colombo earlier and the assessee is the first user in India

9,00,000

New machine installed in generation wing of the unit on 15/7/2017 2,00,000
NOV 2013 - 4 MARKS
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Solution: Calculation of depreciation and additional depreciation
Particulars `

Opening value of Block 42,00,000
Add: Purchase & put to use for 180 days or more 11,00,000
Add: Purchase & put to use for less than 180 days 10,00,000
Less: Money received or receivable on asset lost ,
destroyed or sold

NIL

Closing value of bock 63,00,000
Less: Depreciation u/s 32

a) 51,00,000 X 15%
b) 10,00,000 X 35% / 2
c) 2,00,000 X 35%

7,65,000
1,75,000 (including additional depreciations)
70,000 (including additional depreciations)

Opening value for next year 52,90,000

NOTE: Remaining half of additional depreciation i.e `1,00,000 shall be allowed in the next financial
year ie AY 2018-2019 i.e. PY 2017-2018

Illustration 18: J Ltd. a manufacturing concern furnishes the following particulars
Particulars `

Opening writing down value of block plant and machinery 5,00,000
Purchase of plant and machinery. Put to use before 1/10/2017 2,00,000
Sale proceeds of plant and machinery which became obsolete 5,000

Further, out of purchase of plant and machinery: NOV 2011 - 4 MARKS
(a) Plant and machinery of `20,000 has been installed in office.
(b) Plant and machinery of `20,000 was used previously for the purpose of business by the seller.
Compute depreciation and additional depreciation for the AY 2018-2019 i.e. PY 2017-2018.

ANSWER: TOTAL DEPRECIATION - `1,36,250

ADDITIONAL DEPRECIATIONS TO UNITS IN THE SPECIFIED STATES
If assessee, sets up an undertaking or enterprise for manufacture or production of any article or
thing, on or after 1/4/2015 in any backward area notified in the State of

 Andhra Pradesh or
 Bihar or
 Telangana or
 West Bengal

and acquires and installs any new asset for the purposes of the said undertaking or enterprise on
or after 1/4/2015 and before 1/4/2020 in the said backward area, then, there shall be allowed an
additional depreciation 35% of the actual cost of such new asset in the year in which such new
asset is acquired and installed.

INVESTMENT IN NEW PLANT OR MACHINERY IN NOTIFIED
BACKWARD AREAS IN CERTAIN STATES : SECTION 32AD
(1) If assessee, sets up an undertaking or enterprise for manufacture or production of any article or

thing, on or after 1/4/2015 in any backward area notified in the State of
 Andhra Pradesh or
 Bihar or
 Telangana or
 West Bengal
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and acquires and installs any new asset for the purposes of the said undertaking or enterprise on
or after 1/4/2015 and before 1/4/2020 in the said backward area, then, there shall be allowed a
deduction of 15% of actual cost of such new asset in the year in which such new asset is installed.

(2) If any new asset acquired and installed by the assessee is sold or otherwise transferred within
a period of five years from the date of its installation, the amount of deduction allowed shall be
deemed to be the income of the assessee chargeable under the head "Profits and gains of
business or profession" of the previous year in which such new asset is sold.

(3) New Asset means any new plant or machinery (other than a ship or aircraft) but does not
include

(a) any plant or machinery, which before its installation by the assessee, was used either
within or outside India by any other person;

(b) any plant or machinery installed in any office premises or any residential accommodation,
including accommodation in the nature of a guest house;

(c) any office appliances including computers or computer software;
(d) any vehicle; or
(e) any plant or machinery, the whole of the actual cost of which is allowed as deduction in

computing the income chargeable under the head PGBP of any previous year.

COMPUTATION OF STCG FOR DEPRECIABLE ASSETS : SECTION 50
In case of depreciable assets capital gains shall be calculated if any one of the following two
conditions gets satisfied:
(1) If sale consideration on transfer of one or more capital asset in the block exceeds the value of

the block and expenses on transfer
(2) If all assets in the block are transferred and block becomes empty.

NOTE: Capital gains so calculated shall always be STCG and never LTCG.

CIT V Rajiv Shukla [2012] 20 taxman 606 (Del.)
Capital gains on the transfer of depreciable asset is only deemed to be short term capital gains for
the purpose of section 48 and section 49. Depreciable asset if held for more than 36 months shall
be a long term capital asset as per section 2(29A) & exemption under section 54F shall be allowed.

Illustration 19: Mr. J is a CA and has a block of car (15%) for his business purposes, the details
for which are as follows:
Opening value of block of car as on 1/4/2017 `18,71,000
Purchased a car on 15/6/2017 and put it to use on 15/6/2018 `3,00,000
Sold old car on 15/7/2017 `20,00,000
Selling expenses `5,000
Compute depreciation and capital gain for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of depreciation
Particulars `

Opening value of Block 1871,000
Add: Purchase & put to use NIL
Less: Sales 18,71,000 (restricted)
Closing value of bock NIL
Less: Depreciation u/s 32 NIL
Opening value for next year NIL
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Calculation of capital gains u/s 50
Particulars `

Sale consideration 20,00,000
Less: Selling expenses 5,000
Net sale consideration 19,95,000
Less: Cost of acquisition (value of the block is regarded as cost of acquisition) 18,71,000
STCG 1,24,000

Illustration 20: Mr. J has following Assets which are to be depreciated @ 15% on WDV basis:
1/4/2014 WDV of plant 'X' and Plant Y `2,00,000
10/12/2017 Acquired and put to use new plant 'Z' for `2,00,000
22/01/2018 Sold Plant Y for `4,00,000
Expenditure incurred in connection with transfer `10,000
Compute depreciation and capital gain for the AY 2018-2019 i.e. PY 2017-2018.

MAY 2010 - 7 MARKS , ANSWER: STCG `67,175

CONCEPT : WHERE THERE IS ONE ASSET IN BLOCK, THAT ASSET IS SOLD AND BLOCK
CEASES TO EXISTS

Illustration 21: Mr. J had purchased machinery on 10/8/2015 in block of 15% valuing `2,00,000.
This machinery was sold on 31/3/2018 for `2,00,000. Selling expenses have been `1,000.
Calculate WDV for the various years and STCG on sale of asset.

Solution :
Particulars PY 2015-2016

` in lakhs
PY 2016-2017
` in lakhs

PY 2017-2018
`in lakhs

Opening value of Block 2 1.70 1.445
Add: Purchase & put to use NIL NIL NIL
Less: Sales NIL NIL 1.445 (restricted)
Closing value of bock 2 1.70 NIL
Less: Depreciation u/s 32 2 X 15% = 0.30 1.70 X 15% = 0.255 NIL
Opening value for next year 1.70 1.445 NIL
Since in the year 2017-2018 block has become empty , we will have to calculate STCG

Calculation of capital gains in PY 2017-2018
Sale consideration 2,00,000
Selling expenses 10,000
Net sale consideration 1,90,000
Value of the block 1,44,500
STCG 45,500

CONCEPT : WHERE THERE ARE MANY ASSETS IN BLOCK AND FEW ASSETS ARE SOLD
AND BLOCK EXISTS

`
Illustration 22: WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) 3,00,000

PM5 purchased on 31/7/2017 4,00,000
PM2 and PM3 sold on 31/1/2018 5,00,000
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Solution : Calculation of Depreciation
Particulars PY 2017-2018 : `in lakhs

Opening value of Block (P1 , P2 , P3 , P4) 3
Add: Purchase & put to use (P5) 4
Less: Sales (P2 , P3) 5
Closing value of bock (P1, P4, P5) 2
Less: Depreciation u/s 32 2 X 15% = 0.30
Opening value for next year (P1, P4, P5) 1.70
Since in the year 2017-2018 block is not empty , we will not calculate STCG

`
Illustration 23:WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) 3,00,000

PM5 purchased on 31/5/2017 7,00,000
PM2 and PM3 sold on 30/6/2017 12,00,000

Solution :
Particulars PY 2017-2018 : ` in lakhs

Opening value of Block (P1 , P2 , P3 , P4) 3
Add: Purchase & put to use (P5) 7
Less: Sales (P2 , P3) 10 (restricted)
Closing value of bock (P1, P4, P5) NIL
Less: Depreciation u/s 32 NIL
Opening value for next year (P1, P4, P5) NIL
In the year 2017-2018 block is not empty but sale consideration of asset is more
than the value of remaining assets in the block thus we will calculate STCG

Calculation of capital gains in PY 2017-2018
Sale consideration 12,00,000
Selling expenses NIL
Net sale consideration 12,00,000
Value of the block 10,00,000
STCG 2,00,000

CONCEPT : WHERE THERE ARE MANY ASSETS IN BLOCK AND ALL ASSET ARE SOLD,
BLOCK CEASES TO EXISTS

`
Illustration 24: WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) 5,00,000

PM5 purchased on 1/7/2017 1,00,000
All PM 1, 2,3,4 and 5 sold on 31/12/2017 2,00,000

Solution :
Particulars PY 2017-2018 : `in lakhs

Opening value of Block (P1 , P2 , P3 , P4) 5
Add: Purchase & put to use (P5) 1
Less: Sales (P1 , P2 , P3 , P4 , P5) 2
Closing value of bock (BLOCK IS EMPTY) NIL
Less: Depreciation u/s 32 NIL
Opening value for next year NIL
In the year 2017-2018 all assets have been sold and block is empty thus we will calculate STCG

Calculation of capital gains in PY 2017-2018
Sale consideration 2,00,000
Selling expenses NIL
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Net sale consideration 2,00,000
Value of the block 6,00,000
STCG (4,00,000)

Illustration 25: WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) ` 5,00,000
PM5 purchased on 1/7/2017 ` 1,00,000
All PM 1, 2,3,4, 5 sold on 31/12/2017 ` 9,00,000

Solution :
Particulars PY 2017-2018 : ` in lakhs
Opening value of Block (P1 , P2 , P3 , P4) 5
Add: Purchase & put to use (P5) 1
Less: Sales (P1 , P2 , P3 , P4 , P5) 9
Closing value of bock (BLOCK IS EMPTY) NIL
Less: Depreciation u/s 32 NIL
Opening value for next year NIL
In the year 2017-2018 all assets have been sold and block is empty thus we will calculate STCG

Calculation of capital gains in PY 2017-2018
Sale consideration 9,00,000
Selling expenses NIL
Net sale consideration 9,00,000
Value of the block 6,00,000
STCG 3,00,000

CONCEPT : LOSS OF ASSET RESULTING IN INSURANCE COMPENSATION
THERE ARE MANY ASSETS IN BLOCK AND ASSET / ASSETS ARE DESTROYED/LOST
LEADING TO MONETARY COMPENSATION FROM INSURANCE COMPANY

Illustration 26:WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) ` 5,00,000
PM5 purchased on 1/7/2017 ` 1,00,000
PM 1 destroyed in fire and Insurance Company pays insurance ` 3,00,000

Solution :
Particulars PY 2017-2018 : ` in lakhs

Opening value of Block (P1,P2,P3,P4) 5
Add: Purchase & put to use (P5) 1
Less: Sales (P1) 3 (monetary compensation received from the

insurance company is a sale consideration)
Closing value of bock (P2,P3,P4,P5) 3
Less: Depreciation u/s 32 3 X 15% = 0.45
Opening value for next year (P2,P3,P4,P5) 2.55
Since in the year 2017-2018 block is not empty , we will not calculate STCG

Illustration 27:WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) ` 5,00,000
PM5 purchased on 1/7/2017 ` 1,00,000
All PM destroyed in fire and Insurance Company pays insurance ` 10,00,000

Solution :
Particulars PY 2017-2018 : `in lakhs

Opening value of Block (P1,P2,P3,P4) 5
Add: Purchase & put to use (P5) 1
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Less: Sales (P1) 6 (restricted)
monetary compensation received from the
insurance company is a sale consideration

Closing value of bock (P2,P3,P4,P5) NIL
Less: Depreciation u/s 32 NIL
Opening value for next year (P2,P3,P4,P5) NIL
In the year 2017-2018 all assets have been sold and block is empty thus we will calculate STCG

Calculation of capital gains in PY 2017-2018
Sale consideration 10,00,000
Selling expenses NIL
Net sale consideration 10,00,000
Value of the block 6,00,000
STCG 4,00,000

CONCEPT : WHERE THERE ARE MANY ASSETS IN BLOCK AND ASSET/ASSETS ARE
DESTROYED/LOST LEADING TO COMPENSATION FROM INSURANCE COMPANY IN
TERMS OF ANY OTHER SIMILAR ASSET

CIT V Kasturi & Sons Ltd [1999] 103 taxman 342 (SC)
The respected SC decided that what is to be reduced from the block of asset is the money/amount
and not the monetary value of asset which has been given to assessee. Therefore, if insurance
company gives any asset to assessee as compensation of the lost/destroyed asset then its
monetary value is not to be reduced from the block of asset.

Illustration 28: WDV as on 1/4/2017 for PM1, PM2, PM3, PM4 (15%) ` 5,00,000
PM1 destroyed in fire ` 1,00,000
PM5 given as compensation by insurance company 1/7/2017 ` 1,00,000

Solution :
Particulars PY 2017-2018 : ` in lakhs
Opening value of Block (P1,P2,P3,P4) 5
Add: Purchase & put to use (P5) NIL
Less: Sales (P1) NIL (non-monetary compensation received

from the insurance company is not a sale
consideration)

Closing value of bock (P2,P3,P4,P5) 5
Less: Depreciation u/s 32 5 X 15% = 0.75
Opening value for next year (P2,P3,P4,P5) 4.25
Since in the year 2017-2018 block is not empty , we will not calculate STCG

DEPRECIATION IN THE CASE OF SUCCESSION OF BUSINESS : 5TH
PROVISION TO SECTION 32 : In case of succession of a business amount of
depreciation shall be apportioned between the predecessor and successor in the ratio of number of
days for which the assets were used by them.

Illustration 29: J & Co., a sole proprietary concern, which has business of manufacturing articles,
was converted into a company on 31/8/2017. Before the conversion, the sole proprietary concern
had a block of plant and machinery (rate of depreciation 15 per cent), whose WDV as on 1/4/2017
was `3,00,000. On 1/4/2017 itself, a new plant of the same block was purchased for `1,20,000.
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After the conversion, the company has purchased the same type of new plant for doing
manufacturing on 1/1/2018 for `1,60,000. Compute depreciation that would be allocated between
the sole proprietary concern and the successor company for the AY 2018-2019 i.e. PY 2017-2018.
CA - MAY 2003 – 9 MARKS

Solution: Fifth proviso to section 32 is applicable while determining depreciation if there is change
of ownership of assets because of conversion of sole proprietary concern into company. In respect
of assets transferred to the company, depreciation will be calculated as under

Particulars `
Depreciated value of 1/4/2017 3,00,000
Add : Cost of new plant purchased on 1/4/2017 1,20,000
Written down value 4,20,000
Depreciation @ 15% of `4,20,000 + additional depreciation @ 20% of `1,20,000 87,000
Number of days when the assets are used by - Sole proprietor
Number of days when the assets are used by - Company

152 days
213 days

Depreciation available to the sole proprietary concern (i.e., 152 / 365 of `87,000) 36,230
Depreciation available to the company (i.e., 213 / 365 of `87,000) 50,770

Besides this the company can claim depreciation and additional depreciation of `28,000 (1/2 of
35% of `1,60,000) in respect of plant acquired on 1/1/2018 for `1,60,000.

Illustration 30: J Ltd. has a block of assets carrying 15% rate of depreciation, whose WDV on
1/4/2017 was `40,00,000. It purchased another asset of the same block on 1/11/2017 for
`14,40,000 and put to use on the same date. J Ltd. was amalgamated with D Ltd w.e.f 1/1/2018.
You are required to compute the depreciation allowable to J Ltd and D Ltd. for the AY 2018-2019
i.e. PY 2017-2018. CA - NOV 2010 - 8 MARKS

Calculation of amount of depreciation J Ltd. / D Ltd. for AY 2018-2019 i.e. PY 2017-2018
Opening value of block 40,00,000

Asset purchased and put to use 14,40,000

Asset sold , lost or destroyed NIL

Closing value of the block 54,40,000

Depreciation
40,00,000 X 15%
14,40,000 X 15% / 2 7,08,000

Number of days used by J tld.
Old machine
New machine

275
61

Number of days used by D tld.
Old machine
New machine

90
90

Depreciation apportioned to J Ltd.
6,00,000 / 365 X 275
1,08,000 / 151 X 61

4,52,055
43,629
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Total 4,95,684

Depreciation apportioned to D Ltd.
6,00,000 / 365 X 90
1,08,000 / 151 X 90
Total

1,47,945
64,371

2,12,316

DEPRECIATION FOR POWER GENERATING OR POWER GENERATING
AND DISTRIBUTING UNDERTAKINGS : SECTION 32(1)(i)
An assessee in the business of generation or generation & distribution of power has option to claim
depreciation either on SLM or WDV method on the assets which have been purchased after
31/3/97. But for the earlier years WDV on the block of assets method has to be followed. The
option has to be filed before the due date of filling of ITR under Section 139 (1) and the option once
exercised can’t be withdrawn.

TERMINAL DEPRECIATION : SECTION 32(1)(iii)
(1) Where on any asset, depreciation is charged as per section 32(1)(i) on SLM basis and such

asset is sold in the year other than the year in which it was purchased then a Terminal
Depreciation shall be allowed which shall be equal to the difference between WDV of the
asset and money received or receivable on sale of asset. But this is available only if the assets
are written off in the books of accounts.

(2) Concept of terminal depreciation is applicable only if WDV of asset exceeds money receivable
on sale of asset.

(3) If the asset is sold in the year of purchase then there shall be STCG.

BALANCING CHARGE: SEC 41(2) AND CAPITAL GAINS: SEC 50A
Where any asset owned by assessee for which, depreciation has been claimed as per SLM
method, is sold and sale consideration of such asset exceeds its WDV the least of the following
shall be chargeable to tax as income of business:
(1) Difference between actual cost and WDV. In other words depreciation allowed till date OR
(2) Difference between sale consideration and WDV.

Illustration 31: J Ltd. is a company which has the Business of generation of electricity. On
1/1/2016 it purchased a machine for `200000 which has 7.84% as Depreciation rate on SLM basis.
This machine is sold on 31/3/2018 for
a) ` 75,000 b) ` 1,75,000 c) ` 2,00,000 d) ` 2,20,000.
Discuss the tax treatment for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of written down value as on 1/4/2017
Particulars 2015-2016 (`) 2016-2017 (`)
Opening value NIL 1,92,160
Add: Purchases and put to use 200,000 NIL
Less: Sale value NIL NIL
Closing value of block 2,00,000 1,92,160
Depreciation on SLM 2,00,000 X 7.84% X ½ =7840 15,680
Opening value of next year 1,92,160 1,76,480
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Calculation of terminal value and balancing charge for the PY 2017-2018
Particulars/options (a) (`) (b) (`) (c) (`) (d) (`)
Opening value 1,76,480 1,76,480 1,76,480 1,76,480
Add: Purchase and put to use Nil Nil Nil Nil
Less: Sale value of the block 75,000 1,75,000 2,00,000 2,20,000
Terminal depreciation 1,01,480 1,480 NIL NIL
Balancing charge NIL NIL 23,520 23,520
STCG u/s 50A NIL NIL NIL 20,000

SET OFF AND CARRY FORWARD OF UNABSORBED DEPRECIATION :
SECTION 32(2)
(1) If current year’s depreciation could not be set off from business profits then it shall be set off:

(a)First against profits of any other business or profession being carried on during the year.
(b) The balance, if any, against income under any other head except from Casual incomes and

Income under the head salary.
(2) The unabsorbed depreciation can be carried forward for unlimited period for setting off against

the profits of any business carried on by him in future years.
(3) Assessee may or may not carry on the business or profession to avail such benefit.
(4) If there is a loss under the head PGBP then such loss shall be first adjusted against any

income of some other head (except income from salary and casual incomes) and if not possible
then it shall be allowed to be carried forward to be set off in the succeeding year against only
business income. Such carry forward of losses is allowed only for 8 years.

(5) In case of carry forward of business loss the set off in the succeeding year shall be done in the
following manner:
(a)Set off of current year depreciation.
(b)Set off of brought forward losses.
(c)Set off of brought forward unabsorbed depreciation

Illustration 32: Calculate total income for the AY 2018-2019 i.e. PY 2017-2018 of Mr. J
2016-2017 (`) 2017-2018 (`)

Income under the head salary 5,00,000 5,00,000
Income under the head house property 20,000 20,000
Income under the head PGBP
Business  of cloth
Gross profit of business
Expenses of business
Deprecation on assets

4,00,000
2,80,000
3,00,000

2,00,000
1,40,000
60,000

Business  of Steel
Gross Profit
Expenses of business
Depreciation on assets

5,00,000
3,20,000
1,40,000

8,00,000
4,60,000
1,60,000

Income under the head other sources: Card games 1,00,000 NIL
Brought forward business loss 80,000 NIL

Solution: Calculation of total income for the AY 2018-2019 i.e. PY 2017-2018
2016-2017 (`) 2017-2018 (`)

Salary 5,00,000 Salary 5,00,000
H.P. 20,000 H.P. 20,000
PGBP PGBP
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Cloth business
Profit after expenses
Less: Depreciation

Unabsorbed Dep.
Steal business
Profit after expenses
Depreciation
Profit
Less: Unabsorbed dep
Profits

1,20,000
3,00,000
1,80,000

1,80,000
1,40,000
40,000
40,000
NIL NIL

Cloth business
Profit After expense
Less: Depreciation

Unabsorbed Dep.
Steel business
Profit after expensE
Less: depreciation
Profits
Less: BF loss
Profits
Less: BF depr

60,000
60,000
NIL

3,40,000
1,60,000
1,80,000
80,000
1,00,000
1,00,000 NIL

Income under the head other sources
Card games 1,00,000

Income from other sources NIL

Gross Total income 6,20,000 Gross total income 5,20,000
Less: unabsorbed Dep. 20,000 Less: Unabsorbed depreciation 20,000
Gross total income 6,00,000 Gross total income 5,00,000
Total income 6,00,000 Total income 5,00,000
C/F of Business loss 80,000 C/F business loss NIL
C/F of unabsorbed Depreciation 1,20,000 C/F unabsorbed deprecation NIL

ACTUAL COST FOR CHARGING DEPRECIATION : SECTION 43(1)
The amount of depreciation to be debited in the profit and loss account depends on the actual cost
of the asset. An assessee always wants to show higher cost so that he can claim higher
depreciation and therefore reduce his taxable profit. On the other hand income tax department
wants to have lower cost of asset. Therefore Income Tax Act 1961 has dealt with this problem by
introducing section 43(1). Actual Cost means the actual cost of asset to the assessee as reduced
by that portion which has been directly or indirectly met by any other person. In this regard
following must be kept in mind:

SN CONCERN PARTICULARS
1 scientific

research
asset

If the asset is used in business after it ceases to be used for the purpose for
scientific research then the actual cost of the asset shall be the cost less
deduction allowed under section 35(1). i.e. it will be NIL.

2 gift or
inheritance

If the asset has been acquired under gift or inheritance then the actual cost to
the assessee shall be cost as reduced by the notional depreciation that would
have been charged had it been the business property.

3 personal
building
converted
into
business
asset

If the personal building of the assessee has been converted into the business
asset then in such a case the actual cost shall be the cost as reduced by the
notional depreciation that would have been charged had it been the business
property. However this concept is not applicable for plant and machinery.

4 loan taken
for acquiring
asset

If any interest has been paid on the loan taken for acquiring the asset then it
will be added to the cost of asset provided it has been paid or payable for the
period before the asset was put to use. But the interest paid or payable after
the asset has been put to use shall be allowed to be debited as revenue
expenditure.

5 Subsidy If full cost or part of the cost of the asset has been met by govt. through
subsidy then such amount of subsidy shall not form part of the cost of asset.
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6 Test run Expenses on the test run of machinery prior to production are part of the
actual cost of plant and machinery.

7 Travelling Expenditure on travelling incurred for acquiring depreciable assets is a part of
actual cost.

8 Specified
business

The actual cost of any capital assets in respect of which the whole of the
expenditure has been allowed as a deduction under section 35AD, shall be
treated as Nil.

EXPENDITURE ON SCIENTIFIC RESEARCH : SECTION 35
According to section 43(4) scientific research means any activity for the extension of knowledge in
the fields of natural or applied sciences including agriculture, animal husbandry or fisheries.

(A) EXPENDITURE INCURRED BY ASSESSEE
Both Revenue Expenditure [section 35(1)(i)] and Capital Expenditure [Section 35(1)(iv)] incurred by
the assessee will be allowed as 100% deduction provided the research is related to the assessee’s
own business or profession.

1) REVENUE EXPENDITURE: SECTION 35(1)(i):
a) Expenses before the commencement of business: Revenue expenditure on salary

(excluding perquisites) to research staff and materials used in research incurred during 3
years preceding the date commencement of business shall be allowed 100% deduction in
the year in which business is commenced.

b) Expenses after the commencement of business: 100% of revenue expenditure done on
scientific research related to the business carried on by the assessee.

2) CAPITAL EXPENDITURE: SECTION 35(1)(iv):
a) Expenses before the commencement of business: Capital expenditure during three

years preceding the date of commencement of business shall also be allowed as deduction
in the year of commencement of business. But capital expenses incurred for acquiring land
is not allowed as deduction.

b) Expenses after the commencement of business: Any capital expenditure incurred during
the PY for research related to business shall be allowed 100% deduction.

c) This deduction is available even if the asset has not been put to use for the purposes of
scientific research.

3) SET OFF OF UNABSORBED CAPITAL EXPENDITURE: If profits of the business before
adjusting capital expenditure of scientific research is less than the capital expenditure of
scientific research and full amount of capital expenditure could not be set off then the amount
which can not be set off is known as unabsorbed capital expenditure of scientific research. The
set off and carry forward of unabsorbed scientific research capital expenditure shall be done in
the same manner as that of unabsorbed depreciation.

(B) CONTRIBUTIONS MADE TO OTHERS BY ASSESSEE
Assessee can claim deduction even if he makes donation for the research, whether or not
connected to the assessee’s business. Deduction allowed shall be as follows:
To whom contribution can be given Amount of

deduction
Approved research associations which have as its objects doing scientific
research or An approved university, college or other institution for the use of
scientific research related or unrelated to assessee’s business.
[Section 35(1)(ii)]

150% of sum paid.
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An amount paid to a company to be used by it for scientific research provided
that all of the following conditions are satisfied:
(a)Such company is registered in India
(b)The company has as its main object the scientific research and

development
(c)The company is approved by the prescribed authority
[Section 35(1)(iia)]

100% of sum paid

An approved university, college or other institution or an approved research
associations which have as its objects doing scientific research in social
science or statistical science, whether research is related or unrelated to
assessee’s business. [Section 35(1)(iii)]

100% of sum paid

EXPERT’S COMMENTS
a)No depreciation shall be allowed for the assets for which deduction has been

claimed u/s 35.
b)It is not necessary that assessee should himself carry on scientific research. The

deduction is available even if the expenditure is done for scientific research
carried on by some other person

PAYMENT TO NATIONAL LABORATORY OR UNIVERSITY: SECTION 35(2AA)
If the assessee pays any sum to national laboratory or to a university or to IIT or to specified
person as approved by prescribed authority with the specific directions that such sum shall be used
for scientific research in the programmes approved by government then the deduction shall be
allowed equal to 150% of sum so paid and no other deduction shall be allowed under any
other section of this act.

Note: Deduction shall not be denied if the approval granted is withdrawn after the payment has
been made by the assessee.

Where any sum is paid to such National Laboratory or university or Indian Institute of
Technology or specified person in any year starting from AY 2021-2022 the deduction under
this section shall be equal to 100% of the sum so paid.

DEDUCTION OF EXPENDITURE TO COMPANY : SECTION 35(2AB)
If company is engaged in business of manufacture or production of an article or thing except those
which are specified in the Eleventh Schedule of the Income-tax Act, incurs any expenditure of
capital or revenue nature (other than on land and building) on any in-house research and
development then it shall be allowed a deduction of 150% of the expenditure so incurred.

AMENDMENT FROM
AY 2018-2019

AMENDMENT FROM
AY 2018-2019
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Where such expenditure on scientific research (not being expenditure in the nature of cost
of any land or building) on in-house research and development facility is incurred in any
year starting from AY 2021-2022 the deduction under this section shall be equal to 100% of
the sum so paid.

THE ELEVENTH SCHEDULE—LIST OF THINGS OR ARTICLES
(a) Beer, wine and other alcoholic spirits.
(b) Tobacco and tobacco preparations.
(c) Cosmetics and toilet preparations.
(d) Tooth paste, dental cream, tooth powder and soaps.
(e) Aerated waters in the manufacture of which blended flavoring concentrates in any form are

used.
(f) Confectionery and chocolates.
(g) Gramophones, including record players and gramophone records.
(h) Projectors.
(i) Photographic apparatus and goods.
(j) Office machines and apparatus such as typewriters, calculating machines, cash registering

machines and cheque writing machines and intercom machines.
(k) Steel furniture.
(l) Safes , strong boxes, cash and deed boxes and strong room doors.
(m) Latex foam soaps.
(n) Crown corks and other fitting of corks, rubber, polyethylene and other material.

DONATIONS FOR SCIENTIFIC RESEARCH AND RURAL
DEVELOPMENT: SEC 80 GGA
(1) The deduction under this section is available to all assessee whether resident or non-resident

for the amount donated for the purpose of scientific research. Such donation can be made to
associations, universities, colleges or institutions which are approved u/s 35 or approved
research associations which have as its object undertaking research in social science or
statistical research.

(2) This deduction is allowed if GTI does not include income under head PGBP.
(3) If deduction is claimed under this section then no deduction shall be allowed for such payment

under any other provision of this act.
(4) Section 80GGA(2A) if donation is made in cash and amount is less than or equal to `10,000

then deduction shall be allowed. But if donation is made in cash and amount is more than
`10,000 then deduction shall not be allowed.

Illustration 33: X Ltd. furnishes the following particulars for the AY 2018-2019 i.e. PY 2017-2018.
Compute the deduction allowance under section 35, while computing its business income:

PARTICULARS `
1 Amount paid to Indian Institute of Science, Bangalore, for scientific research 1,00,000
2 Amount paid to IIT, Delhi for an approved scientific research programme 2,50,000
3 Amount paid to X Ltd., a company registered in India which has as its main

object scientific research and development.
4,00,000

4

(a)
(b)

Expenditure incurred on in-house research and development facility as
approved by the prescribed authority
Revenue expenditure on scientific research
Capital expenditure (including COA of land `5,00,000) on scientific research

3,00,000
7,50,000
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SOLUTION: Deduction under section 35 for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` % Deduction `

Payment for scientific research Indian Institute of Science
IIT, Delhi
X Ltd.

1,00,000
2,50,000
4,00,000

150%
150%
100%

1,50,000
3,75,000
4,00,000

Expenditure incurred on in-house RD
Revenue expenditure
Capital expenditure (excluding COA of land ` 5lakhs)

3,00,000
2,50,000

150%
150%

4,50,000
3,75,000

Deduction allowable under Section 35 17,50,000

SALE OF ASSET, WHICH HAS BEEN USED FOR SCIENTIFIC
RESEARCH : SECTION 41(3)
Any amount realized on transfer of asset which has been utilized for scientific research is taxable
as business income to the extent of deduction allowed under section 35 in the year in which
transfer takes place. In this regard the following positions may emerge:
A) ASSET IS SOLD WITHOUT USING IT FOR ANY OTHER BUSINESS PURPOSE:
In this case this section will apply and the least of the following shall be PGBP Income:

(a) Sale price of asset.
(b) Deduction allowed under section 35(1)

NOTE: Capital gain shall arise if sale price exceeds the cost of asset.

B) ASSET IS SOLD AFTER USING IT FOR ANY OTHER BUSINESS PURPOSE:
(a) In this case the Actual cost of asset shall be taken to be NIL
(b) Section 50 of STCG shall apply.

Illustration 34: Mr. J is a franchisee of McDonald’s and has paid `50 lakhs for the franchisee. He
provides you with the following profit and loss account for the AY 2018-2019 i.e. PY 2017-2018

Particulars ` Particulars `
Opening stock 3,20,000 Sales 35,00,000
Purchases 18,23,000 Closing stock 3,50,000
Household expenses 21,000
Deposit in PPF account 70,000
Salary and wages 1,18,100
Donation given to IIT 35,000
Purchase of plant and machinery 3,00,000
Purchase of computers 40,000
Sales tax payable 37,900
Purchase of car 9,00,000
Profit 1,85,000
TOTAL 38,50,000 TOTAL 38,50,000

Additional information:
(1) The opening values of various blocks as on 1/4/2017 are

(a) Franchisee `3,11,000
(b) Plant and machinery `1,85,000
(c) Car `2,23,000

(2) Both opening and closing stock have been overvalued by 10% and 15% respectively.
(3) Purchases include the cash purchases of `23,000.
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(4) Salary and wages include the salary given to wife who is working as an employee. Assessing
officer has deemed `2,500 as excessive in nature.

(5) New plant and machinery and Car were put to use 1/7/2017.
(6) `11,000 of car expenses have been incurred but not been recorded in the books of accounts.
(7) Only `25,000 of the sales tax payable was paid before the due date of filling of ITR.
(8) Mr. J has also given donation of `10,000 to PMNRF on 31/3/2018.
(9) Donation to IIT was given for the research which has been approved by the Government.
Calculate the PGBP income for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of PGBP income
Particulars `
Wrong Profit 1,85,000
Add: household expenses 21,000
Add: deposit in PPF 70,000
Add: Donation to IIT 35,000
Add: purchase of plant and machinery 3,00,000
Add: purchase of computers 40,000
Add: sales tax payable 37,900
Add : purchase of car 9,00,000
Less: Depreciation of all assets (3,24,950)
Add: overvaluation of opening stock 29,091
Less: overvaluation of closing stock (45,652)
Add : cash purchases disallowed 23,000
Add: excessive salary given to wife , a specified employee 2,500
Less: expenses on car (11,000)
Less: Sales tax paid (25,000)
Less: Donation to IIT (70,000)
PGBP 11,66,889

Calculation of depreciation
Particulars Franchisee – 25% PM and Car – 15%
Opening value 3,11,000 4,08,000
Add: Purchases and put to use NIL 3,00,000 + 9,00,000 + 40,000
Less: Sale value NIL NIL
Closing value of block 3,11,000 16,48,000
Depreciation on SLM 25% = 77,750 15% = 2,47,200
Opening value of next year 2,33,250 14,00,800

AMORTIZATION OF CERTAIN PRELIMINARY EXPENSES : SECTION 35D
(1) The deduction is available to Indian Company or Non-Corporate Resident Assessee. A resident

foreign company can not claim deduction under this section.
(2) Preliminary expenses incurred for the following purposes qualify for amortisation

(a) Expenses incurred before the commencement of business OR
(b) Expenses incurred after the commencement of business but for

(i) Expansion of any existing undertaking or
(ii) For setting up of any new unit.

(3) Preliminary Expenditure may be
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(a) Cost of preparation of feasibility report, project report, expenditure on any market survey or
other survey or expenses on engineering services related to the business.

(b) Legal charges for drafting of any agreement between the assessee and any other person.
(c) In case of a company, expenditure on preparation and printing of MOA & AOA, registration

of company or issue of shares or debentures.
(d) Registration fees of a company under the provisions of Companies Act 1956.
(e) Expenses in relation to public issue of shares or debentures of a company, underwriting

commission, brokerage.
(f) Charges for drafting, typing, printing and advertisement of prospectus.
(g) Other expenditures as may be prescribed by the board.

(4) Qualifying amount:
(a) For non-corporate assessee it cannot exceed 5% of cost of project
(b) For an Indian Company it cannot exceed 5% of cost of project OR 5% capital employed

whichever is higher.
(5) Cost of the project means actual cost of the fixed assets on the last day of the PY.
(6) Capital employed means issued capital + debentures + long term borrowings as on the last day

of the PY.
(7) Quantum of deduction: Qualifying amount is allowed as deduction in 5 equal instalments.
(8) CA must audit accounts and the report should be furnished along with the return of income.
(9) Deduction shall be allowed to industrial and to service sector units.

Illustration 35 : J Ltd. is an existing Indian company which sets up a new unit. It incurs the
following expenditure in connection with the new unit

Particulars `
Preparation of project report 4,00,000
Market survey 5,00,000
Legal and other charges for issue of additional capital required for the new unit 2,00,000
The following further data is given :
Cost of project 30,00,000
Capital employed in the new unit 40,00,000

What is deduction admissible to company under section 35D for AY 2018-2019 i.e. PY 2017-2018?

Solution: Calculation of amortisation of preliminary expenses
Particulars `
Actual amount of preliminary expenses 11,00,000
Cost of project 30,00,000
Capital employed 40,00,000
Qualifying expenditure
5% of capital employed or 5% of cost of project, whichever is higher 2,00,000
Amount eligible for amortization is lower of `11,00,000 or `2,00,000 2,00,000
Amount of deduction per year `2,00,000 / 5 40,000

Illustration 36 : J Ltd. Is an Indian Company and has started with the new business in the PY
2017-2018. It has incurred `1,20,000 as preliminary expenses. Balance sheet of company as on
31/3/2018 is given to you. Calculate amount of preliminary expenses that has to be written off.

Balance sheet as on 31/3/2018
Particulars ` Particulars `
Equity share capital 7,50,000 Land 4,00,000
Preference share capital 2,50,000 Building 10,00,000
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Debentures 3,50,000 Plant and machinery 1,35,000
Profit and reserves 1,00,000 Furniture 5,00,000
Bank loan repayable in 10 yrs. 4,35,000 Debtors 80,000
Creditors 2,00,000 Cash 10,000
Bills payable 50,000 Bank balance 10,000
TOTAL 21,35,000 TOTAL 21,35,000

ANSWER: Deduction allowed is ` 20,350 from the PY 2017-2018 to 2021-2022

EXPENSES OF VOLUNTARY RETIREMENT SCHEME: SECTION 35DDA
Expenditure on payment to employees at the time of the voluntary retirement in accordance with
the VRS shall be allowed in 5 equal instalments starting from the year of the retirement. If an
employee is given a part payment then only the amount given in the first year is allowed as
deduction over the period of 5 years and part paid in the next years is allowed to be amortised for 5
years from the year of payment.

Illustration 37: Mr. J is an employee of ABC Ltd and takes VRS from the company. Company
pays him compensation of `5,00,000 on 31/12/2017. Discuss the tax treatment in the books of
accounts of company.

Solution: Amortization of VRS expenses under section 35 DDA
Amount of deduction u/s 35 DDA= `5,00,000 / 5 = `1,00,000 from PY 2017-2018 till 2021-2022

Illustration 38: Mr. J takes VRS from ABC Ltd and company fixes the compensation of `5,00,000.
Out of this `3,00,000 was paid  on 31/12/2017 and balance amount is paid on 31/12/2018. Discuss
the tax treatment in the books of accounts of company.

Solution: Amortization of VRS expenses under section 35 DDA
Amount paid in 2017-2018 `3,00,000
Amount of deduction u/s 35DDA `3,00,000 / 5 = `60,000 from PY 2017-2018 till 2021-2022
Amount paid in 2018-2019 `2,00,000
Amount of deduction u/s 35DDA `2,00,000 / 5 = `40,000 from PY 2018-2019 till 2022-2023

INVESTMENT-LINKED TAX INCENTIVE FOR SPECIFIED BUSINESSES :
SECTION 35AD
 An assessee shall be allowed deduction of

a) 100% for the revenue expenditure
b) 100% for the capital expenditure incurred which is incurred wholly and exclusively for the

purpose of specified business carried on by him during the previous year. If expenditure has
been incurred prior to the commencement of the operations then the deduction will be
allowed in the PY in which the operations of the specified business are commenced.

 Capital expenditure shall not include
a) any expenditure for which the payment or aggregate of payments made to a person in

a day for more than `10,000 is not made through an account payee cheque or an
account payee bank draft or use of electronic clearing system through a bank
account

AMENDMENT FROM
AY 2018-2019
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b) any expenditure incurred on the acquisition of any land or
c) any expenditure incurred on the acquisition of goodwill or
d) any expenditure incurred on the acquisition of financial instrument

SPECIFIED BUSINESS ARE
1) Setting up and operating cold chain facilities. Cold chain facility means chain of facilities for

the storage or transportation of agriculture and forest product, meat and meat products,
poultry, marine and dairy products, Products of horticulture and apiculture.

2) Setting up and operating warehousing facilities for storage of agricultural produce
3) Building and operating a hospital with minimum of 100 beds for patients, anywhere in India
4) Developing and building a housing projects under the scheme for affordable housing framed

by central government or state government and notified by CBDT
5) Production of fertilisers in India
6) Laying and operating cross-country natural gas or crude or petroleum oil pipeline network for

distribution, including storage facilities being an integral part of such network.
7) Building and operating a hotel of two stars or above category, anywhere in India.
8) Developing and building housing projects under the scheme for slum redevelopment or

rehabilitation framed by the centre or state government and notified by CBDT.
9) Setting up and operating an inland container depot or the container freight station approved

under the Customs Act, 1962.
10) Bee-keeping and production of honey and beeswax.
11) Setting up and operating a warehousing facilities for the storage of sugar.
12) Laying and operating a slurry pipeline for the transportation of iron ore , on or after 1/4/2014.
13) Setting up and operating a semiconductor wafer fabrication manufacturing unit, if such unit is

notified by the CBDT , on or after 1/4/2014
14) In relation to a new infrastructure facility

 Developing or
 maintaining and operating or
 developing, maintaining and operating.

Definition of
“infrastructure
facility”

1) A road including toll road, a bridge or a rail system.
2) A highway project including housing or other activities being an

integral part of the highway project.
3) A water supply project, water treatment system, irrigation project,

sanitation and sewerage system or solid waste management system.
4) A port, airport, inland waterway, inland port or navigational channel in

the sea.
Date of commencement On or after 1.4.2017
Conditions to
be satisfied by
such specified
business

1) The business should be owned by an Indian company or by a
consortium of Indian companies or by an authority or a board or
corporation or any other body established or constituted under any
Central or State Act.

2) The entity should have entered into an agreement with the CG or SG
or a local authority or any other statutory body.

CONDITIONS TO BE FULFILLED BY ASSESSEE CARRYING ON SPECIFIED BUSINESS
(1) It is not set up splitting up, or the reconstruction, of a business already in existence.
(2) It is not set up by the transfer to the specified business of machinery or plant previously used

for any purpose. However, 20% value of the total plant and machinery can be second hand.
(3) In case of business of laying and operating cross-country natural gas or crude or petroleum oil

pipeline network for distribution, including storage facilities being an integral part of such
network deduction shall not be allowed unless assessee has made atleast 1/3 of its total
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pipeline capacity (in case of natural gas pipeline network) and atleast 1/4 of its total pipeline
capacity (in case of petroleum products pipeline network) for the use on common carrier basis.

(4) Any plant and machinery which has been used outside India shall be allowed if following
conditions are satisfied:
(a) Such plant and machinery has never been used in India
(b) Such plant and machinery was imported into India from a country outside India
(c) No deduction for depreciation has been claimed on such plant and machinery so far

(5) No deduction under section 80C to 80U shall be allowed from the income of such specified
business.

(6) No depreciation shall be allowed to such capital assets for which deduction under this section
has been claimed.

(7) In case of business of production of fertilizers, the deduction for capital expenditure shall be
allowed not only for the production in a new plant but also be allowed in a newly installed
capacity in an existing plant.

(8) If a person is allowed deduction under section 35AD then no deduction shall be allowed under
section 10AA in the same or in any other assessment year in respect of such specified
business.

Section 35AD(6A): Where an assessee builds a hotel of two star or above category and
subsequently while continue to own the hotel , transfers the operations of the hotel to another
person then such person shall be deemed to be carrying on business of building and operating
hotel and shall continue to be eligible for the deduction u/s 35AD

Illustration 39 : XYZ ltd. commenced operations of the business of a new three-star hotel in
Madurai, Tamil Nadu on 1/4/2017. The company incurred capital expenditure of `50 lakhs during
the period January, 2017 to March, 2017 exclusively for the above business, and capitalized the
same in its books of accounts as on 1/4/2017. Further, during the AY 2018-2019 i.e. PY 2017-
2018, it incurred capital expenditure of `2 crores (out of which `1.50 crores was for acquisition of
land) exclusively for the above business. Compute the deduction under section 35AD for the AY
2018-2019 i.e. PY 2017-2018 assuming that XYZ ltd, has fulfilled all the conditions specified in
section 35AD and has not claimed any deduction under sections 80C to 80U.

Solution: Amount of deduction allowed u/s 35AD for AY 2018-2019 i.e. PY 2017-2018 would be
Particulars `

Capital expenditure incurred during the PY 2017-2018 (excluding the expenditure
incurred on acquisition of land) = `200 lakhs – 150 lakhs

50 lakhs

Capital expenditure incurred prior to 1/4/2017 and capitalized in the books of
accounts as on 1/4/2017

50 lakhs

Total deduction under section 35AD for AY 2018-2019 i.e. PY 2017-2018 100 lakhs

Section 35AD(7A): if in respect of any asset deduction has been claimed and allowed under
section 35AD then such asset should be used for the period of eight years beginning with the
previous year in which such asset is acquired or constructed.

Section 35AD(7B): if in respect of any asset deduction has been claimed and allowed under
section 35AD and such asset is thereafter used for any purpose other than use in the specified
business then the total amount of deduction so claimed and allowed in the previous year in respect
of such asset, as reduced by the amount of depreciation allowable in accordance with the
provisions of section 32 as if no deduction had been allowed under section 35AD shall be deemed
to be the income of the assessee chargeable to tax under the head of PGBP of the PY in which the
asset is so used. However this provision shall not be applicable for the company which has
become a sick company during this period of eight years.
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Illustration 40: J Ltd. Is having two units–Unit-A carries on the specified business of setting and
operating of a warehouse facility for storage of sugar; Unit-B carries on non specified business of
operating a warehouse facility of storage of edible oil. Unit A commenced operations on 1/4/2016
and it claimed deduction of `100 lakhs incurred on the purchase of two buildings of `50 lakhs each
(for operating a warehouse facility for storage of sugar) under section 35AD for the AY 2017-2018.
However, in February 2018, unit A transferred one of its building to unit B. Examine the tax
implications of such transfer in the hands of ABC Ltd.

Solution: Since the capital asset in respect of which deduction of `50 lakhs was claimed under
section 35AD, has been transferred by unit A carrying on the specified business to unit B carrying
on the non specified business , the section 35AD(7B) shall be attracted.

Particulars `
Deduction allowed u/s 35AD for the AY 2017-2018 50,00,000
Less: depreciation allowable u/s 32 for the AY 2017-2018 5,00,000
Deemed income under section 35AD(7B) 45,00,000

AGRICULTURE EXTENSION PROJECTS : SECTION 35CCC
(1) In order to give incentive to the business entities to provide better and effective agriculture

extensive services, weighted deduction of 150% of the expenditure incurred on agriculture
extension projects shall be allowed.

(2) Deduction shall be allowed to all assesses.
(3) Deduction shall be allowed for revenue expenditure or capital expenditure which may include

expenditure on land and building.
(4) Agricultural extension consists of:

a) the dissemination of useful and practical information related to agriculture, including
improved seeds, fertilizers, implements, pesticides, improved cultural practices, and
livestock.

b) the practical application of useful knowledge to the farm and the household
(5) For the expenditure incurred WEF AY 2021-2022 , deduction allowed shall be 100% and

not 150%

SKILL DEVELOPMENT PROJECTS : SECTION 35CCD
(1) In order to give incentive to companies to invest on skill development projects in the

manufacturing sector, weighted deduction of 150% of the expenditure (except on the cost of
land and building) incurred on skill development projects shall be allowed.

(2) Deduction shall be allowed only to company
(3) The skill development projects eligible for this weighted deduction shall be notified by CBDT.
(4) If deduction is allowed under this section then no deduction for such expenditure shall be

allowed under any other provision of the income tax act.
(5) For the expenditure incurred WEF AY 2021-2022 , deduction allowed shall be 100% and

not 150%

AMENDMENT FROM
AY 2018-2019

AMENDMENT FROM
AY 2018-2019
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ADVERTISMENT IN PUBLICATION OF POLITICAL PARTIES:SEC 37(2B)
Expenditure on advertisement in souvenir, brochure, pamphlet etc. published by a political party
shall not be allowed as deduction. However a deduction for the same or/and similar expenditure is
allowed under section 80GGB and 80 GGC.

DEDUCTION FROM GTI TO INDIAN COMPANY: SECTION 80GGB
Deduction from GTI is allowed to Indian company for any sum contributed in the previous year to
any political party or to an electoral trust. This amount can be contributed for:
(1) Donation or subscription made to a political party or to an electoral trust.
(2) Expenditure on advertisement in souvenir, brochure, pamphlet etc. published by a political

party.
(3) Donations in cash will not qualify for the deduction.

DEDUCTION FROM GTI TO ALL OTHER ASSESSEES: SECTION 80GGC
Deduction from GTI is allowed to all other assesses except
(a) Local authority and
(b) Any artificial judicial body, which is wholly or partially funded by govt.

for any sum contributed in the previous year to any political party or to an electoral trust. This
amount can be contributed for:
(1) Donation or subscription made to a political party or to an electoral trust.
(2) Expenditure on advertisement in souvenir, brochure, pamphlet etc. published by a political

party or to an electoral trust.
(3) Donations in cash will not qualify for the deduction.

Illustration 41 : J Ltd is a manufacturing company and started the business on 1/4/2017. It gives
you the following information from which calculates its business income and total income.

Profit and Loss Account
Particulars ` Particulars `

Adjusted purchases 21,80,000 Sales 45,70,000
Salary and wages 2,00,000 Dividend of Indian company 5,000
Electricity expenses 80,000 Interest on debentures 30,000
Telephone expenses 20,000 Rent of house property 2,40,000
Municipal taxes for HP payable 21,000
Interest for the house property 18,500
Preliminary expenses 78,000
Advertisements in the publications of
political party

22,000

Purchase of new plant and machinery 2,00,000
Purchase of car 3,00,000
Personal expenses of directors 50,000
Office expenses 75,500
Purchase of non-residential building 10,00,000
Donation paid to IIT 2,00,000
Income tax paid 1,00,000
Audit expenses 75,000
GST paid 75,000
Penalty for the late payment of GST 50,000
Profits 1,00,000
TOTAL 48,45,000 TOTAL 48,45,000
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Additional information:
(a) J Ltd. owns a building of which ground floor is used for the business purposes and first floor is

let out.
(b) `1,00,000 of purchases are cash purchases.
(c) Electricity and telephone expenses outstanding are `20,000 and are not recorded in the books

of accounts.
(d) Plant and machinery was purchased on 15/7/2017 but was put to use on 15/12/2017.
(e) Car and non-residential building were put to use on 15/4/2017.
(f) A donation to IIT was given with the specific directions to use the money for the research in

pollution control which has been approved by the central government.
(g) Company had given a donation to PMNRF of `25,000, which has not been recorded in the

books of accounts.
(h) As on 31/3/2017 the company has capital employed of `15,40,000 and total cost of fixed assets

is `15,00,000.
(i) Municipal taxes and interest on the borrowed capital for the house have been paid before the

due date of filling ITR.

Solution: Calculation of PGBP income
Particulars `
Wrong Profit 1,00,000
Add: Cash payment in excess of `20,000 1,00,000
Less: Electricity and telephone expenses outstanding (20,000)
Add: Municipal  tax for let out portion 10,500
Add: Interest on loan on borrowed capital 9,250
Add: Preliminary expenses 78,000
Less: Preliminary expenses written off u/s 35D (15,400)
Add : Donation to Political party 22,000
Add: Cost of all assets 15,00,000
Less: Deprecioation on assets (1,80,000)
Add: Personal expenses of director 50,000
Add: Donation to IIT 2,00,000
Less: Donation to IIT u/s 35 (2AA) `2,00,000  x 200% (4,00,000)
Add: Income tax paid 1,00,000
Add: Penalties 50,000
Less: Dividend from Indian company (5,000)
Less: Interest on Debenture (30,000)
Less: Rent of house property (2,40,000)
PGBP 13,29,350

Calculation of house property income
Particulars `
Gross annual value 2,40,000
Less: Municipal taxes paid NIL
Net annual value 2,40,000
Less: Deduction u/s 24(a) 30% of NAV
Less: Deduction u/s 24(b) Interest on borrowed capital

72,000
9,250

Income under the head house property 1,58,750
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Calculation of preliminary expenses to be written off under section 35D
Steps Particulars ` `
Step 1 Actual expenses 78,000
Step 2 Limit is higher of

(a) 5% capital employed 5% of `15,40,000
(b) 5% of cost of project 5% of `15,00,000

77,000
75,000 77,000

Step 3 Lower of step 1 and step 2 77,000
Step 4 Amortisation of `77,000 77,000/5 15,400

Calculation of Total Income
Particulars `
Income under the head salary NIL
Income under the head house property 1,58,750
Income under the head PGBP 13,29,350
income under the head capital gains NIL
Income under the head other sources 30,000
Gross total income 15,18,100
Less: Deductions under Section 80G
Less: Deductions under Section 80GGB

25,000
22,000

Total income 14,71,100

Depreciation under section 32
Particulars PM (`) Car (`) building (`)

Opening value of block NIL NIL NIL
Add: purchases and put to use 2,00,000 3,00,000 10,00,000
Less: Sale value of assets sold NIL NIL NIL
Closing value of block 2,00,000 3,00,000 10,00,000
Depreciation u/s 32 15% + 20% /2 = 17.5%

35,000
15%
45,000

10%
1,00,000

Opening value of nest year 1,65,000 2,55,000 9,00,000

EXPENSES NOT ALLOWED AS DEDUCTION

DISALLOWANCE IN RESPECT FOR THE GRATUITY: SECTION 40A(7)
(1) No deduction is allowed for any provision made by assessee for payment of gratuity to his

employees unless the gratuity fund is approved gratuity fund.
(2) However, deduction of provision made for the payment of gratuity shall be allowed if it becomes

payable to employees during the PY.
(3) If gratuity becomes payable during the current PY and part of the same is paid and for the

remaining part a provision is created for the payment in the next year then such provision can
be debited to profit and loss account.

NON-STATUTORY OR UNRECOGNISED FUND: SECTION 40A(9)
Any contribution made by employer to unrecognised provident fund or non-statutory welfare fund
account is not deductible while calculating PGBP income.
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EXPENSES NOT ALLOWED AS DEDUCTION: SECTION- 40(a)

Section 40(a)(i): Non Compliance of TDS provisions where the payment is made to NR:

--If
 Any interest,
 royalty, -- are paid or payable
 fee for technical services , a) outside India to a NR or
 other sum chargeable under the act b) in India to a NR or a foreign company

on which TDS has not been done on such payment or
if done, has not been paid to the government on or before the due date of filing of ITR

then such sum shall not be allowed as deduction.
If TDS is done in subsequent year or has been done in PY but paid in any subsequent year after
the due date of filing of ITR then such sum shall be allowed as deduction in the PY in which TDS
has been paid.

Section 40(a)(ia):Non compliance of TDS provisions where payment is made to ROR / NOR
-- If

 Any interest,
 Commission or brokerage,
 rent,
 royalty, paid or payable to ROR / NOR
 fees for professional services ,
 fees for technical services,
 contract payments,
 and all other expenses on which TDS is compulsory

on which TDS has not been done on such payment or
if done, has not been paid to the government on or before the due date of filing of ITR

then 30% of such sum shall not be allowed as deduction. (allowed expenditure shall be 70%)

If TDS is done in subsequent year or has been done in PY but paid in any subsequent year after
the due date of filing of ITR then such sum shall be allowed as deduction in the PY in which TDS
has been paid.

WEF AY 2013-2014 if the assessee has not done TDS but the payee has paid the tax on such
amount then it shall be deemed as if assessee has done TDS and deposited the same and
deduction shall be allowed to him.

Section 40(a)(ii): Income tax is not allowed as deduction.
Section 40(a)(iia): Wealth tax is not allowed as deduction.
Disallowance of certain fee, charge, etc. in the case of State Government Undertakings :
Section 40(a)(iib) : Any amount

(a) paid by way of royalty, license fee, privilege fee, service charge or any other fee or charge,
by whatever name called, which is levied exclusively on, or

(b) which is appropriated, directly or indirectly, from
a State Government undertaking, by the State Government shall not be allowed as deduction.
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Section 40(a)(iii): Any salary payable outside India or to a non-resident shall not be allowed as
deduction if TDS has not been deducted or has not been paid.

Section 40(a)(iv): any payment to the provident fund or any other fund established for the benefit
of the employees of the assessee unless the assessee has made effective arrangements to secure
that the tax shall be deducted at source from the payment made from the fund which are
chargeable to tax under the head of salary.
Section 40(a)(v): Any tax paid by an employer referred to in section 10(10CC) is not allowed as
deduction.
Section 40(ba): In case of any AOP/BOI any payment of Interest, salary, bonus, commission or
remuneration made by AOP/BOI to any of its members shall not be allowed as deduction.

CA
JASPREET

SINGH JOHAR

EXPERT’S COMMENTS
(1) GST paid is allowed as deduction subject to section 43B. But any penalty

paid for the late payment of GST shall not be allowed to be debited.
(2) Any refund from the govt. of Income Tax or Wealth Tax shall not be

considered as income of assessee. However refund of sales tax etc shall
be considered as income. Further if any interest on belated refund has
been received by the assessee from the government then such interest is
regarded as income and shall be chargeable under the head of other
sources.

(3) Any expenditure incurred for audit of accounts, filling of ITR, filling of
appeal is allowed expenditure.

DEEMED PROFITS : SECTION 41
The provisions of section 41 are deeming because even though following are not incomes but still
they are assumed to be incomes. Even in the case of discontinuation theses provisions will apply.
In other words the receipts in the following sections are taxable as business receipts even though
no business is carried on by the assessee in the year of receipt.

RECOVERY OF EXPENSES OR LOSSES : SECTION 41(1) : In case of any
deduction that has been claimed and allowed for the loss sustained or any expenditure incurred or
trading liability incurred and later on assessee receives amount for such loss or expenditure or gets
refund of such trading liability then the amount received by the assessee shall be deemed to be an
income of the assessee in the year of recovery.

Illustration 42: If the loss of stock by fire is allowed as deduction and later on insurance company
gives compensation then such compensation received shall be deemed to be income of the
assessee in the year of recovery.

ADJUSTMENT OF BUSINESS LOSSES : SECTION 41(5) : If during the previous
year any business (other than speculation business) or profession has been discontinued and its
loss could not be set-off from any other income and after such discontinuation there is some
recovery of income under section 41(1) or 41(3) or 41(4) or 41(4A) then such loss can be set off
from such notional income. There is no time period to set off such loss. This section works as an
exception to the understanding that business loss can be set off only for the period of 8 years.
Further loss can be set off even if the return of income has not been filled on or before the due
date as mentioned in section 139(1).
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Illustration 43: Mr. J was running a business of cloth and has a bad debts of `1,00,000 in the PY
1996-1997 which resulted in business loss of `1,55,000 in the PY 1996-1997. During next 8 years
of business Mr. J was able to set off losses of only `95,000. In the PY 2017-2018 Mr. J has
recovered bad debts of `65,000 in full and final settlement. Now in the PY 2017-2018 he can set
off the unadjusted loss of `60,000 from the recovery of bad debts of `65,000 and his business
income taxable will be only `5,000. Such loss can be set off even though the period of 8 years has
been expired.

MAINTENANCE OF BOOKS OF ACCOUNTS : SECTION 44AA / RULE 6F
PERSON
CARRYING
ON THE
SPECIFIED
PROFESSION

Category 1

When turnover
exceeds a
prescribed limit

If his gross receipts from such profession exceeds `1,50,000 in
each of preceeding three previous years (in case of newly
setup profession in the previous year, the gross receipts are
likely to exceed `1,50,000) then professional is required to
maintain the all of the prescribed books of accounts.

Category 2

When turnover
is less than or
equal to
prescribed limit

If a gross receipt from such profession does not exceed
`1,50,000 in any one of preceeding three previous years (in
case of newly setup profession in the previous year, the gross
receipts are not likely to exceed `1,50,000) then professional is
required to maintain such books of accounts and other
documents as may enable assessing officer to compute taxable
income. In this case assessee need not maintain any of the
prescribed books of accounts.

PERSON
CARRYING
ON NON-
SPECIFIED
PROFESSION
OR IS DOING
A BUSINESS

Category 3

When turnover
exceeds a
prescribed limit

In case of person carrying on non-specified profession or is
doing a business
(a) If total income exceeds or is likely to exceed `2,50,000

during current PY
(b) Total turnover / sales / receipts exceeds or is likely to

exceed `25,00,000 in any of the three years preceding PY
Then such person is required to maintain such books of
accounts and other documents as may enable the assessing
officer to compute his total income. In this case there is no
need to maintain prescribed books of accounts.

Category 4

When turnover
is less than or
equal to
prescribed limit

In case of person carrying on non-specified profession or is
doing a business and income from business or profession does
not exceed `2,50,000 during the current previous year and
sales are less does not exceed `25,00,000 in any of the three
immediately PYs
Then the person is not required to maintain any kind of books
of accounts.

Common note for category 3 and category 4 : limits given in category 3 and 4 and for
Individuals and for HUF. For all other assesses limit will be `1,20,000 and `10,00,000
Person doing
business
activity of
section 44AD

Category 5 In case of assessee who is covered under section 44AD or
44AD(4) or 44AE and
 claims that his income is lower than the deemed income

under section 44AD or 44AE and

AMENDMENT FROM
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or Section
44AE or

 his income exceeds the maximum amount which is not
chargeable to tax.

Then such assessee is required to maintain such books of
accounts and other documents as may enable the assessing
officer to compute his total income. In this case there is no
need to maintain prescribed books of accounts.

CA
JASPREET
SINGH JOHAR

EXPERT’S COMMENTS
(a) Prescribed profession (for category 1 and category 2) are professions

of legal, medical, engineering, architectural, accountancy, film artists,
technical consultancy, and interior decorators. For the purposes of this
section film artists would mean any person who is related in his
professional capacity to the production of cinematography film whether
produced by him or not as an actor, cameraman, director, music director,
art director, dance director, an editor, singer, lyricist, screen player, a
dialog writer story writer and dress designer.

(b) Prescribed books (for category 1) are Cashbook, Journal Ledger,
Carbon copies of the bills issued exceeding `25, Original bills received or
receipt of any expenditure if the amount of bill exceeds `50. In case of the
medical professions (general physicians, surgeons, dentists, pathologists
etc) additional books such as daily case register showing details such as
date, patient’s name, nature of professional services rendered, fees receipt
etc. and stock register showing the inventory of medicines and drugs as on
the first and last day of the previous year has to be maintained.

(c) These books are required to be kept and maintained for the period of 6
years from the end of the relevant AY.

(d) Failure to maintain such books of accounts shall attract penalty of `25,000
each year u/s 271A

Illustration 44: Mr. J is a person carrying on profession as film artist. His gross receipts from
profession are as under:
Previous year 2014-2015 `1,25,000
Previous year 2015-2016 `1,60,000
Previous year 2016-2017 `1,80,000
Is he required to maintain any books of account under section 44AA during the PY 2017-2018 ? If
so, what are these books ?

Solution: Since turnover in any one of the preceeding 3 years in less than `1,50,000 Mr. J has to
maintain any type of books of accounts which may enable the assessing officer to compute his
taxable income and there is no need to maintain prescribed books of accounts.

Illustration 45: Mr. J is a business-man. His turnover from the business is as under:
Previous year 2014-2015 `26 Lakhs
Previous year 2015-2016 `29 Lakhs
Previous year 2016-2017 `27 Lakhs
Is he required to maintain any books of account under section 44AA during the PY 2017-2018 ?  If
so, what are these books?
Solution: Since turnover of all of the preceeding 3 years in more than `25 Lakhs Mr. J has to
maintain any type of books of accounts which may enable the assessing officer to compute his
taxable income and there is no need to maintain prescribed books of accounts.
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COMPULSORY AUDIT OF ACCOUNTS : SECTION 44AB
Category 1 Category 2 Category 3 Category 4

In case of the
business

In case of the
profession

Assessee who is
covered under

section 44AD and
44AE

Person carrying on
the specified
profession
u/s 44ADA

If total sales or
turnover or the gross
receipts of the
business for the
current previous year
exceed `100 lakhs.
In case of business
referred u/s 44AD ,
limit shall be taken
as `200 lakhs

If gross receipts for
the current previous
year exceeds `50
Lakhs.

In case of assessee
who is covered u/s
44AD and 44AE and
claims that his income
is lower than the
deemed income u/s
44AD and 44AE and if
his income exceeds
the maximum amount
which is not
chargeable to tax.

Every person carrying
on the profession u/s
44ADA and he claims
his income from
profession to be lower
than deemed income
u/s 44ADA and if his
income is more than
basic exemption limit
then he has to get his
accounts audited by a
CA.

Then the assessee has to get its books of accounts audited and furnish audit report of CA before
due date of furnishing ITR (30/9/AY). If assessee fails to get his accounts audited then he shall be
liable to penalty u/s 271B of 0.5% of turnover or `1,50,000 whichever is lower

COMPUTATION OF THE INCOME ON THE
ESTIMATION BASIS OR PRESUMPTIVE TAXATION

Business income is calculated on the actual basis, which is based on the transactions recorded in
the books of accounts of an assessee. Also there are some strict provisions in the law that force an
assessee to maintain books of accounts the failure of which attracts heavy penalty. However to
lower the burden of the small tax payers, act has simplified some of the provisions due to which
assessee is not under obligation to maintain books of accounts and can follow presumptive way of
taxation. These provisions of presumptive taxation are given in sections 44AD and 44AE.

SECTION 44AD : ALL TYPE OF BUSINESS EXCEPT
COVERED UNDER SECTION 44AE

Nature of
scheme

This is a voluntary scheme. An assessee need not follow this presumptive taxation
schemes and can declare higher income in his ITR.

Kind of
assessee
for whom
this
section is
applicable

The scheme of Section 44AD shall be applicable to
 Individuals
 HUFs and
 Partnership firms excluding Limited Liability Partnership Firms.

The scheme of section 44AD is not applicable to
 LLP
 Company
 AOP/BOI, etc.

AMENDMENT FROM
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Eligible
assessee

Assessee who is engaged in any kind of business except those businesses which
are covered under section 44AE

Non
eligible
assessee

This section is not applicable to:
a. person doing professional activity as specified u/s 44AA
b. person earning income in the nature of commission or brokerage
c. person carrying on any agency business.

Turnover Provisions of section 44AD shall be applicable when total receipt from such
business does not exceed `200 lakhs.

Presumed
income

If gross receipts from such business does not exceed `200 lakhs then income shall
be deemed to be 6% of the amount of total turnover or gross receipts which is
received by an account payee cheque or an account payee bank draft or use of
electronic clearing system through a bank account during the previous year or
before the due date u/s 139(1)
However it shall be 8% for the turnover received in cash.

Disallowed
expenses

From this estimated incomes no deduction of any expense or depreciation shall be
allowed to be made. Further in case of the partnership firm deduction of salary and
the interest to the partners under section 40(b) shall also not be allowed.

Payment
of tax

Assessee following section 44AD has to make payment of tax in one instalment on
or before 15/3/PY.

Section
44AD(4):
concept of
5 years

If any person declares profit for any year as per this section and he declares profit
for any of next five years not as per provisions of this section then he shall not be
eligible to claim the benefit this section for five years subsequent to the year in
which the profit has not been declared as per provisions of this section

Example: Mr. A is an eligible assessee and claims to be taxed on presumptive
basis under section 44AD for AY 2018-2019 i.e. PY 2017-2018 and offers income
of `8 lakhs on the turnover of `1 Crores. For Assessment Year 2019-2020 and
Assessment Year 2021-2022 also he offers income in accordance with the
provisions of section 44AD. However, for Assessment Year 2022-2023, he offers
income of `4 lakh on turnover of `1 Crores.
In this case since he has not offered income in accordance with the provisions of
section 44AD for five consecutive assessment years, after Assessment Year 2018-
2019, he will not be eligible to claim the benefit of section 44AD for next five
assessment years i.e. from Assessment Year 2023-2024 to 2027-2028.

Section
44AD(5) :
books of
accounts
and audit
of books

 Assessee to whom section 44AD(4) are applicable and
 whose total income exceeds the basic exemption limit

shall be required to keep and maintain such books of account and other
documents as required under section 44AA and get them audited and furnish a
report of such audit as required under section 44AB.

SECTION 44AE : TRANSPORT OPERATION BUSINESS
Kind of
assessee
for whom
this
section is
applicable

The scheme of Section 44AE shall be applicable to
 Individuals
 HUFs
 AOP/BOI
 Partnership Firms
 Limited Liability Partnership Firms
 Company
 Co-Operative Society or Any other person.
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Eligible
assessee

Assessee engaged in the business of Plying, Leasing, Hiring of trucks and who do
not own more than 10 trucks at any time during the Previous Year. Further if any
person has taken goods carriage on hire purchase system or on instalments then
he shall be deemed to be the owner of such carriages.

Turnover There is no limit for the turnover. However assessee cannot own more than 10
trucks at any time during the PY.

Presumed
income

Income shall be deemed to be `7,500 pm or the part of the month during which the
vehicle is owned by the assessee.

Disallowed
expenses

From these estimated incomes no deduction of any expense or depreciation shall
be allowed to be made.
Further in case of the partnership firm deduction of salary and the interest to
the partners under section 40(b) shall be allowed as deduction.

SECTION 44ADA : SPECIAL PROVISION FOR COMPUTING PROFITS
AND GAINS OF PROFESSION ON PRESUMPTIVE BASIS

Nature of
scheme

This is a voluntary scheme. An assessee need not follow this presumptive taxation
schemes and can declare higher income in his ITR.

Eligible
assessee:
Section
44ADA(1)

 Resident Assessee who is
 Engaged in a profession referred to in section 44AA

Turnover:
Section
44ADA(1)

Total gross receipts does not exceed `50,00,000 in a previous year

Presumed
income:
Section
44ADA(1)

Sum equal to 50% of the total gross receipts of the assessee in the previous year

Disallowed
expenses:
Section
44ADA(2)
and (3)

From this estimated incomes no deduction of any expense [Section 44ADA(2)] or
depreciation [Section 44ADA(3)] shall be allowed to be made. Further in case of
the partnership firm deduction of salary and the interest to the partners under
section 40(b) shall be allowed.

Section
44ADA(4):
books of
accounts
and audit
of books

An assessee who claims that his profits and gains from the profession are lower
than the profits and gains specified in section 44ADA(1) and whose total income
exceeds the basic exemption limit shall be required to keep and maintain such
books of account and other documents as required under section 44AA and get
them audited and furnish a report of such audit as required under section 44AB.

Illustration 46 : Mr. J gives following Profit & Loss a/c for year ending 31/3/2018
Particulars ` Particulars `
Opening Stock 90,000 Sales 1,12,11,500
Purchases 1,10,04,000 Dividend Income from UTI 2,400
Salary 60,000 Closing Stock 1,86,100
Rent and Rates 36,000
Interest on Loan 15,000
Depreciation 1,05,000
Printing and Stationery 23,200
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Postage and Telegram 1,640
Loss on Sale of Shares (short-term) 8,100
Other general expense 7,060
Net Profit 50,000
Total 1,14,00,000 Total 1,14,00,000

Additional information:
(1) It was found, some stocks were omitted to be included in both the opening and closing stock;

the values of which were – opening stock: `9,000 ; closing stock : `18,000.
(2) Salary includes `10,000 paid to his brother, which is unreasonable to the extent of `2,000.
(3) The whole amount of printing and stationery was paid in cash.
(4) The depreciation provided in the profit and loss account of `1,05,000 was based on the

following information :
The written down value of plant and machinery is `4,20,000. A new plant falling under the
same block of depreciation of 15% was bought on 1/7/2017 for `70,000. Two old plants were
sold on 1/10/2017 for `50,000.

(5) Rent and rates includes GST liability of `3,400 paid on 7/4/2018
(6) Other general expenses include `2,000 paid as donation to a public charitable trust.
You are required to advice Mr. J whether he can offer his business income under Section 44AD,
i.e., presumptive taxation.

Solution: Computation of income of Mr. J
Particulars Normal

Provisions (`)
U/S 44AD (`)

Net profit as per P&L A/c 50,000
Add : Loss on sale of shares 8,100
Less : Income from UTI (exempt from tax) (2,400)
Add : Omission from closing stock 18,000
Less : Omission from opening stock (9,000)
Add : Excess salary to brother 2,000
Add : Amount paid in cash 23,200
Add : Depreciation (taken separately) 1,05,000
Less : Depreciation @ 15% of WDV
(i.e., `4,20,000 + `70,000 – `50,000)

(66,000)

Add : Payment of sales tax before due date of ITR NIL
Less : Refund of sales tax (on the assumption that sales tax
was allowed as deduction earlier, no adjustment is required) (NIL)
Add : Donation 2,000
Business income 1,30,900 6,72,690

[6 % X
`1,12,11,500]

Short-term capital loss to be carried
forward

to be carried
forward

Income from UTI (exempt from tax) Nil Nil
Gross total income 1,30,900 6,72,690
Less : Deductions
Under section 80G (50% of `2,000, on the assumption that
donation is given a notified public charitable institute)

1,000 1,000

Total income (rounded off u/s 288A) 1,29,900 6,71,690
Mr. J should not declare income under section 44AD.
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Illustration 47 : Mr. J furnishes following information for the year ending 31/3/2018
Particulars `

Income from plying of vehicles (he owns 5 heavy goods vehicle throughout the year) 5,10,400
Income from retail trade of garments (sales turnover `21,70,000) 1,73,000
He has brought forward depreciation relating to AY 2015-2016 1,00,000
Deposit into his PPF account on 6/1/2018 1,00,000

Compute taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 with reasons.

Solution: Computation of total income and tax liability of Mr. J
Particulars Comments Income as per section 44AE

and normal provisions  (`)
Income from vehicles: Presumed income method is

better thus it has been followed
(`7,500 X 12 X 5)  = 4,50,000

Income from retail trade Normal income method is
better thus it has been followed

1,73,000

Total 6,23,000
Less : B/F depreciation (1,00,000)
Business income 5,23,000
Any other income Nil
Gross total income 5,23,000
Less : Deductions u/s 80C 1,00,000
Taxable Income 4,23,000

Illustration 48 : Mr. J retired from Government Service in March 2017. He got `18 lakhs on
account of retirement benefits. Out of the aforesaid sum, he purchased on 23/4/2017 a few motor
vehicles and got their delivery on that date.  The particulars of the vehicles are:

Particulars Cost of the Vehicle (`)
(i) Heavy goods, vehicles – 2 8,00,000
(ii) Medium goods vehicles – 4 4,00,000
(iii) Light commercial vehicles – 3 3,00,000

He formed a sole proprietorship concern along with his son Mr. D as an employee on 1/6/2017 and
started plying vehicles. He maintains a rough record of its receipts and outgoings which is given
below:

Particulars `
Receipts 3,40,000
Less: Expenses (excluding depreciation and salaries to Mr. D) 30,000
Total 3,10,000

You are required to compute the total income of Mr. J from the business of goods carriage for the
AY 2018-2019 i.e. PY 2017-2018. Assume rate of depreciation 30% on lorries and salary to Mr. D
at `1,00,000.
Solution: If Mr. J follows Presumptive taxation

Particulars `
Income for Goods vehicle (9 x `7,500 x 12) 8,10,000
Income 8,10,000
Less: expenses Not allowed
PGBP 8,10,000
Total income 8,10,000



Chapter 7
{ Page 266 }

Profits and Gains from Business and Profession

If Mr. J follow normal taxation
Particulars `
Gross receipt 3,40,000
Less: Expenses 30,000
Less: Salary of employee 1,00,000
Profit before deprecation 2,10,000
Less: Depreciation u/s 32 2,10,000
PGBP NIL
Total income NIL
Unabsorbed depreciation to be carried forwarded 2,40,000

DISALLOWANCE FOR PARTNERSHIP FIRM : SECTION-40(b)
1) Interest paid on loan and capital to the partners is allowed as deduction if following conditions

are satisfied:
(a) It should be authorized by Partnership deed.
(b) It should be for the period after partnership deed.
(c) It should be up to 12% PA.

2) Salary, bonus and commission is allowed as a deduction if following are satisfied:
(a) It should be authorized by partnership deed.
(b) It should be paid to only working partner.
(c) It should be paid in accordance with the following limits

(a)On the first `3,00,000 of the book-profit
or

in case of a loss

`1,50,000
or whichever is higher

90% of the book-profit
(b) On the balance of the book-profit At the rate of 60%

Amount, which is deductible, is the lower of:
(1) Amount of salary and interest payable as per partnership deed or
(2) Amount calculated as per Section 40(b).

BOOK PROFITS: mean net profit which is shown in profit and loss account and increased by
amount of remuneration paid or payable of firm if such amount has been deducted while
calculating net profit. Further brought forward depreciation shall be allowed to be reduced but
brought forward losses are not allowed to be reduced.

Illustration 49: X and Y, a partnership firm consisting of two partners, profit of `7,00,000 before
deduction of the following items:
a) Salary of `20,000 each pm payable to two working partners of the firm (as authorized by the

deed of partnership).
b) Depreciation on plant and machinery computed under section 32: `1,50,000.
c) Interest on capital at 15% pa (as per the deed of partnership). The amount of capital eligible for

interest: `5,00,000.
Compute book-profit of the firm under section 40(b) and allowable working partner salary for the
AY 2018-2019 i.e. PY 2017-2018.

NOV 2011 – 5 MARKS
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Solution: Computation of book profit for the AY 2018-2019 i.e. PY 2017-2018
Net profit `7,00,000
Less: Depreciation (`1,50,000)
Less: Interest on capital payable to partner (12% of `5,00,000) (`60,000)
Book profit `4,90,000
Salary to working partner deductible under section 40(b): Lower of

a) 90% of `3,00,000 + 60% of `1,90,000 or
b) `20,000 x 2 X 12 = `4,80,000 `3,84,000

Illustration 50: The net profits of Shastri Brothers, a partnership firm, consisting of three partners
carrying on business for the accounting year ended 31/3/2018 was `5,20,000. The said net profits
were after charging salary payable to all the partners amounting to `1,08,000, but before crediting
interest to partners accounts on their fixed capitals amounting to `10 lakhs totally. The partnership
deed provided for payment of interest on fixed capital at 22% pa. The deed does not, however,
specify any salary entitlement to partners.
a) Compute the taxable income of the firm.
b) Also compute the remuneration allowable to all the partners, if the partnership deed had

provided for the payment of remuneration to them.

Solution: Computation of income of Shastri Brothers
Particulars No salary to partners (`) Salary to partners (`)

Net profit 5,20,000 5,20,000
Add : Salary (+) 1,08,000 (+) 1,08,000
Less : Interest to partners @ 12% p.a. (-) 1,20,000 (-) 1,20,000
Book profit 5,08,000 5,08,000
Maximum remuneration as per section 40(b) NIL 3,94,800
Remuneration deductible is lower of:
a) as per deed `1,08,000
b) as per max limit u/s 40(b) `3,94,800 NIL 1,08,000
Net income of the firm 5,08,000 4,00,000

Illustration 51 : J & Co., a partnership firm, furnishes the following profit and loss account for the
previous year ending 31/3/2018

Particulars ` Particulars `
Cost of goods 2,80,000 Sales 2,92,000
Other expenses 91,000 Net loss 1,72,000
Interest to partners 25,000
Remuneration to partners 68,000
Total 4,64,000 Total 4,64,000

The other expenses debited include `13,600 not allowable under section 37(1). Interest to partners
is in excess by `7,100 (not statutory allowable). You are required to compute
(a) Book profits of the firm; ANSWER: ` (83,300)
(b) Permissible remuneration to partners under section 40(b); and ANSWER: ` 68,000
(c) The income of the firm. ANSWER: ` (1,51,300)

Illustration 52 : ABC is a partnership firm carrying on business in which A, B and C are partners
sharing profits and losses equally.  In respect of AY 2018-2019 i.e. PY 2017-2018, it furnishes the
following particulars:
(1) Loss after debiting remuneration and interest to partners: `2,50,000.
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(2) Remuneration to Partners: A `90,000; B `60,000; C `30,000.
(3) Interest paid on capital: As on 1/4/2017

Capital Interest
A `1,00,000 `20,000
B `1,00,000 `20,000
C `1,00,000 `20,000

Calculate income of the firm and of the partners A, B and C.

ANSWER: BOOK PROFITS: (`46,000); PGBP INCOME: `(1,96,000); TOTAL INCOME OF A:
`87,000; TOTAL INCOME OF B: `62,000; TOTAL INCOME OF C: `37,000

Illustration 53 : Assume in the above Illustration 52, Mr. B is a sleeping partner. Calculate income
of the firm and of the partners A, B and C.

ANSWER: BOOK PROFITS: (`46,000); PGBP INCOME: `(1,66,000); TOTAL INCOME OF A:
`1,02,000; TOTAL INCOME OF B: `12,000; TOTAL INCOME OF C: `42,000

Illustration 54 : X and Co., is a partnership firm with two equal working partners A and B and is
engaged in the business of carriage of goods.  As on 1/4/2017, it owns ten trucks, out of which
seven are heavy-duty vehicles and the remaining three are light-duty vehicles. Compute total
income of the firm for the AY 2018-2019 i.e. PY 2017-2018 based on the following particulars:
Operating expenses 7,30,000 Gross freight receipts 12,50,000
Depreciation 1,50,000 Non-business receipts 2,50,000
Salary to Partners at `70,000 each- 1,40,000
Interest on Capital 1,20,000
Net profit 3,60,000
Total 15,00,000 Total 15,00,000

ANSWER: PGBP u/s 44AE: `6,40,000 AND Taxable income under normal method: `3,60,000

MISCELLANEOUS SECTIONS
INCENTIVE FOR ACQUISITION AND INSTALLATION OF NEW PLANT OR
MACHINERY BY MANUFACTURING COMPANY: SECTION 32AC

(2) ELIGIBLE ASSESSEE
a) Deduction is available only to company, which can be Indian company or can be a foreign

company.
b) Company must be engaged in the business of manufacture of an article or thing.

(2) CONDITIONS TO BE SATISFIED
a) Acquires and installs new plant & machinery on or after 1/4/2013 but on or before

31/3/2017 and
b) The aggregate amount of actual cost of such new assets should exceeds `25 crores.

(3) AMOUNT OF DEDUCTION
15% of aggregate amount of actual cost of new plant & machinery acquired and installed.

(4) LOCK-IN PERIOD :
a) There shall be lock-in period of 5 years.
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b) If any new asset acquired and installed by the assessee is sold within a period of 5 years
from the date of its installation then the amount of deduction allowed under section 32AC
shall be deemed to be income chargeable as PGBP income of the previous year in which
new asset is sold. This is in addition to any capital gain which arises under section 50.

(5) MEANING OF NEW PLANT & MACHINERY : means any new plant or machinery but does not
include-

a) any plant or machinery which before its installation by the assessee was used either within
or outside India by any other person

b) any plant or machinery installed in any office premises or any residential accommodation,
including accommodation in the nature of a guest house.

c) any office appliances including computers or computer software;
d) any vehicle;
e) ship or aircraft; or
f) any plant or machinery, the whole of the actual cost of which is allowed as deduction

(whether by way of depreciation or otherwise) in computing the income chargeable under
the head “Profits and gains of business or profession” of previous year.

(6) EXTRA POINTS
a) The deduction under this section is in addition to the depreciation and additional

depreciation.
b) Deduction under this section shall not be reduced from WDV of the block of asset.
c) If the installation of the new assets is in a year other than the year of acquisition, the

deduction shall be allowed in the year in which the new assets are installed.
d) Deduction shall not be allowed to power generating undertakings
e) Deduction shall not be restricted to 50% if plant & machinery has been put to use for less

than 180 days.

SPECIAL PROVISION FOR FULL VALUE OF CONSIDERATION FOR
TRANSFER OF ASSETS OTHER THAN CAPITAL ASSETS IN CERTAIN
CASES : SECTION 43CA

Currently, when a capital asset, being immovable property, is transferred for a consideration which
is less than the value adopted for the purpose of payment of stamp duty in respect of such transfer,
then stamp duty value is taken as full value of consideration under section 50C of the Income tax
Act. These provisions do not apply to transfer of immovable property, held by the transferor as
stock-in-trade.

(A) Stamp duty value to be deemed consideration in certain cases : Section43CA(1): Where
the consideration for the transfer of SIT being land or building or both is less than the stamp
duty value, such stamp duty value shall be deemed to be the full value of the consideration for
the purposes of computing income under the head PGBP.

(B) Provisions of section 50C made applicable to section 43CA: Section 43CA(2): The
provisions of section 50C shall apply in relation to determination of the value adopted under
section 43CA(1).

Where valuation can be referred to the Valuation Officer [Section 50C(2)]: If the following
conditions are satisfied, the Assessing Officer may refer the valuation of the relevant asset to a
Valuation Officer in accordance with section 55A of Income-tax Act:
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(i) where the assessee claims before the Assessing Officer that the value adopted or assessed
by the stamp valuation authority exceeds the fair market value of the property as on the date of
transfer; and

(ii) the value so adopted or assessed or assessable by stamp valuation authority has not been
disputed, in any appeal or revision or reference before any authority or court,

Consequences where the value is determined by the Valuation Officer: If the fair market value
determined by the Valuation Officer is less than the value adopted (assessed or assessable) for
stamp duty purposes, the Assessing Officer may take such fair market value to be the full value of
consideration. However, as per section 50C(3), if the fair market value determined by the Valuation
Officer is more than the value adopted or assessed or assessable for stamp duty purposes, the
Assessing Officer shall not adopt such fair market value and will take the full value of consideration
to be the value adopted or assessed or assessable  for stamp duty purposes.

(C) Stamp duty value on the date of agreement to be deemed consideration : Section
43CA(3): Where the date of an agreement fixing the value of consideration for the transfer of
the asset and the date of registration of the transfer of the asset are not same, the stamp duty
value may be taken as on the date of the agreement for transfer and not as on the date of
registration for such transfer.

(D) Section 43CA(4) : However, this exception shall apply only in those cases where amount of
consideration or a part thereof for the transfer has been received by any mode other than cash
on or before the date of the agreement.

CASES WHERE THE INCOME OF CERTAIN BUSINESS ACTIVITIES ARE
NOT TAXABLE UNDER THE HEAD OF “PGBP”
(1) Rent of house property: The annual value the house of the assessee must be charged under

the head of HP and not under PGBP even if it is the business of the assessee to own and let
the property on rent.

(2) Income from dividends: Dividends are chargeable under the head of other sources even if
assessee has the business of dealing in shares and securities.

(3) Winning from lotteries, races etc. Any winning from lotteries, races etc. are taxable under the
head of Income from other sources even if it is derived as a regular business activity or as a
profession.

CASES WHERE THE INCOME IS TAXABLE, EVEN IF THE BUSINESS OR
PROFESSION IN NOT IN EXISTENCE DURING THE PREVIOUS YEAR
Income from business or profession is chargeable to tax, only if it is carried on during the previous
year by an assessee. However, in the following cases, the receipts are taxable even if the
assessee/recipient carried on no business or profession during the previous year
(1) Amount unutilized or misutilized from Tea/Coffee/Rubber Development A/C [Sec 33AB]
(2) Amount unutilized or misutilized from the Site Restoration Fund [Section 33BA]
(3) Sale of telecommunication license [Section 35 ABB]
(4) Recovery of excess recovery against a deduction [Section 41(1)]
(5) Balancing Charge [Section 41(2)]
(6) Sale of an asset used for scientific research [Section 41(3)]
(7) Recovery or excess recovery against bad debts. [Section 41(4)]
(8) Amount withdrawn from special reserve. [Section 41(4A)]
(9) Sale of mineral oil business [Section 42]
(10) Any sum received after discontinuance of a business or profession. [Section 176(3A)/176(4)]
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TABLE SHOWING THE RATES OF DEPRECIATION FOR THE
COMPANIES ENGAGED IN THE GENERATION AND GENERATION &

DISTRIBUTION OF ELECTRICITY AND WHICH CLAIM DEPRECIATION
ON THE SLM BASIS.

a) Plant and Machinery in generating stations including plant foundations: -
i. Hydro-electric
ii. Steam electric NHRS & Waste heat recovery Boilers/plants
iii. Diesel electric and Gas plant

%
3.4
7.84
8.24

b) Cooling towers and circulating water systems 7.84
c) Hydraulic works forming part of Hydro-electric system including: -

i. Dams, Spillways weirs, canals, reinforced concrete Flumes and siphons
ii. Reinforced concrete pipelines and surge tanks steel pipeline, sluice gates, steel

surge (tanks) Hydraulic control valves and other hydraulic works.

1.95

3.4
d) Building and civil engineering works of permanent character not mentioned above

i. Offices & showrooms
ii. Containing Thermo-electric generating plant
iii. Containing Hydro-electric generating plant
iv. Temporary erection such as wooden structures
v. Roads other than kachha roads
vi. Others

3.02
7.84
3.4
33.4
3.02
3.02

e) Transformers, transformer (Kiosk) sub-station equipment & other fixed apparatus
(including plant foundations)
i. Transformers (including foundations) 100 KV amperes and over
ii. Others

7.81
7.84

f) Switchgear including cable connections 7.84
g) Lightening arrestor:

i. Station type
ii. Pole type
iii. Synchronous condenser

7.84
12.77
5.27

h) Batteries
i. Underground cable including joint boxes and disconnection boxes
ii. Cable duct system

33.4
5.27
3.02

i) Overhead lines including supports:
i. Lines on fabricated steel operating at nominal voltages higher than 66 KV
ii. Lines on steel support operating at nominal voltages higher than 13.2 KV but not

exceeding 66KV
iii. Lines on steel or reinforced concrete supports
iv. Lines on treated wood supports

5.27
7.84
7.84
7.84

j) Meters 12.77
k) Self-propelled vehicles 33.40
l) Air conditioning plants:

i. Static
ii. Portable

12.77
33.40

m)
i         Office furniture and fittings
ii. Office equipments
iii. Internal wiring including fittings and apparatus
iv. Street light fittings

12.77
12.77
12.77
12.77
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n) Apparatus let on hire
i. Other than motors
ii. Motors

33.4
12.77

o) Communication equipment:
i. Radio and high frequency carrier system
ii. Telephone lines and telephones

12.77
12.77

p) Any other assets not covered above 7.69

SOLVED ILLUSTRATIONS
Illustration 55 : Mr. X has business income of `8,00,000 after debiting depreciation of `80,000 on
Building in his profit and loss account. He bought the following assets during the year:
(1) Building A bought on 1/3/2017 for `3,00,000 and put to use on 31/3/2018
(2) Building B bought on 1/8/2017 for `4,00,000 and put to use on 10/3/2018
(3) Building C bought on 10/9/2017 for `5,00,000 and put to use on 15/8/2018
Compute PGBP income of Mr. X for AY 2018-2019 i.e. PY 2017-2018 if rate of depreciation is 10%

Solution: Computation of depreciation for the AY 2018-2019 i.e. PY 2017-2018
Opening WDV Nil
Add : Purchase of building
Building A (Full rate since purchase date & put to use is not is same PY) `3,00,000
Building B (put to use is for less than 180 days) `4,00,000
Building C (no depreciation since it is not put to use during the year) NIL
Closing WDV `7,00,000
Less : Depreciation
a. Half rate 10%/2 of `4,00,000 (`20,000)
b. Full Rate 10% of `3,00,000 (`30,000)
Opening WDV of next year `6,50,000
Business income is `8,00,000 + `80,000 – `50,000 `8,30,000

Illustration 56: Mr. Y has provided the following figures for the AY 2018-2019 i.e. PY 2017-2018
(i) Net profit as per Profit & Loss A/c `4,50,000.
(ii) The following amounts have been debited to the PL A/C while calculating Net Profit :

(a) Household expenses `7,000
(b) Rent of own building `1,30,000 (half of the building is in personal use and half in business

use)
(c) Municipal taxes of the building `4,000 paid on 1/5/2018
(d) Expenditure on repairs of the building `5,000.
(e) Premium paid for insurance of the building `3,000
(f) A car purchased for `3,00,000 on 1/1/2018 and was put to use the same day. The car was

used for both personal as well as business purpose. He also debited `5,000 as petrol
expenses.

(iii)    Mr. Y has debited `30,000 as amount invested to public provident fund
Compute his taxable income and tax liability for the AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of total income & tax of Mr. Y for AY 2018-2019 i.e. PY 2017-2018
Net Profits as per Profit & Loss A/c `4,50,000
Add : Inadmissible items

a Household expenses `7,000
b Rent of own building `1,30,000
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c Municipal taxes [`4,000 X 50%] `2,000
d Expenditure on Repair [`5,000 x 50%] `2,500
e Insurance of Building [`3,000 x 50%] `1,500
f Cost of Car `3,00,000

g Petrol of car [`5,000 x 50%] `2,500
h PPF Amount `30,000

Less : Expenses allowed but not debited to P & L A/c
a Depreciation of Car (`11,250)

PGBP/ Gross total income `9,14,250
Less : Deduction U/S 80C : PPF deposits `30,000
Taxable income `8,84,250

Computation of Tax Liability of Mr. Y for the AY 2018-2019 i.e. PY 2017-2018
Tax on total income slab rate `89,350
+ education cess @ 2% + 1% `2,680.5
Tax payable rounded off u/s 288B `92,030

Illustration 57 : The following is the Profit and Loss Account of Mr. A. You are required to
ascertain his income from business for the year ended 31/3/2018:
Salaries `15,600 Gross Profit `71,344
Sundry Expenses `2,400 Discount `1,502
Reserve for Bad Debts `6,000 Commission `2,410
Insurance `900 Sundry Receipts `40,140
Advertising `5,000
Loss on sale of car `2,400
Interest on bank loan `3,100
Charity `300
Taxation Reserve `6,000
Life insurance premium (self) `1,100
Loss of a part of building
by fire (uninsured) `3,000
Depreciation :
Building `2,000
Furniture `400 `2,400
Difference in Trial Balance `210
Net Profit of the year `60,200
Total `1,15,360 Total `1,15,360
The motor car was used equally for business purposes and the proprietor's private purposes. Bank
loan is taken for business purposes. The amount of depreciation allowable according to income tax
rules, in respect of building and furniture was `1,600 and `300 respectively. Included in the
advertising expenses is a sum of `2,000 spent on a special advertising campaign undertaken
during the year in respect of a product of the company placed recently in the market. Salaries
include `6,000 being the amount drawn by Mr. A during the year against profit.

Solution: Computation of PGBP of Mr. A for the AY 2018-2019 i.e. PY 2017-2018
Net profit as per P & L a/c `60,200
Reserve for Bad debts. `6,000
Loss on sale of car `2,400
Charity `300
Taxation Reserve `6,000
Life Insurance premium (self) `1,100
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Loss of the part of building by fire `3,000
Depreciation of Building & Furniture `2,400
Difference in trail balance `210
Drawing included in salary. `6,000
Depreciation as per Income Tax Act 1961

–Furniture `300
–Building `1,600 (`1,900)

Income under the head of PGBP `85,710
Note: Loss on sale of car is STCL shall be carried forward to next year.

Illustration 58 : Mr. X (age : 56 years) a residential individual, furnishes the following particulars
relevant for the AY 2018-2019 i.e. PY 2017-2018

Profit and Loss A/c
Salaries `34,000 Gross Profit `1,86,000
General Expenses `48,000 Commission `2,17,200
Bad Debts `15,000 Sundry Receipts `43,000
Reserve for losses `2,000 STCG `31,000
Fire insurance premium (office) `4,200
Advertisement `2,400
Add : Outstanding `1,600 `4,000
Interest on capital `3,500
Interest on bank loan `14,500
Expenditure on acquisition
Of patent right acquired
and put to use on 3/6/2017 `17,000
Lump  sum consideration for
acquiring  know - how on 3/3/2018 `60,000
Depreciation on Machinery `28,000
Provision for o/s GST `13,000
Net Profit `2,34,000
Total `4,77,200 Total `4,77,200
Other information:
(1) Advertisement expenses include `3,400 being cost of 2 diaries presented to customers.
(2) Depreciation on Plant and machinery as per tax rates comes to `29,700.
(3) Salary includes payment to relative which is unreasonable to the extent of `3,000.
(4) General expenses include

(a) expenditure of `4,800, incurred by Mr. X on training of his employees
(b) Commission of `10,000 for securing an order and
(c) Compensation of `6,000 paid to an employee whose services were terminated in the

interest of the business.
(5) Out of outstanding GST liability, `3,000 is paid on 10/7/2018 and `8,000 is paid on 3/10/2019.

The balance is not yet paid. Due date of filing the Return of Income is 31/7/2018.
(6) Income of Mr. X from company deposit is `12,000 which is not shown in the Profit & loss A/c.
Determine his taxable income and tax liability for the AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of Income of X for the AY 2018-2019 i.e. PY 2017-2018
Net profit shown in book `2,34,000
Reserve for losses `2,000
Interest on capital `3,500
Expenditure for acquired patent `17,000
Lump sum consideration for acquiring know-how `60,000
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Depreciation on plant & machinery `28,000
Unreasonable salary paid to relative `3,000
Outstanding duty and sales tax `13,000
Depreciation on plant & machinery (`29,700)
Short term capital gain (`31,000)
Depreciation of patent right (25% X 17,000) (`4,250)
Depreciation of know how (60,000 X 25% 1/2) (`7,500)
Sales tax and excise duty paid on or before due date of ITR (`3,000)
Income from PGBP `2,85,050

Calculation of Total income for the AY 2018-2019 i.e. PY 2017-2018
Income from PGBP `2,85,050
Income from short term capital gain `31,000
Other income `12,000
Total Income `3,28,050
Tax on Total Income as ` 3,28,050 `3,902.5
Less: Rebate u/s 87A `2,500
Tax after rebate `1,402.5
Education cess @ 2% + 1% `42.075
Total tax rounded off u/s 288B `1,440

Illustration 59 : Mr. A follows cash basis of accounting & following is his R & P Account
Receipts ` Payments `
BF balance of cash 10,000 Rent paid 1,20,000
Consultancy fees 2,00,000 Office expenses 25,000
Interest on bank deposit 15,000 New car was purchased on 1/5/2017 3,00,000
Remuneration from university Magazines and journals 35,000
for checking examination paper 5,000 Computer purchased on 1/4/2017 50,000
Dividend received from company 4,000
Dividend from UTI 5,000 Car expenses 40,000
Salary as part time faculty 45,000 Income tax paid 20,000
Special Consultancy fees 15,000     Water and electricity 10,000
Sale proceeds of residential house 5,00,000 Son’s college fee paid 50,000

Gift to daughter 20,000
Donation to PMNRF 15,000
LIC premium paid on his own life 10,000
Balance CF 1,04,000

Total 7,99,000 Total 7,99,000
Additional Information:
1) On 31/3/2018 legal fees outstanding is `20,000.
2) Rent is payable @ `12,000 pm. Half of house taken on rent is being used as residence.
3) Car is partly used for official and partly for personal use. 70% is official and 30% is personal
4) Rate of depreciation on car shall be taken as 15%
Compute his PGBP income for AY 2018-2019 i.e. PY 2017-2018

Solution : Computation of book profits and PGBP income of partnership firm
Particulars ` `

Incomes
Consultancy fees 2,00,000
Special Consultancy fees 15,000
Total receipts 2,15,000
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Expenses
Office rent 60,000
Office expenses 25,000
Depreciation of car 3,00,000 X 15% X 70% 31,500
Magazine and journals 35,000
Depreciation on computer 50,000 X 60% 30,000
Car expenses 40,000 X 70% 28,000
Water and electricity expenses 10,000
Taxable PGBP income (4,500)

Illustration 60 : Mrs. J carries on a textile business. Her PL Account for year ending 31/3/2018 is:
Office Expenses 8,500 Gross Profit 1,06,000
Sundry Expenses 7,500 Misc. Receipts 6,000
Staff Welfare Expenses 750 Income Tax Refund 20,000
Legal Expenses 5,000 Bad debts recovered 4,500
Salaries 17,000 Gift from Mr. J 10,000
Outstanding liability for GST 7,500
Bonus  staff 6,000
Depreciation 4,000
Contribution to RPF 7,000
Audit Fees 22,500
Net profit 60,750

Total 1,46,500 Total 1,46,500
Additional information:
(1) Depreciation as per Income-tax Act comes to `2,700.
(2) Sundry expenses include `1,500 paid as donation to her son's school.
(3) Office expenses include a capital expenditure of `5,000 on additional furniture purchased on

1/12/2017. No depreciation has been provided for in the books.
(4) Liability for GST was paid as follows :

On 13/4/2018 : `3,500 ; On 2/5/2018 : `1,000 ; On 30/7/2018 : `1,800 The due date of filling
ITR was filed on 31/7/2018

(5) No tax has been deducted at source on the audit fees of `22,500.
(6) Bad debts recovered were allowed as deduction in an earlier assessment.
You are required to compute Mrs. J's business income for AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of business income of Mrs. J for AY 2018-2019 i.e. PY 2017-2018
Net Profit as per Profit & Loss Account for the year ended 31/3/2018 60,750
Add : Expenses not admissible under the Income-tax Act :
Donation paid to son's school 1,500
Capital expenditure (Furniture) 5,000
Depreciation as per books of account 4,000
GST liability not met till date of filing return 1,200
Audit fees (professional services, on which TDS not made, 30% is disallowed) 6,750
Less : Amounts not taxable under the Income-tax Act :
Gift from husband 10,000
Income-tax refund 20,000
Less : Depreciation under Income-tax Act :
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On items already included 2,700
On new furniture (@ 10% for half-year) 250

Profits and gains from business 46,250

Illustration 61: From the P & L A/C of Mr. J for the year ended 31/3/2018, compute his income
from business for the AY 2018-2019 i.e. PY 2017-2018

Salaries 7,800 Gross Profit b/d 55,672
Sundry Expenses 1,200 Discount 803
Reserve for bad debts 3,000 Commission 1,205
Insurance 405
Advertisement 2,500
Income tax 2,375
Loss on sale of car 1,200
Interest on capital 1,000
Interest on bank loan 1,550
Charity 150
Transferred to reserve 3,000
Life Insurance premium (self) 550
Loss of part of building by fire (uninsured) 1,500
Depreciation : On building 1,000

On furniture 200 1,200
Difference in trial balance 105
Net profit for the year 30,100
Total 57,680 Total 57,680

Additional information: The amount of depreciation allowable as per Income Tax Rules in
respect of building and furniture was `800 and `150 respectively. A sum of `1,000 is included in
the advertising expenses expended on a special advertising campaign undertaken during the year
in respect of a product of a company placed recently in market. Salaries include `3,000 being
amount drawn by Mr. J during the year.

Solution: Computation of PGBP Income of Mr. J for the year AY 2018-2019 i.e. PY 2017-2018
Net profit as per Profit and Loss Account 30,100
Add : Expenses disallowed :
1. Reserve for bad debts 3,000
2. Income tax 2,375
3. Loss on sale of car 1,200
4. Interest on capital 1,000
5. Transferred to reserve 3,000
6. Life insurance premium on self 550
7. Loss of part of building by fire 1,500
8. Charity 150
9. Difference in trial balance 105
10.Depreciation on building and furniture (1,000 + 200) 1,200
11.Amount withdrawn by Mr. J 3,000 17,080
Less : Allowable expenses – Depreciation as per Income tax (800 + 150) (950)
Taxable Profits 46,230
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Illustration 62: Mr. J submits you the following PL account for the year ended 31/3/2018
Opening Stock 40,000 Sales 5,40,000
Purchases 2,05,000 Closing Stock 60,000
Royalty 26,000 Commission 8,000
Wages 95,000 Interest from customers 2,000
Factory expense 45,000 Dividends 5,000
Rent rates and taxes 3,000 Contribution by employees towards RPF 2,100
Sundry expenses 5,300 Profit on sale of building 16,500
Salaries and bonus 9,500
Contribution to RPF 2,100
Legal expenses 1,800
Provision for depreciation 1,500
Travelling expenses 4,000
Repairs 5,800
Entertainment expenses 15,400
Advertisement expenses 4,900
Miscellaneous expenses 2,800
Net profits 1,66,500
Total 6,33,600 Total 6,33,600

Additional information:
(1) Opening and closing stock valued at 20% below cost price. Market price was higher than cost

price.
(2) A sum of `1,500 paid on the accident of an employee is included in the factory expenses.
(3) Legal expenses `500 relates to sales tax appeal and the rest to a suit filed for recovering an

outstanding amount from a debtor.
(4) Allowable depreciation is `1,800.
(5) Repair charges include `3,000 for repair of plant.
(6) Advertisement expenses include `3,000 for advertisement in publication of political party.
(7) Travelling expenses include `3,100 paid to an employee for hotel expenses. This employee

went out of station for one day only.
(8) Sundry expenses `1,000 and contribution to recognized provident fund are unpaid by Mr. J till

the due date of filing his ITR.
Determine his income from business and profession for the AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of business Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Net profit as per Profit and Loss Account 1,66,500
Add :

1. Provision for depreciation 1,500
2. Advertisement in  souvenir of political party 3,000
3. Contribution to RPF (outstanding) 2,100
4. Under valuation of closing stock [(60,000 ÷ 80 x 100) – 60,000] 15,000 21,600

Less : Income not taxable under this head :
Dividend 5,000
Profit on sale of building 16,500 (21,500)

Less : Allowable expenses
1. Under valuation of opening stock [(40,000 ÷ x 100) – 40,000] 10,000
2. Allowable depreciation 1,800 (11,800)

Taxable Profits 1,54,800



Chapter 7
{ Page 279 }

Profits and Gains from Business and Profession

Illustration 63: The Profit & Loss A/c of Mr. J for year ending 31/3/2018 is as under
House hold expenses 22,600 Gross profits 3,44,200
Bad debts 2,500 Bad debts recovered 7,500
Provision for bad debs 9,600
Fire insurance 2,500
Salary to staff 55,600
Salary to self 5,000
Interest on own capital 7,500
Depreciation 25,400
Income tax 1,200
Interest on overdraft for payment of GST 5,000
Contribution to URPF 17,500
Net profit 1,97,300
Total 3,51,700 Total 3,51,700

Additional information: The depreciation allowable under income tax is `42,000. Compute the
Income under the head PGBP for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of business income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Net Profit as per P&L account 1,97,300
Add : Expenses disallowed -

House hold expenses 22,600
Provision for bad debts 9,600
Salary to self 5,000
Interest on own capital 7,500
Income tax 1,200
Depreciation 25,400
Contribution to URPF 17,500

Less : Allowable expenditure not debited in P&L Account
Depreciation (42,000)

Income from business 2,44,100

Illustration 64: Mr. J has given the following P & L Account for the year ended 31/3/2018
Office Salaries 26,000 Gross profit 2,99,400
Staff welfare Expenses 12,000 Sundry receipts 8,800
General expenses 13,000
Bad debts 6,000
Advance tax 800
Fire insurance 8,000
Advertisement expenses 22,000
Interest on J's capital and loan 7,200
Purchase of copyright on 1/2/2018 5,600
Know-how which is put  use on 1/4/2018 24,000
Depreciation on all business assets 12,000
Provision for income-tax 4,000
Contribution towards a political party 2,000
Net profit 1,65,600
Total 3,08,200 Total 3,08,200
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Additional information:
(1) Salary to staff includes salary paid to a relative, which is unreasonable to the extent of `4,800.
(2) Depreciation on all assets according to income-tax provision comes to `19,200.
(3) Provision for income tax is excessive to the extent of `1,200.
(4) General expenses include an expenditure of `3,560 for arranging a long-term loan.
(5) During the AY 2018-2019 i.e. PY 2017-2018, the following payments are made but are not

recorded in the books of accounts.
(a) `14,000 paid on 5/8/2017 on account of outstanding customs duty of PY 2016-2017
(b) `10,000 paid on 3/1/2018 on account of outstanding sales tax of the PY 2016-2017

Find out the business income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Income from Business for the AY 2018-2019 i.e. PY 2017-2018
Profit as per Profit and Loss Account 1,65,600
Add : Advance tax 800
Salary to staff (salary paid to relative to the extent it is treated as excessive) 4,800
Interest on J's capital and loan 7,200
Expenditure on acquisition of know how (being capital expenditure) 24,000
Expenditure on acquisition of copyright (being capital expenditure) 5,600
Depreciation 12,000
Provision for Income tax 4,000
Contribution to political party 2,000
Less : Depreciation as per Income tax (19,200)
Depreciation on copyright (5,600 x 25% x ½) (700)
Outstanding sales tax and custom duty paid during the previous year (24,000)
Income from Business 1,82,100

Illustration 65 : The following is the P & L Account of Mr. J for the year ending 31/3/2018
Office Salaries 80,000 Gross Profit b/d 6,50,000
Commission 25,000 Proceeds of an endowment policy 20,000
Machine Repair charges 45,000 Profit on sale of Furniture 12,000
Payment to the IIT 60,000 Machine sold, which was used for

scientific research
58,000

Depreciation 80,000
Rent 36,000
Sundry expenses 70,000
Life Insurance premium 2,000
Consultations fees 25,000
Net Profit 3,17,000
Total 7,40,000 Total 7,40,000

Additional Information:
(1) Machine repair charges include `5,000 paid for installation of a new machine.
(2) The payment to IIT has been given for being used for the scientific research undertaken under

a programme approved by the Central Government.
(3) Consultation fee has been paid to a chartered accountant `15,000 for income tax planning and
`5,000 for arguing an income tax appeal before the Appellate Tribunal.

(4) The life insurance premium is for the insurance policy of the assessee.
(5) During the previous year a machine was sold for `58,000, which was being used for scientific

research. It was purchased two years ago for `50,000 and the whole amount was allowed as
deduction in that year.
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(6) A machine costing `40,000 has been installed on 15/5/2017 for control of air pollution.
(7) Sundry expenses include `4,000 in respect of penalty imposed for evasion of sales tax.
(8) The particulars of assets are as follows :

(a) Machinery: Actual Cost `2,00,000 and the written down value on 1/4/2017 `90,000. A new
machine costing `45,000 was purchased on 1/1/2018.

(b) Furniture: Written down value on 1/4/2017 `86,000. Furniture costing `27,500 of the
written down value on 1/4/2017 `20,000 was sold on 16/8/2017 for `32,000

Compute the taxable income from Business of Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Statement showing computation of Income from Business
Net Profit as per Profit and Loss Account 3,17,000
Add : Machine Installation charges (to be capitalized) 5,000

Life insurance premium 2,000
Depreciation 80,000
Payment to IIT 60,000
Penalty imposed for evasion of sales tax 4,000

Less : Capital Gains on sale of machinery used for scientific research
(58,000 – 50,000)

(8000)

Less : Payment to IIT (60,000 x 200%) (1,20,000)
Depreciation (See Note) (62,650)

Less : Profit on sale of furniture (12,000)
Proceeds of endowment policy (20,000)

Total Business Income 2,45,350

The depreciation has been calculated as follows:
(a) Pollution control equipment = 100% of 40000 = ` 40,000
(b) Plant and Machinery = 15% of 90,000 + 7.5% of (45000 + 5000) = ` 17,250
(c) Furniture = 10% of (86,000 – 32,000) = ` 5,400

Illustration 66: Mr. J is a practicing Chartered Accountant, keeps his books on cash basis. The
following is his summarized Receipts and Payments Account for the year ended 31/3/2018

balance b/d 2,16,500 Salaries 55,000
Professional receipts 4,58,000 Rent of branch office 18,000
Rent from house 36,000 Telephone Expenses 5,000

Legal Expenses 15,000
Motor Car Expenses 4,000
Office Expenses 1,500
Purchase of old Car (1/1/2018) 2,00,000
Advance of Income Tax 13,000
Seminar & Conference Expenses 6,000
Birthday party expenses 9,000
Municipal tax of House property 2,000
Professional books 7,000

GST 80,000
Membership fees 1,700
Computer purchased (1/8/2017) 40,000
Office Building 2,10,000
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balance c/d 40,000
Total 7,10,500 Total 7,10,500

Additional information:
(1) 50% use of motorcar is attributable to personal purposes.
(2) Salary has been paid for 11 months only.
(3) Professional receipts include an amount of `15,000 for giving lecture in a seminar to be

conducted on 31/5/2017 in a university. Further, a sum of `25,000 towards consultancy fees is
outstanding.

(4) The WDV of computer as on 1/4/2017 was `12,800
(5) Mr. J had received some gifts in kind from his clients in course exercise of his profession, the

value of which is `20,000.
(6) Mr. J owns a residential house, one-half (1/2) of which has been let out. The remaining half

(1/2) has been occupied by him for his residential purposes. The municipal tax on such house
property relates to years 2016-2017 and 2017-2018.

(7) Legal Expenses have been incurred in relation to defending a suit against him alleging
professional misconduct. Mr. J was successful in the suit.
Compute the business income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of PGBP Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Professional Receipts 4,43,000
Add: Value of Gifts received from clients 20,000
Less: Salaries 55,000

Rent of branch office 18,000
Telephone expenses 5,000
Legal Expenses 15,000
Motor car Expenses (50% of 4,000) 2,000
Office expenses 1,500
Seminar & Conference Expenses 6,000
Service tax 80,000
Membership fees 1,700
Depreciation on car (50% of 15% / 2 of 2,00,000) 7,500
Depreciation on books @ 100% 7,000
Depreciation on computer (60% of (12,800 + 40,0900)) 31,680
Depreciation on Office building (10% of 2,10,000) 21,000

PGBP income 2,51,120

CHAPTER AT GLANCE

1) Profits and gains of Business or Profession shall be computed either on cash basis or
mercantile basis of accounting – Section 145.

2) Speculation Business income should to be computed separately as loss from such business
cannot be set off against any other business income.

3) Revenue loss or expenditure incidental to business is excludable in the computation even
though there is no specification provision. For example expenditure on stationery is deductible
even though there is no specific section for this.
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4) All the assets use for business can be classified as under:

Tangible: (a) Land – it is not eligible for depreciation.
(b) Building, machinery, plant and furniture are eligible for depreciation.

Intangible: Goodwill, Know-how, patents, copyrights, trademarks, licenses, franchises are
eligible for depreciation.

5) Expenses incurred in relation to these assets should be considered for deduction u/s 30, 31
and 37(1). Expenditure not qualifying under these provisions may be capitalized and
depreciation u/s. 32 can be claimed if eligible.

6) Only in the case of undertakings engaged in the business of generation or generation and
distribution of power, there is an option to avail depreciation on straight-line method. This
option is for only those assets, which have been purchased after 31/3/98. In all other cases
depreciation is deductible only on written down value method. The option has to be exercised
in the beginning and shall apply to all the subsequent assessment years.

7) If depreciation has been charged as per SLM basis as mentioned in 6) above and then block of
asset has been sold:
(a) For the value less than the value of block then we get terminal depreciation, which can be

debited, to PL account.
(b) For the value more than the value of block then up to the amount of depreciation debited to

the day is treated as PGBP income and balance if any is treated as STCG.

8) Interest on loan borrowed for acquiring on asset used in the business has to be treated as
under:
a) Before the commencement of production/Business has to be capitalized
b) Interest relating to the period after the asset is first put to use shall never form part of the

cost of the asset.  As per Sec. 43(1) it shall be allowed as revenue expenditure.

9) Unabsorbed depreciation is treated as part of current year depreciation and therefore, can be
set off against income under other heads of income as well.  It can be carried forward
indefinitely even if the business is discontinued.

10) As per section 50 there shall be always STCG on sale of a depreciable asset.

11) In case of asset being destroyed and insurance company given a similar asset to assessee
then the value of such asset destroyed shall not be reduced from the block as per the SC case
of CIT  vs  Kasturi and Sons Ltd.

12) The deduction of donations for scientific research expenditure u/s. 35 shall be as follows:
To whom contribution can be given Amount of

deduction
Approved research associations which have as its objects doing scientific
research or An approved university, college or other institution for the use of
scientific research related or unrelated to assessee’s business. [Section
35(1)(ii)]

150% of sum paid.

An amount paid to a company to be used by it for scientific research provided
that all of the following conditions are satisfied:
(d)Such company is registered in India
(e)The company has as its main object the scientific research and

100% of sum paid
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development
(f) The company is approved by the prescribed authority
[Section 35(1)(iia)]
An approved university, college or other institution or an approved research
associations which have as its objects doing scientific research in social
science or statistical science, whether research is related or unrelated to
assessee’s business. [Section 35(1)(iii)]

100% of sum paid

13) Generally, revenue expenditure is deductible in the year when expenditure has been incurred
and capital expenditure is capitalized. The concept of deferred revenue expenditure is not
prevalent in Indian income tax structure.  However, such principle is made applicable under the
following sections:
A) Section 35D – Amortization of preliminary expenditure – write it off over 5 years. Qualifying

amount is as follows:
a. For non-corporate assessee it cannot exceed 5% of cost of project
b. For a Company it cannot exceed 5% of cost of project OR 5% capital employed which

ever is higher.
B) Section 35DDA – Voluntary Retirement Service compensation – write off over 5 years.
C) Section 37(1) – Discount/ premium on redeemable preference shares or bonds or

debentures can be spread over the life of the instrument

14) The bad debts written off during preceding previous years and which are recovered are fully
taxable in the year of recovery provided it is recovered by the assessee who has incurred such
bad debt as was decided by SC in the case of P.K.Kaimal.

15) Expenditure on advertisement in souvenir, brochure, pamphlet etc. published by a political
party shall also not be allowed as deduction. However a deduction for the same or/and similar
expenditure is allowed as deduction under section 80GGB and 80GGC.

16) Expenses not deductible are as follows:
1. Sec. 40(a) –Any payment outside India on which no tax is deducted or paid.
2. Sec. 40A(2) – Excessive and unreasonable expenditure where a relative and substantial

interest holding is involved.
3. Sec. 40A(3) – Expenditure paid in excess of `20,000 otherwise than by account payee

cheque or bank draft subject to rule 6DD.
4. Sec. 40A(7) – Provision for gratuity.
5. Sec. 40A(9) – Contribution to unapproved funds.
6. Sec. 43B – Certain expenses not paid within the stipulated time limit.  This applies

irrespective of method of accounting.

17) Where the partnership deed stipulates terms of interest and salary to partners, the amount
authorized by the deed or the limit prescribed by Sec. 40(b), whichever is lower, shall be allowed
as deduction. This limit is as follows:
BOOK PROFITS REMUNERATION AS % OF BOOK PROFITS
(a) On the first `3,00,000 of the book-profit

or in case of a loss
`1,50,000 or at the rate of 90% of the book-
profit, whichever is more;

(b) On the balance of the book-profit 60%
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CHAPTER 8
INCOME UNDER THE HEAD ‘CAPITAL GAINS’

LEARNING OBJECTIVES
 To understand definition of Capital Assets and rules to bifurcate them as Long Term Capital

Asset and Short Term Capital Asset.
 To understand the methods for calculation of Capital Gains for both Long Term Capital Asset and

Short Term Capital Asset.
 To understand rules for the grant of exemptions of Capital Gains under various section.
 To understand tax rates to be used on the Capital Gains and the concept of fulfillment of

deficiency from capital gains.

SECTIONS IN THE CHAPTER
Definitions of Capital Assets Section 2(14)
Definition of Transfer Section 2(47)
Definition of short-term Capital Asset Section 2(42A)
Definition of Long term Capital Asset Section 2(29A)
Transactions not regarded as Transfer Section 47
Method of computing Capital Gains Section 48
Computation of LTCG by doing Indexation 2nd Proviso Sec 48
Benefit of Indexation is not available on Bonds and Debentures 3rd Proviso Sec 48
Cost of Improvement Section 55
Concept of Previous Owner Section 49(1)
Transfer of Capital Asset Section 45(1)
Damage or destruction of Capital Asset and compensation from
Insurance Company

Section 45(1A)

Conversion of Capital Asset into stock in trade Section 45 (2)
Transfer of securities by depository Section 45(2A)
Transfer of Capital Asset by partner to firm by way of capital
contribution

Section 45(3)

Transfer of Capital Asset by way of distribution by firm to partners on
dissolution

Section 45(4)

Transfer of Capital Asset by way of Compulsory Acquisition by the
government

Section 45(5)

Transfer Of Land Or Building Under Specified Agreement Section 45(5A)
Capital Gain on distribution of Assets by companies in liquidation Section 46
Capital Gains on purchase by company of its own shares Section 46A
Calculation of Tax on LTCG Section 112
Calculation of Tax on LTCG on transfer of shares etc. Proviso Section 112
Capital Gain on transfer of Depreciable Assets Section 50
Capital Gain in case of Depreciable Assets of Electricity Company Section 50A
Capital Gains on Slum Sale Section 50B
Full value of consideration Section 50C
Advance Money Forfeited Section 51
Exemption of LTCG on sale of property used for residence Section 54
Exemption of LTCG or STCG on transfer of Agricultural Land Section 54B
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Exemption of LTCG or STCG on Acquisition of L/B of industrial
undertaking by the government

Section 54D

Exemption of LTCG on transfer of any LTCA and investment in
specified securities

Section 54EC

Capital gain not to be charged on investment in units of a specified
fund

Section 54EE

Exemption of LTCG on transfer of Capital Asset when investment in
Residential House

Section 54F

Extension of time for investment in case of compulsory Acquisition by
the government

Section 54H

Meaning of Cost of Improvement and Cost of Acquisition Section 55
Reference to Valuation officer Section 55A
Exemption from Capital Gains if agricultural land (LTCA) is
compulsorily acquired by the government

Section 10(37)

Exemption of capital gains on transfer of land or building or both under
Land Pooling scheme

Section 10(37A)

Exemption from tax on LTCG from sale of securities the sale or
purchase of which takes place on recognized stock exchange.

Section 10(38)

Rate of Tax on STCG on sale of equity shares or units of equity
oriented fund

Section 111A

INTRODUCTION
This chapter deals with the profits earned on the sale of a Capital Asset. Such profits are called
Capital Gains. Capital Gains are of two types:

a) Long Term Capital Gains and
b) Short Term Capital Gains.

The method of calculation and the taxability of the two types of gains are different. In this Chapter
we will learn about the method to calculate Capital Gains under various situations and their
taxability after various exemptions of Section 54 to Section 54F.

DEFINITIONS OF CAPITAL ASSET AND
METHOD OF CALCULATING CAPITAL GAINS

SECTION 45(1): CHARGING SECTION
Any profits arising from the transfer of a Capital Asset in the previous year shall be chargeable to
tax under the head of ‘Income from Capital Gains’ and shall be deemed to be the income of the
previous year in which transfer took place, unless such Capital Gains are exempt under Sections
54, 54B, 54D, 54EC, 54EE and 54F.

SECTION 2(14): DEFINITION OF CAPITAL ASSETS

Capital Asset means property of any kind held by the assessee whether or not connected with the
business/profession.

CAPITAL ASSETS WILL INCLUDE CAPITAL ASSET WILL NOT INCLUDE
All kinds of immovable properties whether held
for personal use or for business use

Stock-in-trade, consumable stores or raw
materials held for the purpose of business and
profession
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Personal movable assets which are
 Jewellery
 Shares, debentures, securities
 Archaeological collections
 Drawings, paintings
 Sculptures
 Any other work of art

Personal movable assets (including wearing
apparel and furniture) held for personal use by
the assessee or any member of his family
dependent on him

Agriculture land which is situated in the urban
area.

Agriculture land which is situated in the rural
area.
6.5% Gold Bonds 1977
7% Gold Bonds 1980
National Defense Gold Bonds 1980
Special Bearer Bonds 1991
Gold Deposit Bonds issued under Gold Deposit
Scheme 1999

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENT

Jewellary will include
a) Ornaments made of gold, silver or any other precious metal or alloy
containing one or more of such precious metals

1) whether or not containing any precious or semi precious stones
2) whether or not worked or sewn on any wearing apparel

b) precious or semi precious stones
1) whether or not set in any furniture, utensil or any other article
2) whether or not worked or sewn into any wearing apparel

SECTION 2(47):  DEFINITION OF TRANSFER
Transfer includes:
1) Sale, exchange or relinquishment of a Capital Asset.
2) Extinguishments of right to use a Capital Asset.
3) Compulsory Acquisition of Capital Asset by the government
4) Conversion of Capital Asset into stock in trade of business.
5) Maturity or redemption of Zero Coupon Bonds.
6) Transaction of allowing the possession of immovable property under the part performance of the

contract as referred under section 53A of Transfer of Property Act, 1882

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENT

Section 2(48): Zero Coupon Bond means a bond issued by any infrastructure
capital company / fund or public sector company or scheduled bank in respect
of which no payment or benefit is received or receivable before maturity or
redemption from the issuer.
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SECTION 47: TRANSACTIONS WHICH ARE NOT REGARDED AS
TRANSFER 1

No Capital Gain shall arise on the following transactions because these are not regarded as
transfer :
1) Distribution of Asset on partition of HUF.
2) Transfer under will or inheritance or irrevocable trust or gift (except gift of ESOP by employer to

employee)
3) Transfer of Capital Asset under amalgamation if the amalgamated company is an Indian

company.
4) Transfer of Capital Asset by

(a) A Holding Company to Subsidiary Company or
(b) Subsidiary Company to Holding Company

if
 Holding Company holds entire share capital of the Subsidiary Company and
 transferee Company is an Indian Company.

5) Any transfer by the demerged company to the resulting company, if the resulting company is an
Indian Company.

6) Any transfer of
 work of art
 archaeological, scientific or art collection
 book
 manuscript
 drawing
 painting
 photograph or print

to the Government or a University or the National Museum, National Art Gallery, National Archives
or any such other public museum or institution as may be notified by the Central Government to be
of national importance.
7) Any transfer of a Capital Asset in a transaction of Reverse Mortgage.
8) Conversion of specified Bonds into Shares or Debentures of any company shall not be

regarded as Transfer for the purposes of Capital Gains.
9) any redemption of Sovereign Gold Bond under the Scheme, by an individual shall not be

treated as transfer and therefore shall be exempt from tax on capital gains.

10) Transfer made outside India of rupee denominated bond of an Indian company issued
outside India by a non-resident to another non-resident.

11) Any transfer by way of conversion of preference shares of a company into equity shares
of that company.

1 There are 32 clauses in Section 47 but we have discussed only which are relevant for the
syllabus of IPCC with regard to the assessment of Individual

AMENDMENT FROM AY
2018-2019
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CA JASPREET
SINGH JOHAR

EXPERT’S COMMENT

Sovereign Gold Bond Scheme, 2016
The Government of India has introduced the Sovereign Gold Bond Scheme
with the aim of reducing the demand for physical gold so as to reduce the
outflow of foreign exchange on account of import of gold. The Gold Bond is a
mode for substitution of physical gold and also provides security to the
individual investor who invests in Gold for meeting their social obligation.

SECTION 2(29B): LONG TERM CAPITAL GAIN (LTCG)
Long-Term Capital Gain means capital gain arising from the transfer of a long-term capital asset

SECTION 2(29A): LONG TERM CAPITAL ASSET (LTCA)
A Capital Asset held by the assessee for more than 36 months immediately preceding the date of
its transfer is a Long term Capital Asset.

SECTION 2(42B): SHORT TERM CAPITAL GAIN  (STCG)
Short-Term Capital Gain means capital gain arising from the transfer of a short-term capital asset

SECTION 2(42A): SHORT TERM CAPITAL ASSET  (STCA)
A Capital Asset, which is not a long term Capital Asset, is a short term Capital Asset. In other
words, Asset held for 36 months or less is regarded as short term Capital Asset.

1ST PROVISO OF
SECTION 2(42A)

2nd PROVISO OF
SECTION 2(42A)

3rd PROVISO OF
SECTION 2(42A)

Following assets shall be
treated as LTCA after 12
months:
1. Units of Equity Oriented

Mutual Fund
2. Listed Equity Shares
3. Listed Preference Shares.
4. Listed Debentures
5. Listed Bonds
6. Listed Government

Securities
7. Zero coupon Bonds
8. Units of UTI

Following assets shall be
treated as LTCA after 36
months:
1. Mutual Funds [Listed or not]

listed
2. Non Listed Debentures
3. Non Listed Bonds
4. Non Listed Government

Securities
5. Other capital assets like

Jewellery etc.

Following assets shall be
treated as LTCA after 24
months:
1. Non Listed Equity Shares
2. Non Listed Preference

Shares
3. Capital assets being

Land or Building or
both

AMENDMENT FROM
AY 2018-2019
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SECTION 48: METHOD OF COMPUTING CAPITAL GAINS ON
TRANSFER OF SHORT TERM CAPITAL ASSET

SALE CONSIDERATION 1
LESS:  EXPENSES ON TRANSFER OF ASSET (IF ANY) 2

NET CONSIDERATION (1-2) X
LESS:  COST OF ACQUISITION 3
LESS:  COST OF IMPROVEMENT 4

SHORT TERM CAPITAL GAINS CHARGEABLE TO TAX Y

NOTE: Expenses on transfer of Asset means the sales expenses. These sales expenses can be
expenses on advertisement, sales commission, legal expenses etc.

SECTION 55(1): COST  OF IMPROVEMENT
Meaning All capital expenditure incurred on doing value addition of capital asset shall be

regarded as a cost of Improvement (COI)
Type Any expenses which are deductible in computing the income chargeable to tax

under the head of ‘House Property’ or Profits and Gains from Business and
Profession (PGBP) or Other Sources, shall not be included in the Cost of
Improvement

SECTION 55(2) AND 55(3): COST OF ACQUISITION
Meaning It is the cost at which asset has been acquired by the assessee.

Illustration 1: Mr. J purchased Gold on 1/1/2016 for `7 lakhs and sells this Gold for `10 lakhs on
1/1/2018. Selling expenses have been 1% of the sale price. Calculate Capital Gains for the AY
2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Gold is a Capital Asset under Section 2(14). Sale is regarded as Transfer under Section 2(47).
Period of holding: 1/1/2016 to 1/1/2018 i.e. Less than 36 months, so Asset is STCA

Particulars `
Sale consideration 10,00,000
Less:  Selling expenses 10,000
Net sale consideration 9,90,000
Less:  Cost of Acquisition 7,00,000
STCG 2,90,000

Illustration 2: Mr. J purchased a house for `20 lakhs on 31/1/2016. On 1/1/2017 he had
constructed one additional floor at the cost of `5 lakhs. On 1/1/2018 this house has been sold off
for `51 lakhs and selling expenses have been `1 lakhs. Calculate Capital Gains for the AY 2018-
2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
House is a Capital Asset under Section 2(14). Sale is regarded as transfer under Section 2(47).
Period of holding: 31/1/2016 to 1/1/2018 i.e. less than 24 months, so asset is STCA

Particulars `
Sale consideration 51,00,000
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Less: Selling expenses 1,00,000
Net sale consideration 50,00,000
Less: Cost of Acquisition 20,00,000
Less: Cost of improvement 5,00,000
STCG 25,00,000

Illustration 3: Mr. J purchased 100 shares of Reliance Industries Limited for `300 each on
15/4/2017. On 15/3/2018 he had sold all the shares for `410 each and brokerage paid has been
1%. Calculate the Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Shares are Capital Asset under Section 2(14). Sale is regarded as Transfer under Section 2(47).
Period of holding: 15/4/2017 to 15/3/2018 i.e. less than 12 months, so asset is STCA

Particulars `
Sale consideration 41,000
Less: Selling expenses 410
Net Sale consideration 40,590
Less: Cost of Acquisition 30,000
STCG 10,590

Illustration 4: Calculate total income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018:
1) His monthly basic salary is `27,000 and has paid Professional Tax of `200 pm.
2) He has let out his shop and receives rent of `18,000 pm. Municipal Taxes paid by the tenant

are `3,000, paid by Mr. J are `4,000 and payable by Mr. J are `5,000.
3) He has sold his vacant land on 1/1/2018 for `7,00,000. He purchased this land one years ago

for `4,00,000. The Property dealer charged `20,000 as his commission for the sale of land.
4) Before the sale of the land, it was let out at the monthly rent of `7,000. He has earned `1,500

of interest on the money lending and has also earned `4,000 as an interest on the Debentures.
5) He has deposited `50,000 in the PPF, `70,000 in NSC and donated `10,000 to PMNRF.

Solution: Calculations of total income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Income under the head of Salary 3,21,600
Income under the head of House Property 1,48,400
Income under the head of Business and Profession NIL
Income under the head of Capital Gains 2,80,000
Income under the head of Other Sources 68,500
GROSS TOTAL INCOME 8,18,500
Deduction under the Section 80C 1,20,000
Deduction under the Section 80G 10,000
TOTAL INCOME/ TAXABLE INCOME 6,88,500

Calculation of income under the head ‘Salary’
Particulars Amount in `

Gross Salary                       27,000 X 12 3,24,000
Less: Deduction under Section 16(iii) 2,400
Taxable salary 3,21,600
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Calculation of income under the head ‘House Property’
Particulars Amount in `

Gross Annual Value 18,000 X 12 2,16,000
Less: Municipal Taxes paid by landlord 4,000
Net Annual Value 2,12,000
Less: Statutory deduction u/s 24(a) 30% of NAV 63,600
Taxable House Property Income 1,48,400

Calculation of income under the head of ‘Capital Gains’
Particulars Amount in `

Sale consideration 7,00,000
Less: Selling Expenses 20,000
Net Sale consideration 6,80,000
Less: Cost of Acquisition 4,00,000
Taxable STCG 2,80,000

Calculation of income under the head ‘Other Sources’
Particulars Amount in `

Rent of open land 7,000 X 9 63,000
Interest earned 1,500
Interest on debentures 4,000
Taxable Other Sources Income 68,500

SECOND PROVISO TO SECTION 48 : METHOD OF COMPUTING
CAPITAL GAINS ON TRANSFER OF LONG-TERM CAPITAL ASSET

SALE CONSIDERATION 1
LESS:  EXPENSES ON TRANSFER OF ASSET (IF ANY) 2

NET CONSIDERATION (1-2) X
LESS:  INDEXED COST OF ACQUISITION 3
LESS:   INDEXED COST OF IMPROVEMENT 4

GROSS CAPITAL GAINS (3-4) Y
LESS:   EXEMPTIONS U/S 54; 54B; 54D; 54EC; 54EE; 54F, IF ANY 5

NET LONG TERM CAPITAL GAINS CHARGEABLE TO TAX Z

If the Capital Gains arise from the transfer of a long term Capital Asset then for the purpose of
computing Capital Gains, instead of Cost of Acquisition we would take the Indexed Cost of
Acquisition and instead of Cost of Improvement we would take Indexed Cost of Improvement.

a) Indexed COA means: COA     X Cost Inflation Index for the year in which Asset is transferred
---------------------------------------------------------------------------------------------------

Cost Inflation Index for the first year in which Asset was held by the
seller or cost inflation index for the PY 2001-2002 whichever is later.

b) Indexed COI means: COI X Cost Inflation Index for the year in which Asset is transferred
-------------------------------------------------------------------------------------------------

Cost Inflation Index for the year in which improvement took place.
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Benefit of indexation is not available in following cases
(a) On transfer of Bonds and Debentures. (See third proviso of section 48).

However in following two cases system of indexation will be applicable
1) Capital Indexed Bonds issued by the government.
2) Sovereign Gold Bond issued by the Reserve Bank of India under the Sovereign Gold

Bond Scheme, 2015
(b) Transfer of Shares or Debentures of an Indian company by a non-resident assessee. (first

proviso of section 48).
(c) Transfer of undertaking or a division in slump sale. (Section 50B).

SECTION 55: COST OF IMPROVEMENT, COST OF ACQUISITION
EXPENDITURE DONE

BEFORE 1/4/2001
EXPENDITURE DONE

ON OR AFTER 1/4/2001
COST OF ACQUISITION Assessee has the option to take

either of
a) Actual Cost of Acquisition (COA)
b) Fair Market Value (FMV) of the

Asset as on 1/4/2001
as COA for the purpose of
computation of the Capital Gains

Assessee has to take Actual Cost of
Acquisition (COA) to him as the COA
for the calculation of capital gains

COST OF IMPROVEMENT Actual cost of improvement
incurred before 1/4/2001 has to be
ignored in every case.

Actual cost of improvement incurred
on or after 1/4/2001, whether done
by the assessee has to be
considered while calculating Income
from Capital Gains

Cost Inflation Indexes (CII) are notified by the Central Government and which are under:
Year CII Year CII Year CII Year CII

2001-2002 100 2006-2007 122 2011-2012 184 2016-2017 264
2002-2003 105 2007-2008 129 2012-2013 200 2017-2018 272
2003-2004 109 2008-2009 137 2013-2014 220
2004-2005 113 2009-2010 148 2014-2015 240
2005-2006 117 2010-2011 167 2015-2016 254

Illustration 5: Mr. J has purchased a land on 1/4/2001 for `50,000 and constructed one floor on
this land at the cost of `3,00,000 on 1/1/2011. He constructed one additional floor on this on
1/1/2014 at the cost of `7,00,000. Full house has been sold on 1/1/2018 for `45,00,000 and selling
expenses have been `75,000. Calculate Capital Gains for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 45,00,000

AMENDMENT FROM
AY 2018-2019
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Less: Selling expenses 75,000
Net Sale consideration 44,25,000
Less: Indexed Cost of Acquisition 50,000 / 100 X 272 1,36,000
Less: Indexed Cost of improvement 3,00,000 / 167 X 272 4,88,623
Less: Indexed Cost of improvement 7,00,000 / 220 X 272 8,65,455
LTCG 29,34,922

Illustration 6: Mr. J has purchased a land on 1/4/1999 for `1,00,000. This has been sold for
`18,00,000 on 1/1/2018 and selling expenses have been `1,00,000. FMV of land as on 1/4/2001 is
`1,20,000. Calculate the Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 18,00,000
Less: Selling expenses 1,00,000
Net Sale consideration 17,00,000
Less: Indexed Cost of Acquisition 1,20,000 / 100 X 272 3,26,400
Less: Indexed Cost of Improvement NIL
LTCG 13,73,600

Illustration 7: Mr. J purchased a land on 1/4/1995 for `75,000 and constructed one floor on this
land at the cost of `2,00,000 on 1/1/1999. On 1/4/2001 the FMV of the house has been `4,11,000.
He constructed additional floor on this on 15/7/2008 at the cost of `11,00,000. On 15/3/2018 house
has been sold for `95,00,000. Calculate Capital Gains for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 95,00,000
Less: Selling expenses NIL
Net sale consideration 95,00,000
Less: Indexed Cost of  Acquisition 4,11,000 / 100 X 272 11,17,920
Less: Indexed Cost of improvement (Before 1/4/2001) Ignored
Less: Indexed Cost of improvement 11,00,000 / 137 X 272 21,83,942
LTCG 61,98,138

Illustration 8: Mr. X purchased a plot of land in Delhi for `5,00,000 in FY 2004-2005. He
constructed a residential house at the cost of `4,00,000 on it for which construction was completed
in FY 2006-2007. The House Property was sold in FY 2017-2018 for `95,00,000. Compute Capital
Gains for the AY 2018-2019 i.e. PY 2017-2018.
Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018

Particulars Calculations in ` Amount in `
Sale consideration 95,00,000
Less: Selling expenses NIL
Net Sale consideration 95,00,000
Less: Indexed Cost of Acquisition 5,00,000 / 113 X 272 12,03,540
Less: Indexed Cost of Improvement 4,00,000 / 122 X 272 8,91,803
LTCG 74,04,657
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SECTION 49(1) : CONCEPT OF PREVIOUS  OWNER
Applicability of concept When Capital Asset is acquired by assessee by way of

 Gift or Will or
 Inheritance or Succession or
 On partition of HUF

Period of holding to
determine if capital asset
is a STCA or LTCA

The period for which the previous owner of asset held the asset and
the period for which the current owner of asset held the asset shall be
aggregated for the calculation of the period of holding, to determine
whether an asset is LTCA or STCA

Cost of acquisition The Cost of Acquisition of asset shall be deemed to be the cost for
which the previous owner of the property acquired it.
If it was acquired before 1/4/2001 then assessee has the option to take
either of
a) Actual Cost of Acquisition (COA) of capital asset as incurred by

previous owner
b) Fair Market Value (FMV) of the Asset as on 1/4/2001
as COA for the purpose of computation of the Capital Gains.

Cost of improvement If cost of improvement was incurred before 1/4/2001 then it has to be
ignored in every case whether improvement was done by current
owner or by previous owner.
But if improvement was done on or after 1/4/2001 whether done by
current owner or by previous owner then such cost of improvement has
to be considered for the calculation of capital gains.

CII in case of cost of
acquisition

CIT-12 v Manjula J. Shah [2012] 204 taxman 691 (Bom) : While
calculating Indexed Cost of Acquisition the indexation factor of that will
be taken (in denominator) in which asset was acquired by the previous
owner or the Indexation factor of FY 1981-1982, whichever is later

Illustration 9: Mr. J has purchased a house on 1/4/2011 for `10,00,000. On 15/3/2017 this house
is gifted by him to his son on the occasion of his marriage. On 31/3/2018 the son has sold this
house for `76,00,000 and the selling expenses incurred have been `1,00,000. Calculate the
Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 76,00,000
Less:  Selling expenses 1,00,000
Net Sale consideration 75,00,000
Less: Indexed Cost of Acquisition 10,00,000 / 184 X 272 14,78,261
LTCG 60,21,739

Illustration 10: Mr. J has purchased a land on 1/4/1999 for `1,00,000 and constructed one floor on
this land at the cost of `1,25,000 on 1/1/2000. On 1/4/2001 the FMV of the house has been
`2,25,000. He constructed one additional floor on this on 15/7/2007 at the cost of `4,00,000. On
15/3/2011 the house has been gifted to his son on his birthday. The Son constructed one more
floor on this at the cost of `7,50,000 on 31/3/2014 and sold the house for `46,00,000 on 1/1/2018.
Calculate the Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 46,00,000
Less: Selling expenses NIL
Net Sale consideration 46,00,000
Less: Indexed Cost of  Acquisition 2,25,000 / 100 X 272 6,12,000
Less: Indexed Cost of Improvement (before 1/4/2001) Ignore
Less: Indexed Cost of Improvement 4,00,000 / 129 X 272 8,43,411
Less: Indexed Cost of Improvement 7,50,000 / 220 X 272 9,27,273
LTCG 22,17,316

SEC 49(2AA):DETERMINATION OF COST OF ACQUISITION OF ESOP
On transfer of sweat equity shares referred to in Section 17(2)(vi), the Cost of Acquisition shall be
the Fair Market Value which has been taken into account for the determination of perquisite value.

CA JASPREET
SINGH JOHAR

EXPERT’S COMMENT
1) Sweat equity shares means equity shares issued by a company to its

employees or directors at a discount or for consideration other than cash.
2) The value of sweat equity shares shall be the Fair Market Value on the

date on which the option is exercised by the assessee as reduced by the
amount actually paid.

3) However, the period of holding will start from the date of allotment and not
from the date on which the option is exercised by the assessee.

Illustration 11 : Mr. J is employee of GG Ltd. getting salary of `1,00,000pm. On 1/10/2017 GG
Ltd. has offered him to purchase 1,000 equity shares of GG Ltd. for `550 each under the scheme
of ESOP. Mr. J accepted the offer on 10/10/2017 and shares were issued to him on 15/10/2017.
He sells all shares for `975 each on 30/3/2018. Calculate his total income for the AY 2018-2019
i.e. PY 2017-2018 from the following data

Event Date of event Opening value of
shares on BSE

Closing value of
shares on BSE

Date of offer of ESOP 1/10/2017 `870 `900
Date of acceptance of
ESOP

10/10/2017 `910 `930

Date of allotment of
shares under ESOP

15/10/2017 `880 `920

Solution : Calculation of FMV of shares allotted under ESOP
FMV of shares is taken as average of opening value and closing value as on the date of
acceptance of offer. Thus FMV of shares shall be taken as (`910 + `930 ) / 2 = `920

Calculation of the Taxable Perquisite Value of shares issued under ESOP
Taxable perquisite value is taken as difference between FMV and issue price. Thus perquisite
value per share will be `920 – `550 = `370. Total perquisite value will be 1,000 X `370 =
`3,70,000.
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Calculation of taxable salary for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Basic salary 1,00,000 X 12 12,00,000
Perquisite of ESOP 3,70,000
Taxable salary 15,70,000

Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Shares are Capital Asset under Section 2(14).  Sale is regarded as Transfer under Section 2(47).
Period of holding: 15/10/2017 to 30/3/2018 i.e. less than 12 months, so asset is STCA

Particulars `
Sale consideration 9,75,000
Less: Selling expenses Nil
Net Sale consideration 9,75,000
Less: Cost of Acquisition FMV as on the date of allotment  = 9,20,000
STCG 55,000

Calculations of total income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Income under the head of Salary 15,70,000
Income under the head of House Property NIL
Income under the head of Business and Profession NIL
Income under the head of Capital Gains 55,000
Income under the head of Other Sources NIL
GROSS TOTAL INCOME 16,25,000
Deduction under the Section 80C – 80U NIL
TOTAL INCOME/ TAXABLE INCOME 16,25,000

SECTION 45: CAPITAL GAINS IN SPECIAL SITUATIONS
SECTION 45(1A) : CAPITAL ASSET LOST OR DESTROYED
If any person receives any money or other asset from an insurance company on account of Capital
Asset being lost or destroyed then any profits on receipt of such money or other asset shall be
chargeable to tax as income of Capital Gains and shall be deemed to be the income of such
person of the previous year in which such money or asset was received and money received or
value of asset shall be deemed to be the full sale consideration (FMV on the date of the receipt of
the asset shall be taken when compensation is in non-monetary terms)
Comments
1) Section 45(1A) is applicable when insurance money is received on account of destruction of

any Capital Asset because of floods, cyclone, riots, civil destructions or any action of enemy.
2) If on destruction of asset no compensation is received then there will be Capital Loss and for

which there is no tax treatment.
3) Capital Gain shall not be calculated when asset is destroyed but it shall be calculated in the

year when compensation is received from insurance company.

Illustration 12: Mr. J is the owner of a flat, which was purchased by him for `45 lakhs in 2006-
2007. On 1/1/2017 the flat was destroyed in a fire and the insurance company gave compensation
of `108 lakhs on 1/1/2018. Calculate the Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
(year in which compensation was received)

Particulars Calculations in ` Amount in `
Sale consideration 108,00,000
Less: Selling expenses NIL
Net Sale consideration 108,00,000
Less: Indexed Cost of  Acquisition 45,00,000 / 122 X 264

CII of the Year in which asset was destroyed

97,37,705

LTCG 10,62,295

SECTION 45(2) : CONVERSION OF ASSET INTO  STOCK IN TRADE
1) Conversion of a capital asset into stock in trade of the business, carried on by the assessee, is

regarded as a transfer.
2) Capital Gains shall arise in the year in which stock in trade is sold.
3) For computing the capital gains the Fair Market Value of the asset on the date of conversion

shall be deemed to be the sale consideration.
4) If the asset is sold in the market and its sale price is more than the Fair Market Value then the

excess shall be chargeable as the Business Income.

Illustration 13: Mr. J is owner of a flat which was purchased in the PY 2003-2004 for `7,00,000. In
the PY 2015-2016 Mr. J started with the business of property dealing and converted his flat into his
business as stock in trade. The FMV of the flat as on the date of conversation was `69,00,000. In
PY 2017-2018 flat has been sold for `73,00,000. Calculate Total Income of Mr. J for the AY 2018-
2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
(year in which Stock in trade is sold)

Particulars Calculations in ` Amount in `
Sale consideration (FMV as on the date of conversion) 69,00,000
Less: Indexed Cost of Acquisition 7,00,000 / 109 X 254

CII of Year in which asset was converted to stock

16,31,193

LTCG 52,68,807

Calculations of PGBP for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale price of the flat 73,00,000
Less: Value of the flat on the date of conversation 69,00,000
PGBP income 4,00,000

Calculations of total income for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Income under the head of ‘Business or Profession’ 4,00,000
Income under the head of ‘Capital  Gains’ 52,68,807
Total Income rounded off u/s 288A 56,68,807
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SECTION 45(3) : TRANSFER OF ASSET BY A PARTNER TO THE FIRM
1) Capital Gain from the transfer of a Capital Asset by a partner to firm, by way of capital

contribution or otherwise.
2) Shall be chargeable to tax in the previous year in which such transfer took place and
3) The amount recorded in the books of accounts of the firm as value of the Capital Asset shall be

deemed to be the sale consideration.
4) This will also apply where members of Association of Persons/Body of Individuals (AOP) BOI)

transfer Capital Assets to AOP/BOI.

Illustration 14: Mr. J wants to get admitted into a partnership firm for which he needs to pay
`12,00,000 as a capital amount. He gives his building as capital in the PY 2016-2017. The Building
has FMV of `15,00,000 but the firm has recorded the value of the building in its books of accounts
as `12,00,000. He had purchased this building in the year 2004-2005 for `4,00,000. Calculate
capital gains for Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of capital gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 12,00,000
Less: Indexed cost of Acquisition 4,00,000 / 113 X 272 9,62,832
LTCG 2,37,168

SECTION 45(4) : DISTRIBUTION OF CAPITAL ASSET ON DISSOLUTION
OF FIRM
1) The capital gain from the transfer of capital asset by way of distribution of the capital asset on

the dissolution of a firm or otherwise
2) Shall be chargeable to tax as income of firm in the year in which such distribution takes place.
3) The Fair Market Value of the capital asset on the date of distribution shall be taken as the sale

consideration.
4) In case transferee further transfers such capital assets, the cost of acquisition of such asset to

transferee shall be the agreed consideration to acquire such an asset and not the FMV of asset.

Illustration 15: A Partnership Firm is carrying on the business and had purchased on 1/1/2010 the
shares of J Limited for `10,00,000. In the PY 2017-2018 the firm was dissolved and the assets
were distributed to its partners. Mr. J a partner whose capital in the books of the firm is `7,50,000
gets these shares as an adjustment to his capital amount. The Market Value of these shares as on
the date of dissolution was `18,00,000. Mr. J sells these shares in the market for `19,00,000 on
31/3/2018. Calculate the capital gains for the partnership firm and Mr. J.

Solution: Calculations of Capital Gains of firm for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 18,00,000
Less: Indexed Cost of Acquisition 10,00,000 / 148 X 272 18,37,838
LTCG (37,838)

Calculations of Capital Gains of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale consideration 19,00,000
Less:  Cost of Acquisition 7,50,000
STCG 11,50,000
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SECTION 45(5) : COMPULSORY  ACQUISITION OF CAPITAL ASSET BY
THE GOVERNMENT
1) Where the capital asset is compulsorily acquired and consideration for the transfer of a capital

asset is to be determined by the Central Government or by the Reserve Bank of India then
2) Capital Gain for the original compensation shall be taxable in the year in which such

compensation or the part thereof is first received by the assessee.
3) Any increase in compensation is taxable in the year in which such increased amount is

received.
4) If compensation has been reduced then Capital Gain shall be recomputed for the tax purposes.
5) Any amount of compensation received in pursuance of an interim orders of a Court, Tribunal or

other authority shall be deemed to be income chargeable under the head of capital gains of the
previous year in which the final orders of such Court, Tribunal or other authority is made.

Comments
1) Nature of the increased compensation shall be the same as the nature of the original

compensation.
2) For the calculation of Capital Gains in case of increased compensation COA and COI shall be

taken to be NIL.
3) Any court expenses incurred to earn increased compensation shall be regarded as selling

expenses and will be reduced while calculating Capital Gains.

Illustration 16: Mr. J had purchased a shop in the PY 1999-2000 for `2,00,000, which has FMV as
on 1/4/2001 of `2,10,000. The improvement was done at the cost of `4,00,000 in the PY 2005-
2006. On 28/3/2018 the Delhi Government has compulsorily acquired the shop and has paid the
compensation of `17,00,000. The compensation was determined by RBI. Calculate the amount of
Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration Compensation fixed by RBI 17,00,000
Less: Indexed Cost of  Acquisition 2,10,000 /100 X 272 5,71,200
Less: Indexed Cost of Improvement 4,00,000 / 117 X 272 9,29,915
LTCG 1,98,885

Illustration 17: Assume in Illustration 16 Mr. J has filed a case against the Delhi Government
seeking an additional compensation of `3,00,000. The court has decided in his favor in the AY
2019-2020 and the Delhi Government paid him the additional compensation immediately. Court
expenses incurred for this case were `10,000. Calculate the amount of Capital Gains for the AY
2019-2020.

Solution: Calculations of Capital Gains of Mr. J for the AY 2019-2020
Particulars Amount in `
Sale consideration (amount of enhanced compensation) 3,00,000
Less: Selling expenses 10,000
Net Sale consideration 2,90,000
Less: Indexed Cost of Acquisition NIL
Less: Indexed Cost of Improvement NIL
LTCG (since original capital gain was LTCG) 2,90,000
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Illustration 18: Central Government has acquired residential house of Mr. J for which the
compensation determined was `45 lakhs in the PY 2017-2018. However he has received only `15
lakhs in the current year and has received balance amount after two years. This house was
purchased in 2001-2002 for `13,75,000. Calculate Capital Gains for AY 2018-2019 i.e. PY 2017-
2018

Solution: Calculations of Capital Gains of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 45,00,000
Less:  Selling expenses NIL
Net Sale consideration 45,00,000
Less: Indexed Cost of Acquisition 13,75,000 / 100 X 272 37,40,000
LTCG 7,60,000

SECTION 45(5A) : TRANSFER OF LAND OR BUILDING UNDER
SPECIFIED AGREEMENT
1) When an individual or a Hindu undivided family earns capital gains from the transfer of

land or building or both under a specified agreement then such the capital gains shall
be chargeable to tax in the previous year in which the certificate of completion for the
whole or part of the project is issued by the competent authority.

2) For the calculation of capital gains aggregate of the following shall be regarded as full
value of consideration
a) stamp duty value (on the date of issue of the completion certificate) of his share of

land or building or both in the project
b) consideration received in cash

3) However if the Individual or HUF transfers his share in the project on or before the date
of issue of certificate of completion then the capital gains shall be deemed to be the
income of the previous year in which such transfer takes place (i.e. property handed
over to the developer) and provisions of section 50C shall apply.

4) As per Section 49(7) for the purchaser , cost of acquisition of land or building or both
under a specified agreement, shall be the amount which is deemed as full value of
consideration as calculated in point 1) above.

5) Specified Agreement means a registered agreement in which a person owning land or
building or both, agrees to allow another person to develop a real estate project on
such land or building or both, in consideration of a share, being land or building or
both in such project, whether with or without payment of part of the consideration in
cash

Illustration 19: Mr. J is owner of a plot of land on which a house of his has been constructed by
him 40 years ago. On 5/4/2017 he enters into the registered agreement with Mr. Kapur who will
demolish the building and will construct new residential house consisting of 4 floors for Mr. J. Mr.
Kapur will pay `45 lakhs to Mr. J and Mr. J will transfer the top floor of the residential building. The
completion certificate for the residential building was granted by Municipal Corporation of Delhi on
7/3/2018 and as on this date stamp duty value of the top floor is `65 lakhs.
In this case for the calculation of capital gains , sale consideration will be taken as `65 lakhs + `45
lakhs = `110 lakhs.

AMENDMENT FROM
AY 2018-2019
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SECTION 50: CAPITAL GAIN ON TRANSFER OF DEPRECIABLE ASSETS
On transfer of Depreciable Assets, there shall always be STCG and it shall be calculated as
follows:
1) If sale consideration on transfer of one or more capital asset in the block exceeds the value of

the block and expenses on transfer then such excess shall be STCG.
2) If entire block is transferred, then following shall be STCG.

Sale consideration
Less: Expenditure on transfer
Less: Value of Block [Opening WDV + Cost of Assets put to use during the year]

Illustration 20: J Ltd. had purchased machinery on 10/2/2016 in block of 15% valuing `2,00,000.
This machinery was sold on 31/3/2018 for `2,00,000. Selling expenses have been `1,000.
Calculate WDV for various years and STCG of Asset for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of WDV for various years
Particulars 2015-2016

Amount in `
2016-2017

Amount in `
2017-2018

Amount in `
Opening value of Block NIL 1,85,000 1,57,250
ADD: Purchases and put to use 2,00,000 NIL NIL
Less: Sale price of Assets NIL NIL 1,57,250 (restricted)
Closing Value of Block 2,00,000 1,85,000 NIL
Less: Depreciation 15,000

(half depreciation)
27,750 NIL

Opening value of next year 1,85,000 1,57,250 NIL

Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale consideration 2,00,000
Less: Selling expenses 1,000
Net Sale consideration 1,99,000
Less: Cost of Acquisition (value of the block) 1,57,250
STCG 41,750

SECTION 50A:  CAPITAL GAINS IN  CASE OF  DEPRECIABLE ASSETS
OF ELECTRICITY COMPANY CLAIMING  DEPRECIATION UNDER
SECTION 32(1)(i)
For the purpose of calculating the capital gains in case of assets of assessee having main
business of generation or generation and distribution of electricity and claiming depreciation under
Section 32(1)(i) WDV of asset is taken as cost of acquisition. The amount of sale consideration,
which is up to depreciation allowed, is known as Balancing Charge and is taxed as PGBP income
under Section 41(2). This Section is also applicable to Intangible Assets. It should be noted that
Section 41(2) and 32(1)(iii) shall not be applicable to Intangible Assets. In case the assessee has
sold an asset in the year of purchase and has not claimed depreciation on it then this section shall
not be applicable and capital gains shall be calculated in the normal course.

SECTION 50B: CG ON SLUMP SALE
Slump Sale means sale of whole or part of undertaking whereby any individual asset and any
individual liability is not valued but whole or part of the undertaking is sold for lump sum
consideration.
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On sale the sale consideration shall be compared with the net worth of undertaking and the
difference shall be capital gains. Whether such capital gains shall be STCG or LTCG will depend
on the period of ownership of the undertaking before it is transferred. Second proviso to Section
48 i.e. system of Indexation shall not apply and capital gains shall be calculated as follows:

Sale consideration LESS Net worth of the organization

Net worth = (WDV of depreciable Assets + Book value of non depreciable Assets) - Liabilities of
undertaking transferred

Comments
1) Contingent liabilities are not shown in books of accounts and therefore are not book liabilities

and thus shall not be reduced.
2) A report from a CA has to be furnished regarding the correctness of the calculation of net worth.
3) The net worth shall be taken as NIL in case of undertaking which is covered under Section 35AD

if whole of the expenditure has been allowed or is allowable as a deduction u/s 35AD.

Illustration 21: Godrej Ltd. gives you the following Balance Sheet as on 31/3/2018 of its
electronics department, which is being run for last 8 years.

Particulars Amount in ` Particulars Amount in `
Capital 15,00,000 Assets 50,00,000
Liabilities 35,00,000
Total 50,00,000 Total 50,00,000

Contingent liability: Bills receivable discounted `2,40,000.
The company enters into an agreement with X Ltd. for the sale of this electronics department for
which the company will get lump sum money of `17,00,000. Calculate amount of Capital Gains for
the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale consideration 17,00,000
Less:  Selling expenses NIL
Net Sale consideration 17,00,000
Less:  Cost of Acquisition (`50 lakhs – `35 lakhs) 15,00,000
LTCG 2,00,000

SECTION 50C:  FULL VALUE OF CONSIDERATION
1) Where consideration for transfer of land or building or both is less than the value adopted for

stamp duty (circle rate) then in such a case value so adopted for stamp duty shall be considered
as sale consideration.

2) In the case of transfer of land and building or both which is not registered for the stamp duty but
is transferred under the power of attorney then the sale consideration shall be price which the
stamp valuation authority would have adopted, if it were referred to such authority for the
purposes of the payment of stamp duty.

3) If assessee claims before the Assessing Officer that
a) Value adopted for stamp duty is higher than Fair Market Value
b) Value adopted for stamp duty has not been disputed in any appeal before any authority or

Court
then Assessing Officer can refer the valuation of capital asset to a valuation officer.
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4) Consequence if value is determined by valuation officer:
 If the Fair Market Value as determined by the Valuation Officer is less than the value adopted

for stamp duty purposes, the Assessing Officer may take such Fair Market Value as
determined by the Valuation Officer to be the full value of consideration.

 If the fair market value as determined by the Valuation Officer is more than the value adopted
for stamp duty purposes, the Assessing Officer shall not adopt such fair market value and will
take value adopted for stamp duty purposes to be the full value of consideration.

Summary : Sale consideration u/s 50C shall be
Actual Sale price

Higher
Stamp duty value

Lower
Value determined by valuation officer

Illustration 22: Mr. J inherited a house in Jaipur under will of his father in May, 2004. The house
was purchased by his father in January, 2000 for `2,50,000. He invested an amount of `7,00,000
in construction of one more floor in this house in June, 2006. The house was sold by him in
November, 2017 for `67,50,000. The valuation adopted by the registration authorities for charge of
stamp duty was `67,75,000 which was not contested by the buyer, but as per assessee's request,
the Assessing Officer made a reference to Valuation Officer. The value determined by the
Valuation Officer was `67,95,000. Brokerage @ 1% of sale consideration was paid by Mr. J. The
market value of house as on 1/4/2001 was `2,70,000. Compute Capital gain chargeable to tax for
AY 2018-2019 i.e. PY 2017-2018. CA NOV 2007: 9 MARKS

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration u/s 50C 67,75,000
Less: Selling expenses 1% X 67,50,000 67,500
Net sale consideration 67,07,500
Less: Indexed Cost of Acquisition 2,70,000 / 100 X 272 7,34,400
Less: Indexed Cost of Improvement 7,00,000 / 122 X 272 15,60,656
LTCG 44,12,444

5) 1st Proviso of Section 50C : If date of the agreement and the date of registration are not the
same then the value determined by the stamp valuation authority on the date of agreement shall
be regarded as full value of consideration.

6) 2nd Proviso of Section 50C : 1st Proviso shall apply only when amount of consideration or its
part has been received by an account payee cheque or account payee bank draft or by use of
electronic clearing system on or before the date of the agreement for transfer.

CAPITAL GAINS ON THE SALE OF LAND AND BUILDING TO BE
COMPUTED SEPARATELY

1) If the assessee has acquired land and then does the construction of the building on it in any of
the subsequent year, then for the purpose of computation of capital gains the period of holding
of land and period of holding of building shall be separately determined.

2) The period of holding of land shall be from the date of its acquisition till the date of transfer of
house property.
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3) Period of holding of building shall be from the date of its completion of construction till the date
of transfer of house property.

4) For the calculation of capital gains indexation, if required, shall be done separately for both land
and building.

5) However this shall be done only when the consideration for land and for building can be
separated.

Illustration 23: Mr. X purchased a plot of land in Delhi for `7,00,000 in FY 2008-2009. He
constructed a residential house at the cost of `5,00,000 on it for which construction was completed
in FY 2016-2017. The House Property was sold in FY 2016-2017 for `21,00,000 which includes
`15,00,000 for the land and `6,00,000 for the building. Compute Capital Gains for the AY 2018-
2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains on land for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 15,00,000
Less: Selling expenses NIL
Net sale consideration 15,00,000
Less: Indexed Cost of  Acquisition 7,00,000 / 137 X 272 13,89,781
LTCG 1,10,219

Calculation of Capital Gains on building for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 6,00,000
Less: Selling expenses NIL
Net Sale consideration 6,00,000
Less: Cost of Acquisition 5,00,000
STCG 1,00,000

Illustration 24: Mr. J sold a house, held as capital asset, to his friend Mr. D on 1/12/2017 for a
consideration of `25,00,000. The Sub-Registrar refused to register the document for the said
value, as according to him, stamp duty valuation based on the State Government guidelines was
`45,00,000. Mr. J preferred an appeal to the Revenue Divisional Officer, who fixed the value of the
house as `35,00,000 (`22,00,000 for land and the balance for building portion). The differential
stamp duty was paid, accepting the said value determined. Mr. J had purchased the land on
1/6/2007 for `5,19,000 & completed construction of house on 1/10/2016 for `14,00,000. Compute
Capital Gain chargeable to tax for AY 2018-2019 i.e. PY 2017-2018. CA NOV 2013: 8 MARKS

Solution: Calculation of Capital Gains on land for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 22,00,000
Less: Selling expenses NIL
Net Sale consideration 22,00,000
Less: Indexed Cost of acquisition 5,19,000 / 129 X 272 10,94,326
LTCG 11,05,674

Calculation of Capital Gains on building for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 13,00,000
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Less: Selling expenses NIL
Net Sale consideration 13,00,000
Less: Cost of acquisition 14,00,000
STCG (1,00,000)

Calculation of taxable Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
LTCG of land `11,05,674
STCG of building (`1,00,000)
Taxable Capital Gains `10,05,674

SECTION 50D: FULL VALUE OF CONSIDERATION WHERE
CONSIDERATION IS NOT ASCERTAINABLE
If consideration received or accruing as a result of the transfer of a Capital Asset by an assessee is
not ascertainable or can’t be determined, then, for the purpose of computing income chargeable to
tax as Capital Gains, the FMV of the said Asset on the date of transfer shall be deemed to be the
full value of consideration received or accruing as a result of such transfer.

SECTION 51: ADVANCE  MONEY FORFEITED
Advance forfeited on or before 31/3/2014 Advance forfeited after 31/3/2014

 If seller of asset forfeits any advance money
received by him then the amount so forfeited
shall be deducted from the cost of acquisition /
FMV / WDV as the case may be for computing
cost of acquisition.

 Any amount forfeited before 1/4/81 is also
deductible.

 Any amount forfeited by the previous owner is
not to be deducted.

Any amount received as an advance or
otherwise in the course of negotiations for the
transfer of a capital asset if

a) Such sum is forfeited and
b) The negotiations do not result in transfer

of such capital asset
Shall be regarded as Income from Other
sources u/s 56(2)(ix) and shall not be deducted
from the cost of acquisition / FMV / WDV as the
case may be for computing cost of  acquisition.

Illustration 25: Mr. J purchases a house property in December 1995 for `1,25,000 and an amount
of `75,000 was spent on the improvement and repairs of the property in March, 2001. The property
was proposed to be sold to Mr. Z in the month of May, 2003 and an advance of `40,000 was taken
from him. As the entire money was not paid in time, Mr. J forfeited the advance and subsequently
sold the property to Mr. Y in the month of March, 2018 for `46,00,000. The FMV of the property on
1/4/2001 was `3,90,000. Compute Capital Gain for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale proceeds 46,00,000
Less : Indexed Cost of  Acquisition
Cost of  Acquisition (higher of fair market value
as on 1/4/2001 and the Actual Cost of  Acquisition)
Less : Advance taken and forfeited

3,90,000
40,000
3,50,000 / 100 X 272 9,52,000

Less: Indexed Cost of Improvement Done before 1/4/2001 Ignore
Long Term Capital  Gains 36,48,000
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VARIOUS EXEMPTIONS AVAILABLE FROM CAPITAL GAINS

Any person earning capital gains can avail exemptions under various sections, which are hereby
discussed in detail. But to avail exemption the person has to buy some other asset within time
prescribed under those sections or he can deposit money in capital gain account scheme.

Capital gain account is a special account which is opened in a bank where the amount of capital
gain is temporarily kept before the use at some other point of time in future.

Thus, exemption is given even if asset is not purchased but money is deposited in this account.
The amount in this account can be withdrawn and has to be used for purchasing asset within
prescribed time. If it could not be used within that time then the amount, which has not been used,
shall be deemed to be income, which is chargeable to capital gains.

SECTION 54 : EXEMPTION FROM LTCG  INCOME ON  TRANSFER  OF
RESIDENTIAL HOUSE
1) Exemption is available to Individual or HUF.
2) Exemption is available if asset transferred is residential house which is LTCA.
3) Exemption is available if assessee invests amount of capital gains and

a) Purchases one residential house within India within one year before the date of transfer of
old house or

b) Purchases one residential house within India on or before the due date of filing of ITR
4) If Capital Gain is more than the amount invested in residential house then to claim exemption

under this section difference can be deposited in capital gains account scheme (in any bank
or financial institution) on or before the due date of filing of ITR.

5) The amount which has been invested in the capital gains account scheme must be withdrawn
and shall be utilized to
a) Purchase one residential house within India within two years from the date on which

transfer took place or
b) Complete the construction of one residential house within India within three years from the

date on which transfer took place.
6) If such amount which is deposited with capital gain account scheme is not utilized within time

period specified for purchase of asset then such unutilized amount shall be liable to capital
gain tax in the previous year in which period of two or three years from date of transfer,
expires. This Capital Gain shall always be LTCG.

7) If assessee who deposits the amount in capital account scheme expires before the expiry of
period and amount is withdrawn from the said account then it can’t be taxed either in hands of
legal heirs or such deceased. (Circular No.743)

8) The date of commencement of construction is not at all relevant. What is relevant is the
completion of construction. Thus exemption is still available if house is sold off after the
construction of new house has begun.

9) Purchase means taking the possession of the house after the house has been registered in
the name of the assessee. If only title of house has been transferred then no exemption is
available.

10) If new house is transferred within a period of three years from date of purchase, then capital
gains exempt earlier shall be reduced from cost of purchase of asset and then capital gains
shall be charged. On sale of such asset there shall be STCG.

11) Assessee will get exemption if he purchases a plot of land and then does construction on it. In
such a case the aggregate cost shall be considered for exemption under this Section.
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Illustration 26: Mr. J had purchased a residential house for `10 lakhs in the PY 2005-2006. This
house has been sold on 15/3/2018 for `58 lakhs. Selling expenses are 5%. On 18/7/2018 a new
house was purchased for `28 lakhs. Calculate Capital Gains for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 58,00,000
Less: Selling expenses 2,90,000
Net Sale consideration 55,10,000
Less: Indexed Cost of Acquisition 10,00,000 / 117 X 272 23,24,786
LTCG 31,85,214
Less: CG exempt under Section 54 28,00,000
Taxable Capital Gains 3,85,214

Illustration 27: Mr. J has sold a residential house for `51 lakhs and selling expenses have been
`1 lakhs. The Indexed Cost of acquisition for this house is `27.8 lakhs. Mr. J has deposited `15
lakhs in the capital gain accounts scheme on 30/7/2018 and `7.5 lakhs on 18/8/2018. The last date
for filling of income tax return is 31/7/2018. Calculate the amount of taxable Capital Gains for the
AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 51,00,000
Less: Selling expenses 1,00,000
Net Sale consideration 50,00,000
Less: Indexed Cost of Acquisition 27,80,000
LTCG 22,20,000
Less: CG exempt u/s 54 15,00,000
Less: CG exempt u/s 54 (Deposited after due date of filing of ITR) NIL
Taxable Capital Gains 7,20,000

Illustration 28: J had purchased a residential house in the PY 1999-2000 for `2 lakhs. This house
has a market value of `2.35 lakhs on 1/4/2001. Mr. J did the improvement for `5 lakhs in the PY
2003-2004. On 1/1/2018 this house has been sold for `83 lakhs and a new house has been
purchased for `65 lakhs on 15/7/2018. On 1/1/2019 this new house has been sold for `68 lakhs.
Selling expenses on the both of the occasions have been 1% of the sale price. Calculate the
Capital Gains for the two transactions.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 83,00,000
Less: Selling expenses 83,000
Net Sale consideration 82,17,000
Less: Indexed Cost of acquisition 2,35,000 / 100 X 272 6,39,200
Less: Indexed Cost of Improvement 5,00,000 / 109 X 272 12,47,706
LTCG 63,30,094
Less: CG exempt under Section 54 Restricted 63,30,094
Taxable Capital Gains NIL
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Calculations of Capital Gains for the AY 2019-2020 i.e. PY 2018-2019
Particulars Calculations in ` Amount in `

Sale consideration 68,00,000
Less: Selling expenses 68,000
Net Sale consideration 67,32,000
Less: Cost of  Acquisition (65,00,000 – 63,30,094) 1,69,906
STCG 65,62,094

Illustration 29: A house was purchased on 1/5/2007 for `4,50,000 and was used as a residence
by Mr. J. He had contracted to sell this property on 1/6/2009 for `10,00,000 and had received an
advance of `70,000 towards sale. Purchaser did not proceed with the transaction and advance
was forfeited by him. Property was sold by him on 1/4/2017 for `15,00,000. He invested `1,80,000
in a new residential house in January, 2018. Compute Capital Gains of Mr. J.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 15,00,000
Less: Selling expenses NIL
Net Sale consideration 15,00,000
Less: Indexed Cost of  Acquisition 4,50,000 – 70,000 = 3,80,000 / 129 X 272 8,01,240
LTCG 6,98,760
Less: CG exempt under Section 54 1,80,000
Taxable Capital  Gains 5,18,760

SECTION 54F : EXEMPTION ON TRANSFER OF ANY LTCA OTHER
THAN RESIDENTIAL HOUSE PROPERTY BUT INVESTMENT IN
RESIDENTIAL HOUSE
1) Exemption is available to Individual or HUF.
2) Exemption is available if asset transferred is any type of LTCA other than residential house.
3) Exemption is available, if amount of net sale consideration is invested in residential house or

invested in capital gain account scheme. If full amount of net sale consideration is invested
then full exemption is allowed but if full amount of net sale consideration is not invested then
exemption shall be calculated as follows

LTCG   X   investment in residential house or investment in Capital Gain Account Scheme
Net Sale consideration

4) Exemption is available if assessee invests amount of net sale consideration in
a) Purchasing one residential house within India within one year before the date of transfer of

LTCA or
b) Purchasing one residential house within India on or before the due date of filing of ITR

5) If capital gain is more than the amount of net sale consideration invested in residential house
then to claim exemption under this section difference can be deposited in capital gains account
scheme (in any bank or financial institution) on or before the due date of filing of ITR.

6) The amount which has been invested in the capital gains account scheme must be withdrawn
and shall be utilized to
a) Purchase one residential house within India within two years from the date on which

transfer took place or
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b) Complete the construction of one residential house within India within three years from the
date on which transfer took place.

7) If such amount which is deposited with Capital Gain Account Scheme is not utilized within time
period specified for purchase of new Asset then such unutilized amount shall be liable to capital
gain tax in the previous year in which period of two or three years from date of transfer, expires.
This Capital Gain shall always be LTCG.

8) If assessee who deposits the amount in capital account scheme expires before the expiry of
period and amount is withdrawn from the said account then it can’t be taxed either in hands of
legal heirs or such deceased. (Circular No.743)

9) Date of commencement of construction is not at all relevant. What is relevant is the completion
of construction. Thus exemption is still available if house is sold off after the construction of
new house has begun.

10) Purchase means taking the possession of the house after the house has been registered in the
name of assessee. If only title of house has been transferred then no exemption is available.

11) If new house is also sold within a period of three years from date of purchase then exemption
given earlier to capital gains shall be withdrawn. For this purpose exempted capital gains shall
be charged to tax in the year of sale of new house and nature of capital gains shall be same as
that of original capital gains.

12) Exemption under this section will be available if assessee owns only one residential house
other than new house, which has been purchased under Section 54F. In other words, if
assessee has two or more houses before such a new asset under section 54F, then exemption
under section shall not be available.

13) Assessee will get exemption if he purchases a plot of land and then does construction on it. In
such a case the aggregate cost shall be considered for exemption under this Section.

14) Exemption shall be allowed only for one residential house purchased or constructed in India.

Illustration 30: From following particulars, compute taxable Capital Gains of Mr. J for the AY 2018-
2019 i.e. PY 2017-2018

Particulars Amount in `
Cost of Jewellary ; Purchased in FY 2000-2001 1,82,000
Sale price of Jewellary sold in January 2018 11,50,000
Expenses on transfer 7,000
Residential house purchased in March 2018 10,00,000

Solution: Computation of taxable Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale Consideration 11,50,000
Less: Expenses on transfer 7,000
Net consideration 11,43,000
Less: Indexed Cost of  Acquisition (1,82,000 X 272 / 100) 4,95,040
Long term Capital  Gains 6,47,960
Less: Exemption under  Section 54F (6,47,960 X 10,00,000 / 11,43,000) 5,66,894
Taxable Capital  Gains 81,066

Illustration 31: Mr. J, a resident of India and aged 65 years, had purchased gold worth `5 lakhs in
the FY 2003-2004. This asset has been sold on 31/3/2018 for `53 lakhs and selling expenses have
been `1 lakhs. Within three months from the date of sale he has purchased a residential house for
`30 lakhs. Calculate for the AY 2018-2019 i.e. PY 2017-2018 the amount of Capital Gains and his
Tax Liability assuming that he has earned `3,81,000 as interest on debentures and he has
deposited `1,21,000 in the PMNRF for availing deduction under Section 80G.
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Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 53,00,000
Less: Selling expenses 1,00,000
Net Sale consideration 52,00,000
Less: Indexed Cost of  Acquisition 5,00,000 / 109 X 272 12,47,706
LTCG 39,52,294
Less: CG exempt under Section 54F 39,52,294 / 52,00,000 X 30,00,000 22,80,170
Taxable Capital  Gains 16,72,124

Calculation of her total income and tax liability for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Income under the head ‘CAPITAL GAINS’ 16,72,124
Income under the head ‘OTHER SOURCES’ 3,81,000
GROSS TOTAL INCOME 20,53,124
Less: Deduction under Section 80C to 80U 1,21,000
TOTAL INCOME (rounded off in multiples of `10 under Section 288A) 19,32,120
Tax on LTCG: 20% of 16,72,120 under Section 112 3,34,424
Tax on 2,60,000 at slab 1 500
Total Tax 3,34,924
Add: Education Cess
@ 2% for primary education
@ 1% for higher and secondary education

6,698.48
3,349.24

Tax liability rounded off in multiples of `10 u/s 288B 3,44,970

Illustration 32: Mr. J had purchased Gold worth `2.75 lakhs in the FY 2008-2009. This Gold has
been sold on 31/3/2018 for `20 lakhs and selling expenses have been `0.5 lakhs. Mr. J has
deposited `4.5 lakhs in the capital gain account scheme on 15/7/2018 and spent `12 lakhs on
15/7/2018 for purchasing of the residential house. Due date for filling of ITR is 31/7/2018. Calculate
the amount of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 20,00,000
Less: Selling expenses 50,000
Net Sale consideration 19,50,000
Less: Indexed Cost of  Acquisition 2,75,000 / 137 X 272 5,45,985
LTCG 14,04,015
Less: CG exempt under Section 54F (14,04,015 / 19,50,000 X 16,50,000) 11,88,013
Taxable Capital Gains 2,16,002

Illustration 33: Assume in the Illustration 32 the new house was sold for `21 lakhs on 31/12/2018.
Calculate the amount of Capital Gains out of this transactions.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale consideration 21,00,000
Less: Selling expenses NIL
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Net Sale consideration 21,00,000
Less: Cost of Acquisition 12,00,000
STCG 9,00,000
Capital Gains exempted earlier, withdrawn and shall be taxable as LTCG 11,88,013

SECTION 54D : EXEMPTION OF CAPITAL GAIN FROM COMPULSORY
ACQUISITION BY GOVERNMENT OF LAND AND BUILDING OF
INDUSTRIAL UNDERTAKING
1) Exemption is available to all assesses.
2) Exemption is available from capital gains emerging out of compulsory acquisition of land or

building or both which is part of industrial undertaking.
3) Exemption is available from LTCG.
4) Exemption is available if land or building is used for two years for the industrial purposes

immediately preceding the date of transfer.
5) Exemption is available if amount of capital gain is used for

a) Purchasing or constructing new land or building for industrial undertaking on or before the
due date of filing ITR or

b) Investing the amount in capital gains account scheme (in any bank or financial institution) on
or before due date of filing ITR

6) Amount invested in the capital  gains account scheme must be withdrawn and amount should
be used within 3 years after date of transfer of old assets for purchasing or constructing new
land or building for industrial undertaking.

7) If such amount, which is deposited with capital gain account scheme is not utilized within time
period specified for purchase of new asset then such unutilized amount shall be liable to capital
gains tax in the previous year in which period of three years from date of transfer, expires.

8) If new asset is also sold within a period of three years from date of purchase then capital gains
exempt earlier shall be reduced from cost of purchase of new asset and then capital gains shall
be charged on such new asset.

9) Capital Gains on building shall always be STCG since it is liable for depreciation u/s 32.
10) If assessee who deposits the amount in capital account scheme expires before the expiry of

period and amount is withdrawn from the said account then it can’t be taxed either in hands of
legal heirs or such deceased. (Circular No.743).

Illustration 34: Mr. J purchased a building for industrial undertaking on 1/5/2003 at a cost of
`4,00,000. The above property was compulsorily acquired by the State Government at a
compensation of `18,00,000 in the month of January, 2018. The compensation was received in
March, 2018. Mr. J purchased another building for its industrial undertaking at a cost of `6,00,000
in the month of March, 2018. What is the amount of the Capital Gains chargeable to tax in the
hands of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 ?

Solution: Computation of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Sale consideration 18,00,000
Less: Selling expenses NIL
Net Sale consideration 18,00,000
Less: Indexed Cost of Acquisition (4,00,000 X 272 / 109) 9,98,165
LTCG 8,01,835
Less Exempt u/s 54D 6,00,000
Taxable long term Capital gain 2,01,835
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SECTION 54EC : EXEMPTION BY INVESTMENT IN SPECIFIED
SECURITIES
1) Exemption is available to all assesses from Capital Gains on sale of any LTCA.
2) Exemption if amount of whole or any part of Capital Gains is invested in six months from the

date of sale in Bonds of:
a. National Highway Authority of India Limited or
b. Rural Electrical Corporation of India Limited or
c. Power Finance Corporation Limited or
d. Indian Railway Finance Corporation Limited

3) Bonds should be such that are redeemable after the period of three years.
4) Maximum investment in the Bonds can be `50 lakhs in aggregate in the year in which asset is

transferred and in the subsequent financial year.
5) If any amount is not invested then it shall be chargeable to Tax and benefit of depositing

amount in Capital Gain Account Scheme is not available.
6) If such new securities are sold/any loan is taken on its security within three years of acquisition,

exempted Capital Gains get taxable as LTCG in the year of transfer or year of taking loan.

Illustration 35: Mr. J sells his residential house on 31/3/2018 for `25 lakhs. This house has been
purchased in the year 1998-1999 for `2 lakhs and has an FMV of `2.50 lakhs on 1/4/2001. On
10/8/2018 he has invested `12,50,000 in the Bonds of NHAI. Due date for filing of ITR is
31/7/2018. Calculate the amount of taxable Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 25,00,000
Less: Selling expenses NIL
Net Sale consideration 25,00,000
Less: Indexed Cost of  Acquisition 2,50,000 / 100 X 272 6,80,000
Capital Gains 18,20,000
Less: CG exempt under Section 54EC 12,50,000
Taxable Capital Gains 5,70,000

Illustration 36: Assume that in Illustration 35 a new house has been purchased for `12 lakhs on
15/7/2018 and Bonds of NHAI were purchased on 10/8/2018 for `5 lakhs. Calculate the amount of
taxable Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Net Sale consideration 25,00,000
Less: Indexed Cost of  Acquisition 2,50,000 / 100 X 272 6,80,000
LTCG 18,20,000
Less: CG exempt under Section 54EC 5,00,000
Less: CG exempt under Section 54 12,00,000
Taxable Capital Gains 1,20,000

AMENDMENT FROM
AY 2018-2019
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SECTION 54EE : CAPITAL GAIN NOT TO BE CHARGED ON
INVESTMENT IN UNITS OF A SPECIFIED FUND
1) Exemption is allowed to all type of assessees.
2) Exemption is allowed from LTCG on transfer of any type of LTCA on or after 1/4/2016
3) Exemption is allowed if LTCG is invested within 6 months from the date of transfer in the long-

term specified asset.
4) Assessee should hold such specified asset for the minimum period of 3 years from the date of

its acquisition.
5) The investment in the long-term specified asset by an assessee during any financial year and

during the subsequent financial year cannot exceed `50 lakhs.
6) If the long term specified asset is transferred by the assessee within 3 years from the date of its

acquisition, the amount of capital gain exempted earlier, shall be deemed to be long-term
capital gain of the previous year, in which the long term specified asset is transferred. Similarly,
If the assessee takes any loan or advance on the security of such long-term specified asset, he
shall be deemed to have transferred such long-term specified asset on the date on which such
loan or advance is taken.

7) Long-term specified asset means a unit or units, issued before 1/4/2019 of such fund as may
be notified by the Central Government in this behalf.

SECTION 54H : EXTENSION OF TIME PERIOD
If Asset is compulsorily acquired by government under Section 54, 54B, 54D, 54EC and 54F and
amount of compensation is not received on date of transfer then period for acquiring new asset
referred in above sections shall be computed from the date of receipt of compensation and not
from the date on which the asset was originally transferred.

SECTION 55A: REFERENCE TO VALUATION OFFICER
With the view of ascertaining the fair market value of a capital asset for the purpose of a
computation of capital gains, assessing officer may refer the valuation of capital asset to the
valuation officer in the following cases:
1) If the value of the asset as claimed by the assessee is in accordance with the estimate made by

a registered valuer and the assessing officer is of the opinion that the value so claimed is less
than the FMV.

2) If assessing officer is of the opinion that the market value of the asset exceeds the value of the
asset as claimed by the assessee by more than 15% of the value of the assets OR by more than
`25,000 of the value claimed by the assessee.

3) If having regard to the nature of the asset and other relevant circumstances, assessing officer
feels that it is necessary to get the valuation done then he can refer the case to valuation officer.

4) Where the assessing officer is of the opinion that value taken by the assessee as on 1/4/2001 is
higher than the FMV of the asset as on that date, the assessing officer can make reference to
the valuation officer for the determination of the fair market value of the asset.

CAPITAL GAINS IN CASE OF SECURITIES
SECTION 55(2) AND 55(3) : COST OF ACQUISITION

COA of Shares shall be:
Types of shares COA

Original shares Actual payment made to purchase the shares
Bonus shares NIL
Right shares purchased Price paid to the company



CHAPTER 8 INCOME FROM CAPITAL GAINS
317

Right renounced in favour of some other
person

NIL

Person purchasing the right shares Amount paid to seller + amount paid to the
company

Section 49(2AE) : Conversion of preference
shares into equity shares

When preference shares of a company are
converted into equity shares of that company and
later on such equity shares are transferred then
cost of such equity shares will be deemed to be
the cost of the preference share.

If any of the above have been acquired before 1/4/2001 then the option to take FMV as on
1/4/2001 is available.

Illustration 37: Mr. J has purchased 100 shares of A Ltd on 1/1/2009 @ `500 per share. The
Company announced a right issue in the ratio of 1:1 in May 2010 @ `100 paid up at the premium
of `700 per share. (Market value as on May 2010 is `1,000 per share) Mr. J subscribed to the right
share. Mr. J sells 200 shares in July 2017 @ `1,950 per share. Compute his Capital Gains.

Solution: Computation of Capital Gain for the AY 2018-2019 i.e. PY 2017-2018

Original shares Right shares
Sale consideration `1,95,000 `1,95,000

(100 x `1,950) (100 x `1,950)
(–) Indexed COA ` 99,270 ` 1,30,300

(100 X `500 /137 X 272) (100 X `800 /167 X 272)
Long term Capital Gain `95,730 `64,700

3RD PROVISO TO SECTION 48 : NO INDEXATION FOR DEBENTURES
AND BONDS
On transfer of Bonds and Debentures system of indexation is not applicable. However in following
two cases system of indexation will be applicable
1) Capital Indexed Bonds issued by the government.
2) Sovereign Gold Bond issued by the RBI under the Sovereign Gold Bond Scheme, 2015

4TH PROVISO OF SECTION 48 : SWEAT EQUITY SHARES
Where the Capital  Gains arise from the transfer of sweat equity shares, the cost of  acquisition of
such shares shall be taken as FMV which has been taxed as the value of perquisite u/s 17(2)(vi).
Further the period of holding shall be calculated from the date of allotment of shares.

5TH PROVISO TO SECTION 48 : STT PAID IS NOT AN EXPENDITURE
Amount of STT paid cannot be reduced from the amount of Capital Gains as selling expenses

AMENDMENT FROM
AY 2018-2019
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Illustration 38 : Mr. J, a resident of India purchased 1,000 listed equity shares @ `95 per share on
25/10/2007. On 1/1/2012 he was allotted 500 bonus shares by the company on the basis of 1
share for every 2 shares held. On 28/2/2017, he was given right to acquire 1000 right shares @
`60 per share. He acquired 50% of the right shares offered and sold the balance of the right for a
sum of `50,000 on 6/4/2017. Right shares were allotted to him on 25/4/2017. He sold all the shares
held by him on 20/1/2018 @ `300 per share. STT paid in case of transfer of all shares was 0.10%
of the sale price. Compute Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Capital gain for the AY 2018-2019 i.e. PY 2017-2018
Original Bonus Right Right share
share share shares entitlement

Sale consideration `3,00,000 `1,50,000 `1,50,000 `50,000
[1,000 x `300] [500 x `300] [500 x `300]

(–) Indexed COA `20,030 NIL
(1,000 X `95 X 272 / 129)

COA `30,000 NIL
LTCG `2,79,970 `1,50,000
STCG `1,20,000 `50,000

CAPITAL GAINS ON TRANSFER OF AGRICULTURAL LAND
Section 2(14) : Agriculture land in rural area is not considered as a capital asset but agriculture
land in the urban area shall be considered as a Capital Asset.

AGRICULTURE LAND SITUATED IN
URBAN AREA

AGRICULTURE LAND SITUATED IN
RURAL AREA

It is treated as a Capital Asset It is not treated as a Capital Asset
On transfer of land Capital Gain is attracted but
exemption can be availed under Section 54B.

On transfer of land no Capital Gain is
attracted

Income from land is Agricultural Income. Income from land is not Agricultural Income.
Income from the farmhouse, which is constructed
on such land or is in immediate vicinity, is
regarded as agriculture income.

Income from farmhouse is treated as
agricultural income only if land is assessed
to land revenue.

Illustration 39: Mr. J has an agriculture land which is situated within the city of Patiala. This land
was purchased by him in 1999 for `75,000 but has an FMV of `1,25,000 on 1/4/2001. This land
was sold on 15/3/2018 for `15,00,000. On the date of sale he has invested `5,00,000 in the Bonds
of RECI . Calculate Capital Gains for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 15,00,000
Less: Selling expenses NIL
Net sale consideration 15,00,000
Less:  Indexed cost of  Acquisition 1,25,000 / 100 X 272 3,40,000
LTCG 11,16,000
Less: exemption under  Section 54EC 5,00,000
Taxable LTCG 6,60,000
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SECTION 10(37): COMPULSORY ACQUISITION OF AGRICULTURAL
LAND
1) This Section provides the exemption from capital gains if agricultural land is compulsorily

acquired by the government
2) Exemption is available from LTCG.
3) Exemption is available to Individual and HUF.
4) Such land should have been used for two years or more by HUF or Individual or parents of

such Individual before such acquisition.
5) Exemption is available for the compensation or enhanced compensation received on or after

1/4/2004. The date of transfer is not at all relevant.
6) Land should be compulsorily acquired by the government and for which compensation is

approved by the Central Government or RBI.

Illustration 40: Mr. J is owner of agriculture land in the city of Delhi which was purchased in the
PY 2001-2002 for `1,00,000.  This land is compulsorily acquired by the Delhi Government for the
construction of Delhi Metro on 15/3/2018 for which compensation of `15,00,000 has been fixed
and approved by the Central Government. Selling expenses have been `30,000. Calculate the
amount of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital  Gains in the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Sale consideration (amount of compensation) 15,00,000
Less:  Selling expenses 30,000
Net sale consideration 14,70,000
Less:  Indexed Cost of  Acquisition 1,00,000 / 100 X 272 = 2,72,000
LTCG 11,98,000
Less:  Exempt u/s 10(37) 11,98,000
Taxable LTCG NIL

SECTION 54B : EXEMPTION OF CAPITAL GAINS ON TRANSFER OF
AGRICULTURE LAND
1) There shall be no capital gains on sale of rural agricultural land as it is not regarded as a capital

asset under section 2(14). Thus this section is applicable only on the capital gain arising on
sale of an urban agricultural land.

2) Exemption is available to Individual or HUF
3) Capital Gains can be LTCG.
4) Exemption is available if Individual or his parent uses land for agricultural purposes for two

years immediately preceding the date of transfer. Thus, if land is not used for agricultural
purposes or is used for less than two years then exemption shall not be available.

5) Exemption shall be given for the amount of capital gain invested in new agricultural land which
can be in rural area or in urban area.

6) Exemption is available if amount of capital gain is used for
a) Purchasing new agricultural land on or before the due date of filing ITR or
b) Investing the amount in capital gains account scheme (in any bank or financial institution) on

or before due date of filing ITR
7) Amount invested in the capital gains account scheme must be withdrawn and amount should

be used within 2 years from the date of transfer of old land for purchasing new agricultural land.
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8) If new agriculture land is also sold within a period of three years from date of purchase then
capital gains exempt shall be reduced from its cost of purchase and then capital gains shall be
calculated. On sale of such new asset there shall be STCG. But if new agriculture land is
situated in rural area then there shall be no capital gains.

9) If such amount which is deposited with capital gain account scheme is not utilized within the
time period specified above for purchase of new asset then such unutilized amount shall be
liable to capital gains tax in the previous year in which period of two years from the date of
transfer, expires.

Illustration 41: Mr. J is owner of agriculture land in the city of Delhi which was purchased in the
PY 2001-2002 for `1,00,000. This land is sold by him on 15/3/2018 for `15,00,000. Selling
expenses have been `30,000. On 15/7/2018 he has purchased a new agriculture land in the city of
Delhi for `6,00,000 and another agriculture land in the rural area of Amritsar for `5,00,000.
Calculate the amount of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains in the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Sale consideration 15,00,000
Less:  Selling expenses 30,000
Net sale consideration 14,70,000
Less:  Indexed Cost of  Acquisition 1,00,000 / 100 X 272 = 2,72,000
LTCG 11,98,000
Less:  Exempt u/s 54B (land in Delhi + land in Amritsar) 11,00,000
Taxable LTCG 98,000

SECTIONS 10(37A) AND SECTION 49 : EXEMPTION TO CAPITAL
GAINS FOR TRANSFER OF ASSET FOR DEVELOPMENT OF CAPITAL
OF ANDHRA PRADESH
 The Government of Andhra Pradesh acquired land for formation of new capital city of

Amravati. The capital gains arising to assessees who transferred the land was not
exempt.

 Section 10(37A) has now been retrospectively inserted with effect 2/6/2014 (the date from
which state of Andhra Pradesh was divided and new state of Telengana was formed).

 This section provides that the following capital gains shall be exempt if all of the
following conditions are satisfied

(a) The capital gains arise in respect of transfer of land or building or both
(b) The such a land or building or both was owned by an individual or a HUF
(c) The individual / HUF was owner of such land or building or both on 2/6/2014
(d) The individual / HUF has transferred land or building or both under the Land Pooling

Scheme (LPS).
(e) The LPS is covered under the Andhra Pradesh Capital City Land Pooling Scheme.

AMENDMENT FROM
AY 2018-2019
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Further exemption of Capital Gains is also allowed u/s 10(37A) if the individual or HUF has
received reconstituted plot or land in lieu of land or building or both (as mentioned in (a)
above) and has transferred it within two years from the end of the financial year in which
the possession of such plot or land was handed over to him

NEW SECTION 49(6) : Where reconstituted plot or land, received under land pooling
scheme is transferred after the expiry of two year from the end of the financial year in
which the possession of such plot or land was handed over to individual or HUF, the cost
of acquisition of such plot or land shall be deemed to be its stamp duty value on the last
day of the second financial year after the end of financial year in which the possession of
such asset was handed over.

Illustration 42: Mr. J is owner of plot of land in the state of Andhra Pradesh which was purchased
in the PY 2001-2002 for `1,00,000. This land is transferred by him under Land Pooling Scheme for
the development of capital city of Andhra Pradesh for which compensation of `15,00,000 has been
fixed and approved by the Government. Calculate the amount of Capital Gains for the AY 2018-
2019 i.e. PY 2017-2018.

Solution: Calculation of Capital Gains in the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Sale consideration (amount of compensation) 15,00,000
Less:  Selling expenses NIL
Net sale consideration 15,00,000
Less:  Indexed Cost of  Acquisition 1,00,000 / 100 X 272 = 2,72,000
LTCG 12,28,000
Less:  Exempt u/s 10(37A) 12,28,000
Taxable LTCG NIL

CAPITAL GAINS IN RESPECT OF SELF GENEREATED ASSETS

CONCEPT
APPLICABLE
FOR

In case of the
 goodwill of the business
 goodwill of profession
 tenancy rights
 route permits
 loom hours
 patents
 copyrights
 trademarks
 brand name

COST OF
ACQUISITION

When
purchased

The amount of the purchase price if such an asset is
purchased by the assessee.

When acquired
before 1/4/2001

If such asset is acquired before 1/4/2001 then the option to
take higher of FMV as on 1/4/2001 or actual cost is not
available

When self
generated

In case of any asset, which is a self-generated asset,  the
cost of  acquisition shall be NIL.

COST OF
IMPROVEMENT

Cost of improvement shall always be taken to be NIL.
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Illustration 43 : On 1/1/2005 Mr. J purchased a route permit from Delhi Government for `5,00,000
to operate a bus between Delhi and Agra. In March 2012 Delhi Government awarded him a route
permit to operate a bus between Delhi and Jaipur due to his exceptionally good performance over
past seven years. On 20/3/2018 Mr. J sells both route permits for `9,00,000 each. Calculate his
capital gains for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital  Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Delhi to Agra (`) Delhi to Jaipur (`)

Sale consideration 9,00,000 9,00,000
Less: Selling expenses NIL NIL
Net sale consideration 9,00,000 9,00,000
Less:  Indexed cost of  Acquisition 5,00,000 / 113 X 272 =

12,03,539
NIL , since it is self-
acquired asset

LTCG (3,03,539) 9,00,000

TAX RATES ON CAPITAL GAINS

1) LTCG on sale of equity shares or equity oriented mutual funds on which STT has been paid at
the time of transfer of shares is fully exempt from tax under Section 10(38).

2) LTCG on all other Assets are taxed at the rate of 20% under Section 112.
3) STCG on sale of equity shares or equity oriented mutual funds on which STT has been paid at

the time of transfer of shares is taxed at the rate of 15% under Section 111A.
4) STCG on all other Assets and all other incomes are taxed at normal rates, applicable as per

the type of person.

SECTION 10(38) : TRANSFER OF EQUITY SHARES OF A COMPANY ON
WHICH SECURITY TRANSACTION TAX IS PAID
This Section provides that any long term Capital Gain arising from sale of listed securities
is exempt from tax. The main features of this section are as follows:
1) Exemption is available to residents as well as non-residents.
2) The exemption is available if LTCA being equity shares in a company are purchased on

or after 1/10/2004.
3) Such transaction is liable to Security Transaction Tax (STT).
4) Exemption is available to investor who holds equity shares as an investment and not to

trader who holds them as stock in trade.
5) Exemption is available only on LTCG on sale of equity shares or a unit which is equity

oriented and thus on sale of other securities such as preference shares, debentures,
Bonds etc. this exemption is not available.
However in following cases LTCG will be exempt even though STT has not been paid

a) Acquisition of equity shares under preferential issue.
b) Acquisition of shares under Initial Public offer (IPO)
c) Acquisition under employee stock option scheme
d) Acquisition from the Government
e) Acquisition by mode of transfer referred in sections 47 or 50B.

AMENDMENT FROM AY
2018-2019
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f) Acquisition of equity share of a company during the period beginning from the date on which
the company is delisted from a recognised stock exchange and ending on the date immediately
preceding the date on which the company is again listed on a recognised stock exchange.

SECTION 111A : TAX RATE ON STCG ON TRANSFER OF EQUITY
SHARES OR UNITS OF EQUITY-ORIENTED FUND ON WHICH SECURITY
TRANSACTION TAX HAS BEEN PAID
Under this section the rate of tax is 15% (flat) on the STCG earned on transfer of equity shares or
units of equity-oriented fund on which STT has been paid. The main features of this section are:
1) There is STCG on transfer of listed equity shares or units of equity-oriented mutual fund.
2) Such listed equity shares or units of equity-oriented mutual fund were chargeable to STT at the

time of acquisition.
3) This Section is available to all assesses. But those assesses are not covered who hold equity

shares as SIT.
4) This Section does not cover transactions such as buyback, sale of rights entitlement.
5) Deduction of the Sections 80C to 80U is not available from such STCG.

SECTION 112 AND SECTION 111A : CONCEPT OF DEFICIENCY
In total income of resident individuals and resident HUF if there is
(a) LTCG income which is to be taxed at 20% under Section 112 OR / AND
(b) STCG income which is to be taxed at 15% under Section 111A

And total income excluding above said incomes is less than the basic exemption limit then the
deficiency has to be fulfilled from such LTCG or STCG and only balance amount will be taxed. This
deficiency has to be seen excluding LTCG income u/s 112 and STCG u/s 111A but including
incomes such as lottery etc.

To calculate deficiency one can use the following equation

Deficiency = BEL - (total income – LTCG income u/s 112 – STCG income u/s 111A)

If by using this equation we get zero or we get negative amount then there is no deficiency.

Illustration 44: Mr. J being a senior citizen has earned the salary income of `17,000 pm and has
earned LTCG on sale of his residential house `2,00,000. He has deposited `12,000 in PPF
account and paid donations of `12,000 to PMNRF u/s 80G by cheque. Calculate his tax liability for
the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of tax liability for the AY 2018-2019 i.e. PY 2017-2018.
Particulars Amount in `

Income under the head of ‘Salary’ 17,000 X 12 2,04,000
Income under the head of ‘Capital  Gains’ LTCG 2,00,000
Income under the head of ‘Other Sources’ NIL
GROSS TOTAL INCOME 4,04,000
Less: Deduction under  Section 80C 12,000
Less: Deduction under  Section 80G 12,000
TOTAL INCOME 3,80,000
Tax on LTCG income 20% on 2,00,000 – 1,20,000 (after completing deficiency) 16,000
Tax on normal income 1,80,000 +1,20,000 = 3,00,000 Nil
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Total Tax 16,000
Less rebate u/s 87A NIL
Tax after rebate 16,000
Add: Education Cess @ 2%
Add: Education Cess for secondary and higher education @ 1%

320
160

Tax liability rounded off under  Section 288B 16,480

Calculation of deficiency
Deficiency = BEL - (Total income – LTCG income u/s 112 – STCG income u/s 111A)

= 3,00,000 – (3,80,000 – 2,00,000 - 0) = 1,20,000

NOTE: Deductions of Section 80C and 80G are not allowed to be reduced from LTCG Income.

Illustration 45: Mr. J has salary income of `2,10,000, lottery income of `60,000; LTCG income on
sale of house is `50,000. Investment in PPF to claim deduction u/s 80C is `50,000. Calculate his
tax liability for the AY 2018-2019 i.e. PY 2017-2018 if Mr. J is a resident of India and has age of
less than 60.

Solution: Calculation of tax liability for the AY 2018-2019 i.e. PY 2017-2018.
Particulars Amount in `

Income under the head of ‘Salary’ 2,10,000
Income under the head of ‘Capital  Gains’ LTCG 50,000
Income under the head of ‘Other sources’ Lottery 60,000
GROSS TOTAL INCOME 3,20,000
Less: deduction u/s 80C 50,000
TOTAL INCOME 2,70,000
Tax on total income:
Tax on LTCG income @ 20% on 50,000 – 30,000 (after completing deficiency)
Tax on lottery income @ 30% on 60,000
Tax on normal income

4,000
18,000
Nil

Total Tax 22,000
Less rebate u/s 87A 2,500
Tax after rebate 19,500
Add: Education Cess @ 2%
Add: Education Cess for secondary and higher education @ 1%

390
195

Tax liability rounded off under  Section 288B 20,090

Calculation of deficiency
Deficiency = BEL - (Total Income – LTCG income u/s 112 – STCG income u/s 111A)

= `2,50,000 – (`2,70,000 – `50,000 - 0)   = `30,000

PROVISO TO SECTION 112 : TAX ON LTCG ON LISTED SECURITIES
OTHER THAN EQUITY
If long term asset transferred is Listed Securities or Units (other than equity shares or equity
oriented mutual funds) then tax on LTCG in such a case would be LOWER of following 2 amounts
(a)20% of Tax on Capital Gains computed normally i.e. after indexation.
(b) 10% of tax on Capital Gains computed in normal manner but indexation shall not be done.
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Illustration 46: Mr. J had purchased 2,000 listed preference shares @ `100 per share of Z ltd. on
1/1/2010. These shares have been sold for `700 each on 15/9/2017 and selling expenses are
`10,000. `6,00,000 has been invested in purchasing Bonds of NHAI on the same date. His other
incomes are `2,60,000. Calculate his tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculations of Capital Gains for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount in `

Sale consideration 14,00,000
Less:  Selling expenses 10,000
Net Sale consideration 13,90,000
Less: Indexed Cost of  Acquisition 2,00,000 / 148 X 272 3,67,568
LTCG 10,22,432
Less: CG exempt under Section 54EC 6,00,000
Taxable Capital Gains 4,22,432

Calculation of his total income and tax liability for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `
Income under the head ‘CAPITAL GAINS’ 4,22,432
Income under the head ‘OTHER SOURCES’ 2,60,000
GROSS TOTAL INCOME 6,82,432
Less: Deduction under Section 80C to 80U NIL
TOTAL INCOME (rounded off in multiples of `10 under Section 288A) 6,82,430

Calculation of tax liability for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount in `

Tax on LTCG in sale of listed securities is lower of: (proviso to  Section 112)
(a) 20% of LTCG after indexation i.e. `4,22,430 = `84,486
(b) 10% of LTCG before indexation i.e. `5,90,000 = `59,000

(14,00,000 – 10,000 – 2,00,000 – 6,00,000 = 5,90,000)
59,000

Tax on the normal income @ slab is 500
Total Tax 59,500
Add: Education Cess
@ 2% for primary education
@ 1% for higher and secondary education

1,190
595

Tax liability rounded off in multiples of `10 u/s 288B 61,290

DIFFERENT SITUATIONS FOR DETERMINATION OF THE
PERIOD OF HOLDING

Different situations How to calculate period of holding
Shares held in the company in
liquidation

The period subsequent to the date when company goes
into the liquidation shall not be included.

Capital Asset which becomes
the property of the assessee u/s 49(1)

The POH of the previous owner shall also be included

Allotment of shares in amalgamated
company in lieu of shares held in
amalgamating company

POH shall be from the date of acquisition of shares in
the amalgamating company

Right shares POH from the date of allotment
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Right entitlement POH from the date of offer to subscribe shares till the
date of renouncement of such right

Bonus Shares POH from the date of allotment of such shares
Sweat equity shares allotted by
employer

POH from the date of allotment of such shares

Flat in the co-operative society POH from the date of allotment of shares in the society
Transfer of shares by a depository POH shall be determined on the basis of FIFO method.

SALE CONSIDERATION OF CAPITAL ASSET IN
VARIOUS SITUATIONS

Situation Sale consideration Section
Amount or any Asset received from
insurance company on damage or
destruction or losing an Asset

Amount of money or FMV of the
Asset as on the date of receipt

Section 45(1A)

Conversion of Capital Asset in SIT FMV as on the date of conversion Section 45(2)
Transfer of Asset by partner to the firm
as his Capital contribution

Value of the Asset recorded in the
books of accounts of the firm

Section 45(3)

Distribution of Asset by the firm in the
case of dissolution of the firm

FMV of the Asset on the date
transfer

Section 45(4)

Money or any Asset received by the
shareholder at the time of liquidation of
the company

Total of amount and FMV of the
Asset received on the date of
distribution less deemed dividend
u/s 2(22)(c)

Section 46

Sweat equity shares allotted by the
employer

FMV at the time of the allotment 4th proviso of
Section 48

In case of transfer of Land or Building or
both and sale consideration declared is
less than stamp duty value

Stamp duty value Section 50C

DISCUSSION ABOUT REVERSE MORTGAGE
This concept is applicable only for senior citizens. This is very beneficial scheme for senior citizens
who do not have a regular source of income. Under this concept the senior citizen mortgages his
property with the bank and continues to stay in the property as well. As under the normal
mortgage, person pays to the bank a regular installment, under this concept the bank will pay to
the senior citizen a regular income and that is why this is called reverse mortgage. Therefore, the
senior citizen continues to stay in the property which also earns income for him.
Bank pays till the death of the senior citizen. On the death, the property is sold off to recover the
amount given by the bank along with the interest amount. If property fetches any extra amount,
that is paid to the legal heirs of the senior citizen. The following guidelines have been issued by
the RBI:
a) Reverse mortgage is applicable only for senior citizens.
b) The maximum loan can be up to 60% of the value of the property.
c) The maximum period of mortgage can be 15 years.
d) The income given by bank can be on monthly, quarterly, annually or on the lump sum basis.
e) The property has to be revalued once in every 5 years.
f) The amount received by the senior citizen is regarded as loan and not as income and hence it is

not taxable.
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CHAPTER 9
INCOME UNDER THE HEAD OF ‘OTHER SOURCES’

LEARNING OBJECTIVES
 To understand the method of accounting which can be followed by an assessee for the income

under the head of ‘Other Sources’.
 To gain knowledge of the Incomes specifically mentioned under Section 56 which are always

taxable as Income from ‘Other Sources’.
 To understand deductions allowed under section 57 and not allowed under section 58 from the

incomes mentioned in section 56.
 To understand the Tax treatment of gifts received by an Individual and HUF.
 To understand the Tax treatment of Deemed Dividend, Bond Washing Transaction, Dividend

Stripping and Bonus Stripping.

SECTIONS DISCUSSED IN THIS CHAPTER
Incomes included in Other Incomes Section 56(2)
Taxability of Dividend Section 56(2)(i)
Dividends and Income from units of UTI and mutual funds to be taxed Section 10(33)
Dividend includes any distribution of Assets by a company to its
shareholders

Section 2(22)(a)

Dividend includes distribution of Debentures to shareholders or distribution
of Bonus Shares to preference shareholder

Section 2(22)(b)

Dividend includes distribution made to the shareholders on liquidation of
company

Section 2(22)(c)

Dividend includes distribution to shareholders on the reduction of capital Section 2(22)(d)
Dividend includes payment by a Pvt. Company of sum by way of loan or
advance

Section 2(22)(e)

Winning from lotteries, crossword puzzles, card games and horse races Section 56(2)
Tax rates for Casual Income Section 115BB
Interest on Securities Section 56(2)
Bond Washing Transactions Section 94
Dividend Striping Section 94(7)
Bonus Striping Section 94(8)
Interest Exempt From Tax (Post Office Savings Account) Section 10(15)

INTRODUCTION
Income from Other Sources is the residual head in Gross Total Income. Section 56 gives the
chargeability of income under the head of ‘Other Sources’ and section 57 and 58 specify the basis
of computation of Income.  In this Chapter we will also discuss Deemed Dividends under Section
2(22).

SECTION 145 : METHOD OF ACCOUNTING
Under this head an assessee has an option to choose either cash basis of accounting or accrual
basis of accounting while calculating income from ‘Other Sources.
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Illustration 1: Mr. X has invested `1,00,000 in the bank fixed deposits on 1/1/2017 for the period
of one year which will fetch him interest at the rate of 8% pa. On 31/12/2017 he will earn interest of
`8,000.  If Mr. X follows:
a) Cash basis of accounting then the full amount of `8,000 will be taxable when it is received

(31/12/2017), i.e., in PY 2017-2018.
b) Accrual basis of accounting then `2,000 will be taxable in the PY 2016-2017 and `6,000 will be

taxable in the PY 2017-2018.

SECTION 56(1) : CHARGING SECTION
If following three conditions are satisfied then income is chargeable to tax under the head of
‘Income from Other Sources’:
(a) There is an income.
(b) Such Income is not excludable from total income.
(c) Source of such income does not fall under any one of the other four heads of income.

So it can be said that income shall be taxable under other sources only if it is not chargeable to tax
under four heads, namely

 Income from salary or
 Income from house property or
 Income from business and profession or
 Income from capital gains

SECTION 56(2) : INCOMES INCLUDED IN OTHER SOURCES

Following twelve incomes are always included under “Income from other sources”

1)DIVIDENDS
a) Dividend income is always chargeable to Tax under the head of ‘Other Sources’ whether

shares are held as stock in trade or as an investment.
b) Section 10(34) : Dividends are exempt in the hands of the shareholders if the dividends are

declared,  paid or distributed by a domestic company. Domestic company declaring, paying
or distributing dividends will be liable for the CDT of 15% plus surcharge and education cess.

c) Section 10(35): Dividend income from the units of UTI and other mutual funds shall be
exempt from Tax in the hands of payee.

d) All of the following dividends are taxable for the shareholders:
1) Dividends from cooperative societies are taxable in the hands of members.
2) Dividends under Section 2(22)(e) are taxable in hands of shareholders.
3) Dividends of foreign companies are chargeable to tax under this head of income even if

shares are held as SIT.
e) Entire dividend income is chargeable to tax for the recipient shareholder whether or not he

was shareholder for the entire period for which dividend is declared.
f) Section 115-O: Dividend paid to NPS Trust shall be exempt from Dividend Distribution Tax.

2)WINNINGS FROM LOTTERIES, CROSS WORD PUZZLES, ,RACES
INCLUDING HORSE RACES, CARD GAMES AND OTHER GAMES,
GAMBLING OR BETTING OR CASUAL INCOMES
a) Gross winnings are taxable at a rate of 30% flat under Section 115BB.
b) No expenses are allowed to be deducted from such incomes.
c) Income from lotteries etc. exceeding `10,000 and income from horse races exceeding
`10,000 are subject to TDS @ 30% under Sections 194B and 194BB  respectively.
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d) If an assessee receives net income then it shall be grossed up before including the amount of
winnings in GTI.

Illustration 2: Mr. X has participated in the game of KBC and the organizers of the game show
have paid him amount of winnings of `35 lakh after doing TDS of 30%. In this net amount of `35
lakh, amount of TDS will be added to make the winnings amount as gross. Amount of TDS shall be
`35 lakh / 70 X 100 = `15 lakh.  Therefore, the amount of gross winnings shall be taken as `50
lakh. While calculating his gross total income we shall include the gross amount of `50 lakh and
not the net amount of `35 lakh.

3)SUM RECEIVED BY ASSESSEE FROM HIS EMPLOYEES AS A
CONTRIBUTION TO CERTAIN FUNDS:
If an employer has received contribution towards certain funds such as Provident Fund from the
employee and has not deposited such contribution of employee then it is regarded as the
Income of the employer. If not chargeable to tax for the employer under the head of Profit and
Gains from Business / Professions (PGBP) then it would be chargeable to tax for the employer
as Income from Other Sources. However, as per Section 57 if such sum is deposited on or
before the due date of filling of ITR then it shall be given a deduction.

4) INTEREST ON SECURITIES
a) If securities are held as SIT then the interest received shall be taxed under the head of

PGBP.  But if securities are held as investments then only interest shall be taxed under the
head of ‘Other Sources’.

b) Interest income does not accrue on a day to day basis.  So interest shall be taxable for the
full period for which interest has been received irrespective of the fact that the securities are
held for the lesser period.

c) If the interest Income has been received as net of TDS then such interest Income has to be
grossed before including it in the GTI.

d) Any amount of commission or remuneration paid to earn this Income however shall be
allowed as expenses from this Income under Section 57.

e) In case of interest payable by Central or State Government it shall always be deemed to
accrue or arise in India as per Section 9(1) and shall be taxable for all kinds of assessees
whether resident or non-resident.

f) Interest income exempt from Tax is given under section 10(15) some of which are:
(i) Interest on Post Office Savings Account is exempt upto `3,500 in case of single holder

account and in case of joint holder account this limit will be `7,000.
(iii) Interest on capital investment bonds.
(iv) Interest on relief bonds.
(v) Interest on PPF account is exempt u/s 10(11)

5)INCOME FROM LETTING OF MACHINERY, PLANT OR FURNITURE
Income from letting of machinery, plant or furniture along with building is not chargeable to tax
under the head PGBP.  It shall be chargeable to tax as income from ‘Other Sources’.  However
as per Section 57 expenses such as repairs, depreciation and insurance premium is allowed as
expenses.

6)SUM RECEIVED UNDER A KEYMAN INSURANCE POLICY
Sum received under a keyman insurance policy including bonus on such policy has the following
tax treatment:
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a) If such sum is received by a person who has taken insurance policy then it shall be taxable
as the PGBP income u/s 28

b) If keyman for whom the policy has been taken receives such sum then it shall be taxable as
profit in lieu of salary u/s 17(3) if he has employer and employee relationship with the person
who has taken insurance policy.

c) This amount shall be taxed under the head of ‘Other Sources’ only if it does not fall under
above points.  Such a case may be when insurance policy is taken where the employer-
employee relationship does not subsist.

7)INCOME FROM SUB-LETTING OF HOUSE PROPERTY
Income from sub-letting of house property is always taxable as income from ‘Other Sources’.
However, expenses such as repairs, depreciation and insurance premium are allowed to be
reduced from such income.

8) INTEREST RECEIVED ON COMPENSATION OR ENHANCED
COMPENSATION IN CASE OF COMPULSORY ACQUISITION
Interest received by an assessee on compensation or enhanced compensation shall be deemed
to be his income for the year in which it is received, irrespective of the method of accounting
followed by the assessee and such interest income shall be charged to tax as the income from
other sources u/s 56. Further u/s 57, deduction of 50% of such interest shall be allowed and
only balance amount shall be taxable.

9) INTEREST RECEIVED ON COMPENSATION FROM MOTOR
ACCIDENT CLAIM TRIBUNAL
Interest received by an assessee on compensation from motor accident claim tribunal shall be
deemed to be his income for the year in which it is received, irrespective of the method of
accounting followed by the assessee and such interest income shall be charged to tax as the
income from other sources u/s 56. Further u/s 57, deduction of 50% of such interest shall be
allowed and only balance amount shall be taxable.

10) SHARE PREMIUM IN EXCESS OF THE FAIR MARKET VALUE
If a company is a closely held company and has received from any resident person
consideration for the issue of shares and if the consideration received for the issue of shares
exceeds the Market Value of shares, the aggregate consideration received for such shares as
exceeds the Market Value of shares shall be taxable as the income from other sources.

11) ADVANCE AMOUNT FORFEITED
If any sum of money received as an advance or otherwise in the course of negotiations for the
transfer of capital asset if

a) Such sum is forfeited and
b) The negotiations do not result in transfer of such capital asset.

Then such advance money forfeited shall be taxable as Income from other sources.
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12) ANY GIFT RECEIVED BY ANY PERSON FROM ANY OTHER PERSON
OR PERSONS

Gift received by any person from any other person or persons in Cash or Cheque or Draft or by
way of credit otherwise than as consideration of goods or services received or by any other mode
shall be considered as income under section 2(24) and shall be taxable under the head of ‘Other
Sources’.

a) An amount up to `50,000 is not taxable. Any sum exceeding `50,000 received from non-
relatives shall be fully taxable.

Illustration 3: Mr. X receives gift of `57,000 from his friend Mr. Y on the occasion of his birthday
on 15/8/2017. Now `57,000 shall be fully taxable For Mr. X.

b) Gift exceeding `50,000 pa is liable to tax. If it is received from different persons (all non-
relatives) then it has to be aggregated to check the amount of `50,000 pa.

Illustration 4: Mr. X receives three gifts of `25,000 each from Mr. A, Mr. B, Mr. C respectively, who
are his friends, on the occasion of his birthday on 15/8/2017. Now `75,000 shall be fully taxable for
Mr. X.

Illustration 5: Mr. X receives three gifts of `10,000 each from Mr. A who is his friend. Now `30,000
shall not taxable since aggregate amount is less than `50,000.

c) Contemplation of death means in anticipation of death. Any person expecting to die and gifts
some amount then it shall not be taxable for the payee whether it is received from relative or
from non-relative.

Illustration 6: Mr. X is suffering from a killer disease and he anticipates his death in few days.  He
gifts `2,00,000 to his caretaker. This amount of `2,00,000 shall not be taxable in hands of
caretaker.

The Value of any property received without consideration or for inadequate consideration will also
be included in the computation of total income of the recipient. The term property has been
categorized as

A) Immovable property and
B) Movable property

IMMOVABLE PROPERTY BEING LAND OR BUILDING OR BOTH

a) In a case where an immovable property is received without consideration and the stamp duty
value of such property exceeds `50,000 the whole of the stamp duty value of such property
shall be taxed as the income of the recipient.

AMENDMENT FROM
AY 2018-2019
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Illustration 7: Mr. X gifts a flat to his friend Mr. Y on the occasion of his 25th marriage anniversary
on 15/10/2017, which has the stamp duty Value of `2,35,000. In this case `2,35,000 shall be
taxable as income from other sources for Mr. Y.

b) If the stamp duty value of immovable property is disputed by the assessee, the Assessing
Officer may refer the valuation of such property to a Valuation Officer. In such cases, the
provisions of Section 50C shall apply for determining the value of such property.

c) Tax treatment for an immovable property, as discussed above, is for each single transaction and
not for the aggregate of all transactions.

d) In a case where an immovable property is received for inadequate consideration and difference
between the stamp duty value of such property and consideration paid exceeds `50,000 then
such difference amount shall be taxable as the income from Other Sources as the income of the
recipient

Stamp duty Value to be taken on the date of agreement: If the date of the agreement fixing the
amount of consideration for the transfer of the immovable property and the date of registration are
not the same, the stamp duty may be taken as on the date of the agreement, instead of that on the
date of registration.

This exception shall, however, apply only in a case where the amount of consideration, or a part
thereof, has been paid by any mode other than cash on or before the date of the agreement fixing
the amount of consideration for the transfer of such immovable property.

Illustration 8: X Ltd. a developer in real estate, sold a residential house property to Mr. Z for
`80,00,000 whereas its stamp duty Value is `96,00,000. The cost of the residential House Property
is `72,00,000. Compute the business income of X Ltd. Will there be any tax liability in the hands of
Mr. Z and what shall be the cost of acquisition in the hands of Mr. Z ?

Solution : Computation of business income of X Ltd.
Particulars `

Sale price (Deemed consideration as per Section 43CA) 96,00,000
Less: Cost 72,00,000
Business Income 24,00,000

In the hands of Mr. Z, `24,00,000 will be treated as income under the head ‘Other Sources’ as
property has been purchased for inadequate consideration. Cost of acquisition of residential
property in the hands of Mr. Z shall be `48,00,000 as per Section 49(4).

MOVABLE PROPERTIES
Movable Properties will include

1) shares and securities
2) jewellery
3) archaeological collections
4) drawings
5) paintings
6) sculptures
7) any work of art and
8) bullion
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a) In a case, where movable property is received without consideration and the aggregate fair
Market Value of such property exceeds `50,000, the whole of the aggregate fair Market Value of
such property shall be taxed as the Income of the recipient.

Illustration 9: Mr. X gifts a gold biscuit to his friend Mr. Y on the occasion of his 25th marriage
anniversary on 15/10/2017, which has the market value of `85,000. In this case `85,000 shall be
taxable as income from other sources for Mr. Y.

Illustration 10: Mr. X gifts a gold biscuit to his friend Mr. Y on the occasion of his 25th marriage
anniversary on 15/10/2017, which has the market value of `45,000. He also gifts a wrist watch on
his 60th birthday on 15/11/2017 which has the market value of `40,000. In this case nothing shall
be taxable as income from other sources for Mr. Y. This is because value of gold is less than
`50,000 and wrist watch is not regarded as a movable asset and it will not be taxable.

b) If a movable property is received for a consideration which is less than the aggregate fair market
value of the property and the difference between the two exceeds `50,000, the difference
between the fair market value of such property and such consideration shall be taxed as the
income of the recipient.

Illustration 11: Mr. X sells a gold bar to his friend Mr. Y for `2,00,000 on 15/10/2017, which has
the market value of `2,35,000. In this case nothing shall be taxable as income for Mr. Y.

Illustration 12: Mr. X sells a gold bar to his friend Mr. Y for `2,00,000 on 15/10/2017, which has
the market value of `2,75,000. In this case `75,000 shall be taxable as income for Mr. Y.

EXCEPTIONAL CASES

To avoid hardship, following sums shall not be considered as income

1) The sum received by
a) Individual from a relative out of natural love and affection
b) Individual under will or by inheritance
c) Individual on the occasion of marriage
d) Individual as a gift received in contemplation of death of payer
e) Individual as money received from local authority
f) Individual from any fund or foundation or university or educational institution or hospital or

any other medical institution or trust or institution referred under section 10(23C)
g) Individual from any trust or institution registered under section 12AA.

2) Any Income of Section 10 or any other income, which is exempt from tax.

3) Any sum received due to the transfer as mentioned under Section 47 of the Act.

4) Any sum or property received without consideration or inadequate consideration by HUF from
its members.

NOTE: The term property shall include only those assets which are in the nature of capital assets
and not those assets which are in the nature of stock-in-trade or raw material or consumable stores
of any business.
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RELATIVE means:
1) In case of an Individual:

a) Spouse of Individual
b) Brother or sister of Individual
c) Brother or sister of spouse of Individual
d) Brother or sister of either of the parents of individual
e) Any lineal ascendants or decedents of individual
f) Any lineal ascendants or decedents of spouse of individual
g) Spouse of person referred in (a) to (f).

2) In case of an HUF: Any member of the HUF

C) Receipt of shares by a firm or a closely held Company: Section 56(2)(viia)
This Section is applicable if all of the following conditions are satisfied
1) Recipient is a firm or a closely held company
2) The asset received is in the form of shares in closely held company
3) Shares are received from any person
4) Such shares are received without consideration or for inadequate consideration
5) Such shares are not received under the transactions referred in section 47

If all of the above conditions are satisfied then value of such shares will be taxable in the hands of
the recipient in the following manner:
1) If shares are received without consideration and the aggregate market value of those shares

does not exceed `50,000 then nothing is taxable in the hands of the recipient.
2) If shares are received without consideration and the aggregate market value of those shares

exceeds `50,000 then the aggregate of the market value will be taxable in the hands of the
recipient.

3) Shares are received for the consideration which is less than market value and the aggregate
difference does not exceed `50,000 then nothing is taxable in the hands of the recipient.

4) Shares are received for the consideration which is less than market value and the aggregate
difference exceeds `50,000 then value shall be taken the market value less consideration paid.

Illustration 13: Mr. A, a dealer in shares, received the following without consideration during the
PY 2017-2018 from his friend Mr. B
(1) Cash gift of `75,000 on his anniversary, 15/4/2017.
(2) Bullion, the fair market value of which was `60,000, on his birthday, 19/6/2017.
(3) A plot of land at Faridabad on 1/7/2017, the Stamp Value of which is `5 lakh on that date. Mr. B

had purchased the land in April 2010.
(4) Mr. A purchased from his friend C, who is also a dealer in shares, 1000 shares of X Ltd. @
`400 each on 19/6/2017, the fair market value of which was `600 each on that date. Mr. A sold
these shares in the course of his business on 23/6/2017. Further, on 1/11/2017, Mr. A took
possession of the property (building booked by him two years ago) at `20 lakh. The stamp duty
value of the property as on 1/11/2017 is `32 lakhs. On 1/3/2018, he sold the plot of land at
Faridabad for `7 lakhs. Compute the income of Mr. A chargeable under the head ‘Income from
other sources’ and ‘Capital Gains’ for AY 2018-2019 i.e PY 2017-2018.

Solution: Computation of ‘Income of other sources’ for AY 2018-2019 i.e PY 2017-2018
Particulars `

Cash gift is taxable under Section 56(2)(vii), since it exceeds `50,000 75,000
Bullion is taxable since the aggregate fair market value exceeds `50,000 60,000
Stamp Value of plot of land at Faridabad, received without consideration, is taxable
under Section 56(2)(vii)

5,00,000
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Difference of `2 lakh in the value of shares of X ltd. purchased from Mr. C, a dealer in
shares, is not taxable as it represents the stock-in-trade of Mr. A. Since Mr. A is a dealer
in shares and it has been mentioned that the shares were subsequently sold in the
course of his business, such shares represent the stock-in-trade of Mr. A

NIL

Appreciation in the value of immovable property between the time of its booking and its
actual registration is outside the scope of Section 56(2)(vii)

NIL

Income from other sources 6,35,000
Computation of ‘Capital Gains’ of Mr. A for the AY 2018-2019 i.e PY 2017-2018
Sale Consideration
Less: Cost of acquisition [deemed to be the stamp value charged to tax]

7,00,000
5,00,000

Short-term Capital Gains 2,00,000

Note: The resultant Capital Gains will be short-term Capital Gains since for calculating the period
of holding of previous owner is not to be considered

Illustration 14: Discuss the taxability or otherwise of the following in the hands of the recipient:-
(i) Akhil HUF received `75,000 in cash from niece of Akhil (i.e daughter of Akhil’s sister). Akhil is

the Karta of the HUF.
(ii) Nitisha, a member of her father’s HUF, transferred a house property to the HUF without

consideration. The stamp duty value of the house property is `9,00,000.
(iii) Akshat received 100 shares of A Ltd. from his friend as a gift on occasion of his 25th marriage

anniversary.  The fair Market Value on that date was `100 per share.  He also received
Jewellary worth `45,000 (FMV) from his nephew on the same day.

(iv) Kishan HUF gifted a car to son of Karta for achieving good marks in XII Board examination.
The fair market value of the car is ` 5,25,000.

(v) Kratika purchased a land from PMC Co. a partnership concern for ` 7,15,000.  The stamp duty
value of the same was ` 12,00,000.

Solution:
Taxable/
Non-
taxable

Amount
liable to
tax (`)

Reason

(i) Taxable 75,000 Sum of money exceeding `50,000 received without
consideration from a non-relative is taxable. Daughter of
Akhil’s sister is not a relative of Akhil HUF, since she is not a
member of Akhil HUF.

(ii) Non-taxable Nil Immovable property received without consideration by an HUF
from its relative is not taxable. Since Nitisha is a member of the
HUF, she is a relative of the HUF.

(iii) Taxable 55,000 In case the aggregate fair market value of property, other than
immovable property, received without consideration exceeds
`50,000, the whole of the aggregate value shall be taxable.  In
this case, the aggregate fair market value of shares (`10,000)
and Jewellary (`45,000) exceeds `50,000.  Hence, the entire
amount of `55,000 shall be taxable.

(iv) Non-taxable Nil Car is not included in the definition of movable property.
Therefore, the same shall not be taxable.

(v) Taxable 4,85,000 Immovable property acquired for inadequate consideration is
taxable.
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Illustration 15:
1) Mr. A has received three gifts from his three friends

(a) `55,000 in cash
(b) Land with market value `5,00,000 but value for stamp duty `4,00,000.
(c) Jewellary with market value `3,00,000
In this case, taxable amount shall be `55,000 + `4,00,000 + `3,00,000 = `7,55,000

2) Mr. B has received gift of `50,000 in cash from his friend. In this case it will not be considered
to be his Income.

3) Mr. C has received gift of `1,50,000 in cash from his brother. In this case it will not be
considered to be his Income.

4) Mr. D has received gift of `1,50,000 in cash from his mother’s sister. In this case it will not be
considered to be his Income.

5) Mr. E has received gift of `1,50,000 in cash from his father’s brother. In this case it will not be
considered to be his Income.

6) Mr. F has received gift of `1,50,000 in cash from his cousin. In this case it will be chargeable
to tax.

7) Mr. G has received gift of `1,50,000 in cash from brother of his spouse. In this case it will not
be considered to be his Income.

8) Mr. H has received gift of `1,50,000 in cash from his grandfather. In this case it will not be
considered to be his Income.

9) Mr. I has received gift of `1,50,000 in cash from spouse of his brother. In this case it will not
be considered to be his Income.

10) Mr. J has received gift of `1,50,000 in cash from husband of his sister. In this case it will not
be considered to be his Income.

11) Mr. K has received gift of `1,50,000 in cash from sister of his brother’s wife. In this case it will
be considered to be his Income.

12) Mr. L has received gift of `1,50,000 in cash from the sister of his spouse. In this case it will
not be considered to be his income.

13) Mr. M has received gift of `5,000 in cash on his birthday from each of his eleven friends. In
this case it will be considered to be his income because the total amount is exceeding
`50,000.

14) Mr. N has received gift of `1,50,000 in kind from his friend.  In this case it will be considered
to be his income.

15) Mr. O has received gift of `1,50,000 in cash from his friend on the occasion of his marriage.
In this case it will not be considered to be his income.

16) Mr. P has received gift of `75,000 in cash and `75,000 in kind from his fiancée. In this case
gift in cash will be considered to be his income and the gift in kind shall also be considered to
be his income.

MERGER OF OTHER SOURCES AND CAPITAL GAINS
A) TRANSFER OF IMMOVABLE PROPERTY– WITHOUT CONSIDERATION

Illustration 16: As on 10/1/2018, Mr. X received a piece of land (stamp duty value is `75,000) from
his friend Mr. Y without any consideration. Such land was acquired by Mr. Y in 2000-2001 for
`10,000.

Consequence of such gift in hands of Mr. X
1) Since stamp duty value of the property exceeds `50,000, hence `75,000 shall be considered as

Income of other sources of Mr. X for AY 2018-2019 i.e PY 2017-2018.
2) Under Section 49(4), cost of acquisition of such land in hands of Mr. X shall be `75,000.
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3) Suppose as on 3/12/2018, Mr. X sold such land for `2,00,000 (stamp duty value as on that date
is `2,00,000). Computation of Capital Gains in hands of Mr. X for AY 2018-2019 i.e PY 2017-
2018 shall be as under:

Particulars Amount in `
Sale Consideration 2,00,000
Less: Expenses on transfer Nil
Net sale consideration 2,00,000
Less: Cost of acquisition 75,000
Short term Capital Gain 1,25,000

Since the value of the transferred capital assets has been taxed as income from other sources in
the AY 2018-2019 i.e PY 2017-2018, the COA of such asset shall be deemed to be the amount
which has been taxed as income from other sources i.e. `75,000 as per Section 49(4). Further, it is
to be noted that Section 49(1) is not applicable and while determining holding period of capital
asset, period of holding of previous owner shall also not be included.

Consequence of such gift in hands of Mr. Y
Mr. Y has transferred the capital asset by way of gift, which is not considered as transfer. Hence no
tax is required to be paid by him.

Illustration 17: On 10/10/2017, Mr. A received a piece of land at Delhi from his friend Mr. B (stamp
duty value `46,000) as a gift. Such land was acquired by Mr. B in Jan 2004 for `5000. Further, as
on 1/11/2017, Mr. A also received another piece of land at Punjab (stamp duty value `30,000)
without any consideration from Mr. C (acquired by Mr. C in 2014-2015 for `10,000). On 31/3/2018,
Mr. A sold land at Delhi to Mr. X for `30,000 and land at Punjab to Mr. Y for `90,000. Stamp Duty
Value of such land, as on the date of sale is `50,000 and `85,000 respectively.

Consequence of such gift in hands of Mr. A
1) Nothing shall be taxable as stamp duty value (at the time of gift) of property at each occasion

does not exceed `50,000.
2) Cost of acquisition: Since the value of the asset is not subject to Income Tax the cost of

acquisition of previous owner shall be considered as cost of acquisition of such assets in hands
of Mr. A. Consequently, cost of acquisition of land at Delhi is `5,000 and that of land situated in
Punjab is `10,000.

3) Period of Holding: Since value of the asset is not subject to Income Tax the period of holding of
previous owner shall also be included in the holding period of Mr. A.

4) Computation of capital gain on transfer by Mr. A shall be as under:

Particulars Land at Delhi Land at Punjab
Sale consideration

(being higher of the following - as per Section 50C)
actual consideration  or stamp duty value 50,000 90,000
Less: Expenses on transfer NIL NIL
Less: Indexed Cost of Acquisition [`5,000 x 272 / 109] 12,477 NIL
Less: Cost of Acquisition NIL 10,000
Long term Capital Gain 37,522 NIL
Short term Capital Gain NIL 80,000

Consequence of such gift in hands of Mr. B and Mr. C
Mr. B and Mr. C have transferred the capital asset by way of gift, which is not considered as
transfer u/s 47.  Hence no tax is required to be paid by him.



CHAPTER 9 INCOME FROM OTHER SOURCES
340

B) GIFT OF MOVABLE PROPERTY

Illustration 18: As on 10/1/2018, Mr. A received gold necklace (fair value is `1,85,000) from Mr. B
without any consideration.

Consequences in hands of Mr. A
(1) Since fair market value of gift exceeds `50,000 hence `1,85,000 shall be taxable as Income

from Other Sources in AY 2018-2019 i.e PY 2017-2018.
(2) Cost of Acquisition of such necklace: `1,85,000 shall be taken as the Cost of Acquisition.
(3) Period of holding: Period of holding will commenced from 10/1/2018

Consequences in hands of Mr. B
Gift is not considered as transfer.  Hence nothing shall be taxable in his hands.

Illustration 19: On 10/10/2017, Mr. A received shares from his friend Mr. B (fair market value
`36,000) as a gift. Further, as on 1/11/2017, he also received gold chain (fair market value
`30,000) without any consideration from another friend Mr. C.

Consequences in hands of Mr. A
(1) Since aggregate fair market value of both gifts exceeds `50,000, hence `66,000 shall be

taxable as Income from Other Sources in AY 2018-2019 i.e PY 2017-2018. It is to be noted that
in case of immovable property, limit of `50,000 is applicable on per transaction. However, in
case of movable property (and cash), limit of `50,000 is applicable for all gifts received during
PY.

(2) Cost of Acquisition: `36,000 (for shares) and `30,000 (for gold chain) being the value taken for
computing income.

(3) Period of holding: Period of holding will commence from 10/10/2017

Consequences in hands of Friends, Mr. B and Mr. C
Gift is not considered as transfer. Hence, nothing shall be taxable in their hands.

C) ACQUISITION OF MOVABLE PROPERTY AT CONCESSIONAL AMOUNT

Illustration 20: On 10/10/2017, Mr. A purchased jewellery from Mr. B (fair market value `46,000)
for `30,000. Mr. B has acquired such Jewellary in 10/4/2017 for `25,000.

Consequences in hands of Mr. A
(1) Movable Property: Since fair market value of jewellery does not exceed `50,000, hence nothing

is taxable for Mr. A
(2) Cost of acquisition: `30,000 for jewellery being the actual consideration.
(3) Period of holding: Period of holding will commence from 10/10/2017

Consequences in hands of Mr. B: Computation of Capital Gain in hands of Mr. B
Particulars Amount in `
Sale consideration

(Section 50C is not applicable) 30,000
Less: Expenses on transfer NIL
Less: Cost of acquisition 25,000
Short term Capital Gain 5,000
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Illustration 21: On 10/10/2017, Mr. A purchased jewellery from his friend Mr. B (fair Market Value
`66,000) for `30,000.  Further, as on 1/11/2017, he also purchased silver utensils (fair Market
Value `1,00,000) from another friend Mr. C for `75,000.

Consequences in hands of Mr. A
(1) Since difference between fair market value of movable assets is `61,000 which is more than
`50,000, an amount of `61,000 shall be taxable as the income from other sources for Mr. A

(2) Cost of acquisition of such assets shall be the market value taken as above.
(3) Period of holding: Period of holding will commence from 10/10/2017

Consequences in hands of Mr. B and Mr. C: Capital Gains shall be computed for them.

SOME OF INCOMES WHICH SHALL BE TAXABLE AS INCOME FROM
‘OTHER SOURCES’ EVEN THOUGH NOT MENTIONED IN SECTION 56
1) Director’s fee
2) Agriculture income from land situated outside India
3) Rent of open plot of land
4) Salary payable to Members of Parliament
5) Family pension received by family members of deceased employee
6) Interest on employee’s own contribution in URPF when he gets retired
7) Any income from undisclosed sources
8) Any other casual income
9) Income from royalty
10) Ground Rent recovered
11) Examination fees received by a teacher from a person other than his employer
12) Honorarium etc.

SECTION 57 : DEDUCTIONS FROM INCOME OF ‘OTHER SOURCES’
The following expenses are allowed to be deducted from the Income chargeable under this
chapter:
1) The remuneration or commission paid to a banker for realization of dividends and/or interest.

However if the dividend is exempt from tax then its expenses are not allowed to be deducted.
2) Expenses such as repairs, insurance premium, depreciation etc. are allowed to be reduced

from the rental incomes by letting out of plant or machinery.
3) In respect of the family pension the lower of the following shall be allowed as a deduction:

a) `15,000
b) 1/3rd of such family pension received by the assessee

4) Interest received by an assessee on compensation or enhanced compensation shall be
deemed to be his Income for the year in which it is received,  irrespective of the method of
accounting followed by the assessee and such interest income shall be charged to Tax as the
Income from Other Sources u/s 56.  Further u/s 57, deduction of 50% of such interest shall be
allowed and only balance amount shall be taxable.

Expenses other than expenses mentioned as above are still allowed as deduction if all of the
following conditions are fulfilled:
1) It is not capital expense in nature
2) It is expended wholly and exclusively for the purpose of earning Income of Other Sources
3) It is not personal expenditure
4) Expenditure is incurred during the previous year
5) There is a clear relationship between the Income earned and expenditure incurred
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Illustration 22: Mr. J has borrowed `2,00,000 and invested the amount in the shares of Microsoft
Ltd. Dividends from the said shares earned have been `50,000 but interest paid on the borrowings
was `75,000. So in this case there shall be a loss of `25,000 in the current previous year.
However if no dividend income is received then there shall be a loss of `75,000 under the head of
‘Other Sources’.

NOTE: Dividends from Indian company are exempt from Tax and, therefore, any interest payable
on the loan taken for the investment in Indian company shall not be allowed as deduction.
Illustration 23: Royalty income is chargeable to Tax under this head of ‘Income’.  The expenses
incurred in writing books, salary to assistants, cost of stationery etc. shall be allowed as deduction.

SECTION 58 : DEDUCTIONS NOT ALLOWED
This Section provides specific amounts, which are not deductible in computing the income
chargeable under this head of ‘Income’. Disallowances under this Section are listed below:
1) Personal expenses
2) Any interest which is payable outside India on which no TDS has been done or paid
3) Any payment of salary outside India on which no TDS has been done or paid
4) Any amount of wealth tax
5) While calculating the income from winning of lotteries, races, games etc. no kind of expenses in

respect of such incomes shall be allowed to be reduced.   This point shall not apply while
calculating incomes earned from activity of owing and maintaining of race horses.

6) Expenditure in relation to incomes not included in total income is also not deductible.

EXPENDITURE IN RELATION TO EXEMPTED INOME NOT DEDUCTIBLE
SECTION 14A AND RULE 8D

1) While computing the Total Income no deduction shall be allowed in respect of expenditure
incurred by the assessee for that income which is exempt from tax.

2) If the Assessing Officer is not satisfied with the correctness of the expenditure in relation to
exempted income, then the Assessing Officer shall determine the amount of such expenditure
in accordance with the prescribed method.

3) The Assessing Officer shall have right to determine expenditure in relation to the exempted
income even if assessee claims that no expenditure has been incurred by him in relation to
such exempted income.

4) Rule No 8D gives method for determining expenditure in relation to exempted incomes.
5) As per Rule 8D Expenditure disallowed shall be the aggregate of:

(i) Expenditure directly related to exempted income AND
(ii) 1% of the annual average of the monthly averages of the opening and closing

balances of the value of investment, income of which is exempt from tax.
However, the amount referred to in clause (i) and clause (ii) shall not exceed the total
expenditure claimed by the assessee.

Illustration 24 : Mr. J has two incomes. ₹1,00,000 as a taxable income and ₹1,50,000 as
exempted income. He claims expenditure of ₹6,000. Expenditure exclusively on exempted income
is ₹1,500. Calculate the amount of disallowed expenditure.

Solution: Disallowed expenditure:
(i) ₹ 1,500 (expenses on exempted income and
(ii)   1% of ₹ 1,50,000 = ₹1,500

Total expenditure disallowed = ₹ 3,000
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DEEMED DIVIDEND : SECTION 2(22)
This Section provides an inclusive definition of ’Dividend’. The definition provides the scope of
Dividends, which is different from what is understood in the common parlance.

Section 2(22)(a): Dividend  includes:
1) Distribution of all or part of assets by a company to its shareholders shall be regarded as

Deemed Dividends.
2) These Dividends are to the extent of lower of the:

a) FMV of the assets distributed or
b) Accumulated profits of the company whether capitalized or not

Section 2(22)(b): Dividend includes:
1) Distribution of debentures to shareholders by a company shall be regarded as Deemed

Dividend.
2) Distribution of bonus shares to its preference shareholders by company shall be regarded as

Deemed Dividend.
3) These dividends are to the extent of the lower of the following:

a) FMV of such preference shares or debentures
b) Accumulated profits of the company, whether capitalized or not

Section 2(22)(c): Dividend includes:
1) Distribution of assets to the shareholders on the liquidation of company shall be regarded as

Deemed Dividend
2) These Dividends are to the extent of the lower of the following:

a) FMV of the assets distributed.
b) Accumulated profits of the company before its liquidation whether capitalized or not

Section 2(22)(d): Dividend includes:
1) Distribution of assets to shareholders by a company on the reduction of its capital
2) These Dividends are to the extent of lower of the following:

a) FMV of the Assets distributed.
b) Accumulated profits of the company whether capitalized or not.

Section 2(22)(e): Dividend includes:
1) Payment by a Pvt. Company or closely held company of any sum by way of loan or advance

a) To a shareholder being registered owner of shares holding at least 10% of voting power OR
b) To any concern in which such a shareholder is a member or a partner and in which he has a

substantial interest OR
c) To any person on behalf of or for the individual benefit of such a shareholder.

2) These Dividends are to the extent of lower of:
a) Amount received as loan or advance or
b) Accumulated profits of the company.

BOND WASHING TRANSACTIONS : SECTION 94(1)
Interest on the securities does not accrue on the day-to-day basis but instead it accrues on certain
dates.  If owner of any security sells it just before due date (generally to friend or relative who falls
in lower income group) and again acquires them after due date, then he will be able to avoid
payment of tax on interest or charge the interest on the lower rate of Tax. In such case as per
Section 94 interest would be deemed to be the income of transferor and not transferee.
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DIVIDEND STRIPPING : SECTION 94(7)
It is a process by which a person (who can be a trader or investor) purchases securities or units
shortly before the record date, earns tax-free dividend on record date and then sells the securities
after record date at lower price and, therefore, earns STCL, which could be set off from other
capital gains or could be carried forward.

Section 94(7): Where any person buys or acquires any securities or units within the period of three
months prior to record date and transfers such

a) Securities within three  months from record date or
b) Units within nine  months from record date

And dividend or income from such securities received by him is exempt from tax, then the amount
of loss suffered by him to the extent of lower of the following shall be totally ignored for the purpose
of calculation of taxable income:

a) Amount of STCL
b) Amount of Dividend

And the remaining loss shall be allowed to be set off or carried forward as the case may be.

Illustration 25: Mr. D purchases 100 shares of JSJ Ltd. on 16/8/2017 @ `100 per share which
have face value of `10 per share. The company declares Dividend of `10 per share and declares
record date of 15/9/2017. Mr. D receives the Dividend on record date and then sells the shares on
31/10/2017 for
a) `110 per share
b) `85 per share

Solution: For Mr. D the Dividend of `1,000 shall be exempt from Tax u/s 10(34).
a) In case of sale of shares for `110 per share he will earn Short Term Capital Gain (STCG) of
`1,000.   {(110 X 100)- (100 X 100)}.  Since there is no STCL Section 94(7) shall not apply.

b) In case of sale of shares for `85 per share he will earn STCL of `1,500. {(85 X 100) - (100 X
100)}. Since there is STCL Section 94(7) shall apply.  STCL of `1500 shall have the following tax
treatment.

Lower of the following two shall be ignored for the purposes of calculating taxable Income
a) STCL of `1,500
b) Dividend earned which was exempt `1,000

This means `1,000 of STCL will be ignored and only `500 shall be allowed to be set off from other
Capital Gains.

BONUS STRIPPING : SECTION 94(8)
It is a process by which a person (who can be a trader or investor) sells original units before selling
bonus units and earns STCL.  This STCL shall be ignored for calculation of taxable income.

Section 94(8): Where any person buys or acquires units within the period of three months prior to
record date and is allotted bonus units on record date and he sells original units within nine months
from record date, retaining at least one of the bonus units, then the loss on sale of such original
units shall be ignored for the purpose of calculating total income.  Further loss, which has been
ignored, shall be deemed to be the cost of the bonus units in hand on the date of such STCL.

NOTE: This Section is not applicable for shares as it is applicable only for units.
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Illustration 26: PNB mutual funds declares the bonus units in the ratio of 1:1 on 15/5/2017 and
record date is set to be 31/5/2017 for the same. Mr. Johar purchases 100 units @ `25 per unit on
17/5/2017 and receives bonus units on record date. On 15/7/2017 Mr. Johar sells 100 original units
@ `17 per unit and 80 bonus units @ `17 per unit on 20/7/2017. Discuss the Tax treatment.

Solution: Calculation of Capital Gains on sale of original units
Sale consideration 17  X `100 `1,700
Less: Cost of acquisition 25 X `100 `2,500
STCL `800

Calculation of capital gains on sale of bonus units
Sale consideration 17  X `80 `1,360
Less: Cost of acquisition 800 /100 X `80 `640
STCG `720

NOTE: For unsold 20 bonus units cost of acquisition shall be `160 (800 / 100 X `20)

SOLVED ILLUSTRATIONS
Illustration 27: Compute Income from other sources of Mr. J for AY 2018-2019 i.e PY 2017-2018
from following receipts:

Particulars `
Agricultural Income from land at Punjab 24,000
Directors meeting Fees from PQR Ltd. 6,000
Agricultural Income from Nepal 36,000
He had deposited `3,00,000 in the Pension Scheme of LIC in the earlier years.  Amount
received as annuity from there

24,000

He owned 6 horses for the purpose of horse races. Income earned by him for providing
horses for races (Expenses incurred for maintaining the race horses `6,000)

24,000

Winnings from lottery received, net of TDS. (Expenses incurred on purchasing lottery
ticket `500)

7,000

During the year he rented furniture lying unused after repairing the same to his friend for
eight months.  Rental income earned by him

16,000

Repairs of furniture (WDV as on 1/4/2017 was `20,000 and rate of depreciation is 10%) 4,000
Honorarium  from a co-operative society of which he is a member-cum-advisor 50,000

Solution:  Computation of Income from other sources for AY 2018-2019 i.e PY 2017-2018
Particulars `

Agricultural income from land at Punjab Exempt
Directors meeting fees from PQR Ltd. 6,000
Agricultural Income from Nepal 36,000
Annuity from LIC 24,000
Income from owning and maintaining race horses (24,000 – 6,000) 18,000
Winnings from lottery received [7,000 x 100 ÷ (100 – 30)] 10,000
Income from renting of furniture (16,000 – 4,000 – Depreciation @ 10% on 20,000) 10,000
Honorarium from a co-operative society of which he is a member-cum-advisor 50,000
Income from other sources 1,54,000
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Illustration 28: Mr. Tarun Gulati , 36 years of age and resident of India submits the particulars for
the AY 2018-2019 i.e PY 2017-2018 as given below:
1. He has received a gift of `27,000 from one of his friends on 1/9/2017.
2. He has received a gift of `11,000 on 1/10/2017 from his wife Mrs. Tanya Gulati.
3. He has received a gift of `29,000 from his step daughter on 1/1/2018.
4. He has received a gift of `27,000 from grand mother of Mrs. Tanya Gulati on 7/1/2018.
5. He has received a gift of `20,000 in kind from his employer on 1/3/2018.
6. He has received gold as gift from his friend on 1/12/2017 with value `2,00,000.
7. He has received `27,000 as gift from his maternal aunt (mother’s sister) on 10/12/2017.
8. He has received Dividend of `2,00,000 from a domestic company on 31/3/2018.
9. He has received two gifts of `30,000 each from his neighbors on 1/6/2017.
Compute his total income for the AY 2018-2019 i.e PY 2017-2018.

Solution : Computation of income under the head Salary
Gift in kind from his employer (20,000 – 5,000) 15,000
Income under the head Salary 15,000

Computation of income under the head Other Sources
Gift received from friend 27,000
Gifts received from neighbors 60,000
Gift received from friend in kind 2,00,000
Income under the head ‘Other Sources’                                                    2,87,000
Gross Total Income 3,02,000
Less: Deduction u/s 80C to 80U Nil
Total Income 3,02,000

Computation of tax liability
Tax on `3,02,000 at slab rate 2,600
Less: Rebate u/s 87A (5,200 or 2,500 whichever is lower) 2,500
Tax before education cess 100
Add: Education cess @ 2% 2
Add: SHEC @ 1% 1
Tax Liability 103
Rounded off u/s 288B 100

Illustration 29: Mr. X, aged 51 years is resident of India received gift in cash `3,00,000 from son of
his father’s brother and gift of `1,00,000 in cash from brother of father of Mrs. X. He has
agricultural income `5,00,000. Compute his Tax liability for the AY 2018-2019 i.e PY 2017-2018.

Solution : Computation of income under the head Other Sources
Gift received from son of his father’s brother 3,00,000
Gift received from bother of father’s of Mrs. X 1,00,000
Income under the head Other Sources 4,00,000
Agricultural Income 5,00,000
Less: exempt 10(1) 5,00,000 NIL
Gross Total Income 4,00,000
Less: Deduction u/s 80C to 80U NIL
Total Income 4,00,000

Computation of Tax Liability
Step 1. Tax on (agricultural income + non agricultural income)

i.e. Tax on ` 9,00,000 at slab rates 92,500
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Step 2. Tax on (`2,50,000 + agricultural income) at slab rates 62,500

Step 3. Deduct Tax at Step 2 from Tax at Step 1 30,000
Less: Rebate u/s 87A (since income is more than 3,50,000) NIL
Tax before education cess 30,000
Add: Education cess @ 2% 600
Add: SHEC @ 1% 300
Tax Liability 30,900

Illustration 30: Following gifts are received by Mrs. Sweety, who is carrying on jewellery business
for the AY 2018-2019 i.e PY 2017-2018:
1. On the occasion of her marriage on 7/9/2017, she has received `1,20,000 as gift out of which
`85,000 are from relatives and balance from friends.

2. On 3/10/2017, she has received cash gift of `2,50,000 from cousin of her mother.
3. A mobile phone worth `15,000 is gifted by her friend on 21/9/2017.
4. She gets a cash gift of `2,40,000 from the elder brother of her husband's grand father on

10/12/2017.
5. She has received a cash gift of `6,00,000 from her friend on 27/1/2018.
6. She has received bullion, the fair market value of which was `4,75,000 on her

birthday,19/1/2018.
7. Mrs. Sweety purchased from her friend, who is also carrying on jewellery business, jewellery at
` 2,50,000 on 25/1/2018, the fair market value of which was `5,00,000 on that date.

Compute total income and tax liability of Mrs. Sweety for the AY 2018-2019 i.e PY 2017-2018.

Solution:Computation of Total Income of Mrs. Sweety for the AY 2018-2019 i.e PY 2017-2018
(i) Gift received on the occasion of marriage are exempt NIL
(ii) Cash gift received from cousin of Mrs. Sweety’s mother is taxable u/s 56 2,50,000

(Cousin of Mrs. Sweety’s mother is not a relative)
(iii)Mobile phone gifted by her friend is not taxable NIL
(iv)Cash gift received from elder brother of husband’s grand father is taxable 2,40,000

(Brother of husband’s grand father is not a relative)
(v) Cash gift from friend is taxable 6,00,000
(vi)Since bullion is included in the definition of property, therefore, when bullion is received without

consideration, the same is taxable, since the aggregate fair market value exceeds `50,000
4,75,000

(vii) Difference of `2.5 lakh in the Value of jewellery purchased from her friend, is not taxable as it
represents the stock-in-trade of Mrs. Sweety.  Since Mrs. Sweety is carrying on jewellery business
and it has been mentioned that the jewellery were subsequently sold in the course of her business,
such jewellery represent the stock-in-trade of Mrs. Sweety. Nil

Income under the head ‘Other Sources’ 15,65,000
Gross Total Income 15,65,000
Less: Deduction u/s 80C to 80U Nil
Total Income 15,65,000

Computation of Tax Liability
Tax on ` 15,65,000 at slab rate 2,82,000
Add: Education cess @ 2% 5,640
Add: SHEC @ 1% 2,820
Tax Liability Rounded off u/s 288B 2,90,460
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CHAPTER AT A GLANCE
1) Dividend income and wining from lottery, crossword puzzles, etc., shall always be chargeable

under the head `Income from other sources’.
2) Dividend income other than those covered by Section  2(22)(e) is exempt from tax u/s. 10(34).
3) ‘Income from Other Sources’ is a residuary head of Income, which includes all Income which is

not covered by other heads of Income and which are not exempt from tax.
4) While Income from building property and land appurtenant thereto is taxable under the head
‘Income from house property’, if vacant land is let out, the rent is assessable under the head
‘Income from other sources’.

5) Apart from the specific deductions permissible u/s. 57, any expenditure wholly and exclusively
incurred for the purpose of earning any income assessable under this head is also allowable
and deduction.

6) If the assessee receives pension after retirement, the same is assessable under the head
‘Salaries’ subject to standard deduction.   Whereas, if family pension is received by the legal
heir of the deceased employee, it is taxable under this head subject to 1/3 of family pension or
`15,000, whichever is less.

7) Winnings from lottery, crossword puzzles, races, etc. shall be taxed at the rate of 30% (plus
surcharge and education cess) u/s 115BB.
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CHAPTER 10 - CLUBBING OF INCOMES
LEARNING OBJECTIVES
 To understand the meaning and Tax treatment of revocable transfer.
 To understand the tax treatment of income transferred without the transfer of the ownership of

the asset from which such income is earned.
 To understand the provisions of clubbing of Incomes earned by spouse and earned by minor

children from the assets transferred to them.
 To understand the treatment of clubbing of Income which are earned by HUF from the Asset

transferred to HUF.
 To understand the Tax treatment of the accretion of Incomes after an Income has been

transferred.

SECTIONS DISCUSSED IN THIS CHAPTER
Income transferred without transfer of Assets Section 60
Revocable transfer of Assets Section 61
Remuneration of spouse Section 64(1)(ii)
Income from Assets transferred to spouse Section 64(1)(iv)
Income from Assets transferor to son’s wife Section 64(1)(vi)
Asset transferred for the benefit of spouse Section 64(1)(vii)
Asset transferred for the benefit of son’s wife Section 64(1)(viii)
Income of minor child Section 64(1A)
Income from self-acquired property converted into HUF property Section 64(2)
In case of clubbing, Tax can be demanded from the transferee Section 65

INTRODUCTION
An assessee is taxable on the income earned by him but sometimes he is also made liable to Tax
for the Income earned by some other person. This happens when assessee tries to reduce his
Tax liability by transferring his Income/Assets to some other person in a manner whereby his Tax
liability falls on some other person. Income Tax Act 1961 has introduced the concept of clubbing
of Income whereby Income is taxed for one person though such Income legally belongs to some
other person.

INCOME TRANSFERRED WITHOUT TRANSFER OF ASSET: SECTION 60
 If an assessee owns an asset from which he derives some income and
 There is a transfer of such income without the transfer of ownership of such asset from which

income has been earned then such income shall be chargeable to tax as the income of transferor
and not as the income of transferee.

 It does not matter whether transfer is revocable or irrevocable.

Illustration 1: Mr. J is holder of `2,00,000 14% Debentures of D Ltd from where he earns annual
interest Income of `28,000. Mr. J has transferred interest Income of these Debentures to his
brother Mr. A while retaining the ownership of such debentures. This interest Income shall not be
Taxable for Mr. A but shall be Taxable for Mr. J
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REVOCABLE TRANSFER OF ASSETS: SECTION 61
Income from asset transferred under revocable transfer shall be taxable in the hands of transferor.

As per Section 63 Revocable transfer means:
1) If whole or any part of income or assets can be re-transferred to transferor.
2) If transferor can re-assume power over the whole or any part of income of asset.

Section 62 : However revocable transfer does not include any other transfer which is not
revocable during the lifetime of the transferee.

Illustration 2: Mr. J has transferred his house to his son Mr. S under the condition that Mr. S is the
owner till the date of Diwali of 2018. This transfer where transferor has put a rights to invoke the
transfer on the happening of an event which is a certain event is called revocable transfer. The
Income from the house if any earned by Mr. S shall be taxable for Mr. J and not Taxable for Mr. S.

CLUBBING OF REMUNERATION OF SPOUSE : SECTION 64(1)(ii)
1) An individual is chargeable to tax in respect of any salary, commission, fees or any other form

of remuneration received either in cash or in kind by the spouse from a concern in which the
individual has substantial interest.

2) Such spouse should be employed in the concern without technical or professional skills or
experience.

3) This shall not be applicable if spouse earns income due to application of technical or
professional skills or experience.

4) If husband and wife both have substantial interest in the concern and both are in receipt of
remuneration from the concern, then the remuneration of both shall be clubbed in the hands of
spouse whose Total Income is greater, (excluding such salary Income).

5) The salary income to be clubbed, shall computed first in the hands of receiver under the head
of ‘Salary’ and then it shall be included in the Total Income of the individual under same head.
This means that only Taxable salary shall be clubbed.

6) Substantial interest means
a) In case of a company it means that individual along with relatives should hold 20% or more

of equity shares at any time during the previous year.
b) In case of other concerns it means that individual along with relatives should be entitled to

20% or more of profits at any time during the previous year.
7) Relative means spouse, brother or sister or any lineal ascendant or descendant of the

individual.

Illustration 3: Mr. J is a partner in a partnership firm with 50% profit sharing ratio. His wife is
working in this partnership firm and is getting remuneration. Her remuneration does not match her
technical or professional knowledge or experience. This salary Income earned by her shall be
Taxable for Mr. J and not for her.

Illustration 4: Mr. J is a shareholder of D Ltd. holding 35% of shares. His wife is employed in the
same company. She is getting the salary of `25,000 pm, allowances of `2,000 pm and pays the
Professional Tax of `200 pm. Her salary does not match her qualifications or experience. Mr. J is
owner of shop from which he has earned `50,000 pm as rent. Municipal Taxes paid by him are
`10,000pa. Both husband and wife have earned `2,00,000 pa each as interest from Debentures.
Calculate their Total Incomes for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Calculation of salary Income of Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Basic Salary 25,000 X 12 3,00,000
Allowances 2,000 X 12 24,000
GROSS SALARY 3,24,000
Less: Deduction u/s 16(iii): Professional Tax Paid 2,400
TAXABLE SALARY 3,21,600

Calculation of Taxable Income of Mr. J and Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculation (`) Mr. J (`) Mrs. J (`)
Income under the head salary Clubbed as per Section 64(1)(ii) 3,21,600 NIL
Income under the head
house property

GAV 50,000 X 12
Less: Municipal Taxes paid
NAV
Less: deduction u/s 24(a)
Income

6,00,000
10,000
5,90,000
1,77,000
4,13,000 4,13,000

Income from other sources 2,00,000 2,00,000
Taxable Income 9,34,600 2,00,000

Illustration 5: Mr. J and Mrs. J hold 15% and 10% shares in a concern and both are employed by
that firm getting the monthly salary of `20,000 respectively. Their remuneration does not match
their technical or professional skills or experience. Apart from the salary Income Mr. J has earned
`2,00,000 from cloth business whereas Mrs. J has earned `2,00,000 as rent of the house property.
Mr. J has invested `50,000 in PPF account and another `50,000 in NSC. While Mrs. J has
invested `1,00,000 in NSC and has donated `10,000 to PMNRF. Calculate the Total Income of Mr.
J and Mrs. J for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of shareholding of Mr. J and Mrs. J for AY 2018-2019 i.e. PY 2017-2018
Mr. J Mrs. J

Own shareholding 15% 10%
Shareholding of relative 10% 15%
Total shareholding 25% 25%
Whether or not substantial holding Yes Yes

Calculation to check higher Total Income (ignoring salary Income)
Mr. J (`) Mrs. J (`)

Income under the head ‘Salary’ Ignore Ignore
Income under the head ‘House Property’
GAV                                       2,00,000
Less: Municipal Taxes NIL
NAV                                       2,00,000
Less: Statutory deduction 60,000

NIL

1,40,000
Income under the head ‘PGBP’ 2,00,000 NIL
GROSS TOTAL INCOME 2,00,000 1,40,000
Less: Deduction under Section 80C
Less: deduction under Section 80G

1,00,000
NIL

1,00,000
10,000

TAXABLE INCOME 1,00,000 30,000
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Calculation Total Income for the AY 2018-2019 i.e. PY 2017-2018
Mr. J (`) Mrs. J (`)

Income under the head ‘Salary’
Mr. J’s own 2,40,000
Mrs. J’s 2,40,000 clubbed u/s 64(1)(ii)

4,80,000 NIL

Income under the head ‘House Property’ NIL 1,40,000
Income under the head ‘PGBP’ 2,00,000 Nil
GROSS TOTAL INCOME 6,80,000 1,40,000
Less: Deduction under Section 80C
Less: Deduction under Section 80G

1,00,000 1,00,000
10,000

TAXABLE INCOME 5,80,000 30,000

CLUBBING OF INCOME FROM ASSETS TRANSFERRED TO SPOUSE :
SECTION 64(1)(iv)
When an individual transfers any assets other than House Property to his/her spouse without any
consideration, then any income from such assets shall be deemed to be the income of transferor.

However it shall not be applicable if
1) Transfer is for adequate consideration OR
2) Transfer is under an agreement to live apart OR
3) If relationship of husband and wife does not exist either at time of transfer or at the time of

accrual of Income.

If transferred Asset is invested by spouse in
1) Any business being done by transferee OR
2) As a capital in a Partnership firm

Then the following amount shall be taxable as the Income of transferor and the balance amount
shall be taxable as the Income of transferee

Taxable Income earned  X  Amount invested out of Assets transferred on the first day of PY
Total investment of transferee on the first day of the PY

Illustration 6: Mrs. J starts with the business of boutique on 1/4/2017 by investing `5,00,000. Mr. J
gifts her `2,00,000 on 15/4/2017. Profits earned by her for the PY ending 31/3/2018 is `70,000 and
for the PY ending 31/3/2019 is `72,500. Calculate the amount of the profits to be clubbed in the
hands of Mr. J for the different AYs.

Solution: Calculation of the Income to be clubbed in the hands of Mr. J for the AY 2018-2019
Particulars AY 2018-2019 (`)
Total investment of Mrs. J as on 1/4/PY 5,00,000
Amount of investment as on 1/4/PY out of gifted money NIL
Profits earned 70,000
Profits Taxable for Mr. J 70,000 X NIL / 5,00,000 = NIL
Profits Taxable for Mrs. J (70,000 – NIL ) = 70,000
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Calculation of the Income to be clubbed in the hands of Mr. J for the AY 2019-2020
Particulars AY 2019-2020 (`)
Total investment of Mrs. J as on 1/4/PY 7,70,000
Amount of investment as on 1/4/PY out of gifted money 2,00,000
Profits earned 72,500
Profits Taxable for Mr. J 72,500 X 200,000 / 7,70,000 = 18,831
Profits Taxable for Mrs. J (72,500 – 18,831) = 53,669

Illustration 7: A proprietary business is started by Mrs. J in the year 2011. As on 1/4/2016 her
capital in business is `3,00,000. Her husband gifts her `2,00,000, on 10/4/2016 which Mrs. J
invests in her business on the same date. Mrs. J earns profits from her proprietary business for the
PY 2016-2017 `1,50,000 and PY 2017-2018 `3,90,000. Compute the Income, to be clubbed in the
hands of Mr. J for the AY 2018-2019 i.e. PY 2017-2018 with reasons. NOV 2005 – 6 MARKS

Solution: Calculation of Income of Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Balance as on 1/4/2016 3,00,000
Add : Gift from Mr. J 2,00,000
Add : Profit of 2015-2017 1,50,000
Balance as on 1/4/2017 6,50,000
Add : Profit of 2015-2018 3,90,000
Balance as on 1/4/2018 10,40,000

Amount Taxable in hands of Mr. J is `1,20,000 (being `2,00,000 / `6,50,000 x `3,90,000)

CLUBBING OF INCOME FROM ASSETS TRANSFERRED TO SON’S
WIFE: SECTION 64(1)(vi)
If an individual transfers any Asset to daughter-in-law (after 31/5/1973) without adequate
consideration, then Income from the Asset will be included in the Total Income of transferor. But
for clubbing to be effective, the relationship with daughter-in-law should exist both at the time of
accrual and at the time of clubbing.

CLUBBING OF INCOMES FROM ASSET TRANSFERRED FOR THE
BENEFIT OF SPOUSE:  SECTION 64(1)(vii)
Income from Asset transferred to any person or Association of Persons (AOP) for the benefit of
spouse without adequate consideration shall be included in the Total Income of transferor. It is
not necessary that Asset should be transferred to spouse itself.

CLUBBING OF INCOME FROM ASSET TRANSFERRED FOR THE
BENEFIT OF SON’S WIFE SECTION 64(1)(viii)
Income from Asset transferred to any person or Association of Persons (AOP) for the benefit of
son’s wife without adequate consideration shall be included in the Total Income of transferor. It is
not necessary that Asset should be transferred to daughter-in-law itself.

CLUBBING OF INCOME OF MINOR CHILD:  SECTION 64(1A)
1) Income of minor child will be included in the Total Income of that parent whose Total Income is

greater (before including Income of child).
2) If marriage of parents does not subsist, it shall be Income of that parent who maintains the child.
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3) Where any such Income is once included in the Total Income of either parent, any such Income
arising in any succeeding year shall not be included in the Total Income of the other parent
unless the Assessing Officer (AO) is satisfied that it is necessary to do so.

4) Clubbing of Incomes of minor accruing till the date of attaining majority shall be done and not
thereafter. On and from the date of attaining majority the Incomes shall be taxed in the hands of
child himself.

5) Brought forward loss of an individual assessee can be set off against the business Income of
minor child which has been so clubbed under this section.

6) Only net incomes shall be clubbed and that too under the same head of Income.
7) Deductions of Section 80C to 80U shall be allowed till the aggregate of the Income of minor

child and that of parent of a minor child.
8) Minor shall not be allowed the deductions under Sections 80C to 80U on account of the Income,

which have been clubbed in the hands of parent.
9) In the following cases, Income of minor shall not be clubbed:

(a) Child is suffering from any disability of the nature specified in Section 80U like physical
disability, Totally blind etc.

(b) Income of child on account of manual work or activity involving skill, talent or specialized
knowledge etc.

10) If Income of child is so included, the parent shall be entitled to an exemption in respect of each
minor child under Section 10(32) which shall be of the lower of:
a) `1,500 pa per child
b) Income of minor so included in Income of parent.
Such exemption is available from the Total Income of the minor child that is included in the
Total Income of the assessee.

11) Exemption to parent under Section 10(32) for `1,500 shall be available if the clubbing of minor
child’s Income is done as per Section 64(1A). If Income is added as per Section 27 of deemed
ownership, then exemption of Section 10(32) shall not be allowed.

Illustration 8: Master J has earned an interest of `5,000 on bank fixed deposits. Mr. J has let out
the house from which he has earned `2,00,000 as rent and has paid municipal taxes of `5,000 and
Mrs. J is a government employee getting salary of `1,40,000 and the entertainment allowance of
`60,000. Calculate Total Income of Mr. J and Mrs. J for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Total Income (before clubbing Income of Master J) of Mr. J & Mrs. J
Particulars Calculations (`) Mr. J (`) Mrs. J (`)
Income from salary Basic salary

Entertainment allowance
Gross salary
Less: deduction u/s 16(ii)
Taxable salary

1,40,000
60,000
2,00,000
5,000
1,95,000

NIL 195000

Income from house property GAV
Less: Municipal Taxes
NAV
Less: Deduction u/s 24(a)
Income

2,00,000
5,000
1,95,000
58,500
1,36,500

1,36,500 NIL

TOTAL INCOME 136,500 1,95,000
Since Total Income of Mrs. J is higher, Income of Master J shall be added in her Income

Calculation of Total Income of Mr. J and Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Mr. J (`) Mrs. J (`)
Income from salary NIL 1,95,000
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Income from house property 1,36,500 NIL
Income from other sources
Bank Interest                                                 5,000
Less: Exempt u/s 10(32) 1,500

NIL

3,500
TOTAL INCOME 136,500 1,95,000

Illustration 9: Mr. J is the Karta of an HUF, whose members derive following Income:
Income from J's own business `50,000
Mrs. J, a Dermatologist draws salary `80,000
Minor son A (earning interest on fixed deposits) `15,000
Minor daughter B gave a dance performance and received remuneration `1,00,000
Minor son A got winnings from lottery (gross) `2,00,000

Explain how the above will be Taxed. MAY 1999 – 9 MARKS

Solution: Computation of Income of Mr. J, Mrs. J, A & B for AY 2018-2019 i.e. PY 2017-2018
Mr. J (`) Mrs. J (`) A (`) B (`)

Income from salary NIL 80,000 NIL NIL
Income from Profits and Gains of business or profession 50,000 NIL NIL 1,00,000
Income from other sources
Interest on deposit of minor A taxable for Mrs. J
`15,000 – `1,500 exempt u/s 10(32)
Lottery income of A `2,00,000 taxable as Mrs. J's Income

NIL
NIL

13,500
2,00,000

NIL
NIL

NIL
NIL

Net Income 50,000 2,93,500 NIL 1,00,000

INCOME FROM SELF-ACQUIRED PROPERTY CONVERTED INTO HUF
PROPERTY: SECTION 64(2)

A) If the following conditions are satisfied then clubbing of Income shall be done in a manner given
in Para B)
a) An individual being a member of HUF converts his own property into the property of HUF

after 31/12/1969
b) Such a property is a separate property of the individual.
c) The conversion is done by throwing property into common stock of the family or transferring

to the family, whether directly or indirectly.
d) Such conversion is made without adequate consideration

B) Clubbing shall be done as follows:
a) From the time of conversion till the time it is partitioned among members of HUF: The

Income from such converted property shall be clubbed in the hands of transferor.
b) On the partition of the property amongst members of family the Income arising to such

individual and to his or spouse shall be clubbed in the Income of such individual.
c) And the Incomes accruing to other members shall be included in their respective Incomes.

OTHER RELEVANT POINTS
1) INCOME FROM THE ACCRETION TO THE ASSETS: Any Income arising to transferee from

the accretion of property or from accumulated Income of such property is not included in the
Total Income of transferor.
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2) CLUBBING OF LOSS: Under the above provisions, if Income of one person is to be clubbed in
the hands of another person, then in the case of loss, it shall also be clubbed.

3) SECTION 65: Under the above provisions, if Income of one person is to be clubbed in the
hands of transferor, then Tax on Income from such Assets can be demanded from the
transferee. The same provision is applicable in case of deemed owner u/s 27(i).

4) CLUBBING OF INCOME FROM CAPITAL GAINS: Capital Gains on sale of an Asset
transferred within the meaning of the Section 64 is also clubbed with the Income of the
transferor.

5) CROSS TRANSFERS : In case of cross transfers also (e.g., A making gift of `50,000 to the
wife of his brother B for the purchase of a house by her and a simultaneous gift by B to A’s
minor son of shares in a foreign company worth `50,000 owned by him), the Income from the
Assets transferred would be assessed in the hands of the deemed transferor if the transfers are
so intimately connected as to form part of a single transaction, and each transfer constitutes
consideration for the other by being mutual or otherwise. Thus, in the instant case, the transfers
have been made by A and B to persons who are not their spouse or minor child so as to
circumvent the provisions of this Section, showing that such transfers constituted consideration
for each other.

CIT v. Keshavji Morarji [1967] 66 ITR 142: The Supreme Court, in this case, observed that if two
transactions are inter-connected and are parts of the same transaction in such a way that it can be
said that the circuitous method was adopted as a device to evade Tax, the implication of clubbing
provisions would be attracted.

Accordingly, the Income arising to Mrs. B from the House Property should be included in the Total
Income of B and the dividend from shares transferred to A’s minor son would be taxable in the
hands of A. This is because A and B are the indirect transferors to their minor child and spouse,
respectively, of Income-yielding Assets, so as to reduce their burden of Taxation

Illustration 10: Mr. Vasudevan gifted a sum of `6 lakhs to his brother’s wife on 14/6/2017. On
12/7/2017, his brother gifted a sum of `5 lakhs to Mr. Vasudevan’s wife. The gifted amounts were
invested as fixed deposits in banks by Mrs. Vasudevan and wife of Mr. Vasudevan’s brother on
1/8/2017 at 9% pa interest. Discuss the consequences of the above in the hands of Mr. Vasudevan
and his brother.

SOLUTION : In the given case, Mr. Vasudevan gifted a sum of `6 lakhs to his brother’s wife on
14/6/2017 and simultaneously, his brother gifted a sum of `5 lakhs to Mr. Vasudevan’s wife on
12/7/2017. The gifted amounts were invested as fixed deposits in banks by Mrs. Vasudevan and his
brother’s wife. These transfers are in the nature of cross transfers. Accordingly, the income from
the assets transferred would be assessed in the hands of the deemed transferor because the
transfers are so intimately connected to form part of a single transaction and each transfer
constitutes consideration for the other by being mutual or otherwise.
Accordingly, the interest income arising to Mrs. Vasudevan in the form of interest on fixed
deposits would be included in the total income of Mr. Vasudevan and interest income arising in
the hands of his brother’s wife would be taxable in the hands of Mr. Vasudevan’s brother as per
section 64(1), to the extent of amount of cross transfers i.e. `5 lakhs. This is because both Mr.
Vasudevan and his brother are the indirect transferors of the income to their respective spouses
with an intention to reduce their burden of taxation. However, the interest income earned by his
spouse on fixed deposit of `5 lakhs alone would be included in the hands of Mr. Vasudevan’s
brother and not the interest income on the entire fixed deposit of `6 lakhs, since the cross transfer
is only to the extent of `5 lakhs.
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SOLVED ILLUSTRATIONS
Illustration 11: A proprietary business was started by Smt. Rani in the year 2014. As on 1/4/2016
her capital in business was `4,00,000. Her husband gifted `3,00,000, on 10/4/2016, which Smt.
Rani invested in her business on the same date. Smt. Rani earned profits from her proprietary
business for the financial year 2016-2017, `2,50,000 and financial year 2017-2018 `4,90,000.
Compute the Income to be clubbed in the hands of Rani’s husband for the AY 2018-2019 i.e. PY
2017-2018

Solution:
Capital as on 1/4/2017 (`4,00,000 + `3,00,000 + `2,50,000) `9,50,000
Total profits `4,90,000
Amount to be clubbed (`4,90,000 x `3,00,000 / `9,50,000) `1,54,737

Illustration 12: Mr. K transferred 2,000 debentures of `100 each of A Ltd. to Mrs. R on 3/4/2017
without consideration. The company paid interest of `30,000 in September, 2017 which was
deposited by Mrs. K with FD of Z Ltd. in October, 2017. Z Ltd paid interest of `3,000 upto March,
2018. How would both interest income be charged to tax for the AY 2018-2019 i.e. PY 2017-2018?

Solution: As per Section 64(1), Income arising from Assets transferred without adequate
consideration by an individual to his spouse is liable to be clubbed in the hands of the individual,
but if there is accretion to the Asset, any Income on such accretion should not be clubbed.

Therefore, `30,000, being the interest on debentures received by Mrs. K in September, 2017 will
be clubbed with the Income of Mr. K, since he had transferred the debentures of the company
without consideration to her.

However, the interest of `3,000 upto March 2018 earned by Mrs. K on the interest of the
debentures deposited by her with Z Ltd. shall be taxable in her individual capacity and will not be
clubbed with the income of Mr. K.

Illustration 13: Mr. A settled 1/4th share of his property under a trust for the education and
maintenance of his minor daughter, Ms. P. Under the terms of the Trust Deed, the Income accruing
to the Trust, after meeting the expenses of maintenance and education of Ms. P, was to be
accumulated and paid over to her on her attaining majority. The Assessing Officer assessed the
income arising from 1/4th share of the property, settled for the benefit of Ms. P, in the hands of Mr.
A. Examine the correctness of the assessment.

Solution: As per Section 64(1A), all incomes of a minor child are to be clubbed with the Income of
the parent. Even if the Trust is created for the benefit of the minor child, the income of the Trust
shall be clubbed with the income of the parent. In the present case, the income accruing to the
Trust shall be clubbed with income of Mr. A.

Illustration 14: Master H, a mentally retarded minor, has a Total Income of `1,20,000 for the AY
2018-2019 i.e. PY 2017-2018. The Total Income of his father Mr. L and of his mother Mrs. R for the
relevant assessment year is `2,40,000 and `1,80,000 respectively. Discuss the treatment to be
accorded to the Total Income of Master H.
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Solution: Section 64(1A) provides that all income accruing or arising to a minor child has to be
included in the income of that parent, whose Total Income is greater. However, the income of a
minor child suffering from any disability of the nature specified in Section 80U shall not be included
in the income of the parents but shall be assessed in the hands of the child. Thus, the Total
Income of H has to be assessed in his hands and cannot be included in the Total Income of either
his father or his mother.

Illustration 15: Mr. Z gifted a House Property to Miss. S on 15/3/2017. Miss S married Mr. Z’s son
Mr. S on 1/2/2018. The Income from the gifted property was `1,30,000, which was added by the
Assessing Officer in the hands of Mr. Z under the provisions of Section 64(1). Is this inclusion
justified in law?

Solution: The inclusion of the income from property in the hands of Mr. Z is not correct. Under
Section 64(1), the income arising directly or indirectly to the son’s wife from Assets transferred to
her by such individual otherwise than for adequate consideration is taxable in the hands of the
individual. The relationship of father-in-law / mother-in-law and the daughter-in-law should subsist
both at the time of transfer of Asset and at the time of accrual of income. Therefore, if Assets are
transferred before marriage to the would-be daughter-in-law for inadequate consideration, then
there will be no clubbing even after the marriage. Since Miss S was not the daughter-in-law on the
date of the transfer by Mr. Z, the income from the transferred property cannot be taxed in the
hands of Mr. Z.

Illustration 16: Mr. X gifts `1 lakh to his wife Mrs. X on 1/4/2017 which she invests in a firm on
interest rate of 14% per annum. On 1/1/2018, Mrs. X withdraws the money and gifts it to her son’s
wife. She claims that interest which has accrued to the daughter-in-law, from 1/1/2018 to 31/3/2018
on investment made by her is not assessable in her hands but in the hands of Mr. X. Is this
correct? What would be the position, if Mrs. X has gifted the money to minor grandson, instead of
the daughter-in-law?

Solution: Section 64(1) provides that in computing the Total Income of any individual, Income that
arises directly or indirectly to the son’s wife, of such individual, from assets transferred directly or
indirectly to the son’s wife by such individual otherwise than for adequate consideration shall be
clubbed together.

There is an indirect transfer by Mr. X to the daughter-in-law and therefore, the interest income shall
be clubbed with income of Mr. X.

If Mrs. X had gifted the money to her minor grandson, then the interest income arising to the minor
shall be clubbed under Section 64(1A) in the Total Income of that parent (son/daughter-in-law)
whose Total Income (before including such Income) is higher.

CHAPTER AT A GLANCE
1) Income on the Asset transferred is clubbed but not the Income on accretion to the Asset.

2) Any Income accruing or arising to a minor child is liable to be clubbed with father or mother
whose Total Income is greater before such clubbing.

3) Income derived by a minor child out of skill and talent or by way of salary and wages shall not
be clubbed. However, if such income is invested and income is earned thereon, such income
shall be clubbed.
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4) Clubbing ceases to operate when the minor becomes a major.

5) There is no clubbing of income in the case of a minor child who is eligible for deduction u/s.
80U.

6) Similarly, where a minor child does not have parents, clubbing of income does not arise. The
minor child will be assessable in his own case. Guardian will be representative assessee for
assessment purposes.

7) An individual is chargeable to tax in respect of any salary, commission, fees or any other form
of remuneration received by the spouse from a concern in which the individual has substantial
interest except in case where income of spouse is earned only due to application of technical or
professional knowledge or experience.

8) If the income is to be clubbed then it shall be computed first in the hands of receiver under
relevant head and then it shall be included in the Total Income individual under same head.
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CHAPTER 11 : SET OFF OF LOSSES AND
CARRY FORWARD OF LOSSES

LEARNING OBJECTIVES
 To understand the basic provisions governing the treatment of losses incurred by an assessee.
 To understand the provisions of Intra head and Inter head set off of losses.
 To understand exceptional cases in which losses cannot be set off.
 To understand the provisions of carry forward of losses to the next assessment year if such

losses could not be set off during the current assessment year.
 To understand special provisions of set off and carry forward of losses in Partnership firms and in

case of Companies.

SECTIONS DISCUSSED IN THIS CHAPTER
Intra head set off of losses Section 70
Inter head set off of losses Section 71
Carry forward of House Property losses Section 71B
Carry forward of business losses Section 72
Cary forward of Speculation business Losses Section 73
Carry forward of losses in case of specified business of Section 35AD Section 73A
Carry forward of Capital Gains Loss Section 74
Carry forward of losses in case of owing and maintaining of Race Horses Section 74A
Conditions for claiming carry forward of losses Section 80

INTRODUCTION
Under this chapter we will learn about the treatment of the losses suffered by the assessee. The
losses can be set off against income earned from some other source of income and if could not be
set off, then such losses can be carried forward. In this chapter we will learn the rules to set off
and carry forward of losses.

INTRA HEAD SET OFF: SECTION 70
Loss from one source of income can be set off against any income of other sources under the
same head of Income, but exceptions to this are:
1) Losses from the speculative business can be set off only against incomes of speculative

business.
2) Losses from owning and maintaining race horses can be set only from income of owning and

maintaining race horses.
3) Loss of long-term Capital Asset is allowed to be set off against the Income of long-term Capital

Asset only. But loss of short-term Capital Asset is allowed to be set off from Income of long term
Capital Asset or Income of short term Capital Asset.

4) No kind of loss can be set off against Casual Income.
5) No kind of loss is allowed to be set off from a source of Income, the Income of which is not

taxed.
6) Loss from the specified business referred in Section 35AD can be set off from Income of some

other specified business referred in Section 35AD.
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SOLVED  ILLUSTRATIONS

Illustration 1 Rs. Illustration 2 Rs.
PGBP(Speculation business) 2,00,000 PGBP(Speculation business) (1,00,000)
PGBP(Trading business) (1,00,000) PGBP(Trading business) 2,00,000
PGBP income 1,00,000 PGBP income 2,00,000

Illustration 3 Illustration 4
LTCG (1,00,000) LTCG (1,00,000)
STCG 2,00,000 LTCG 2,00,000
Capital Gains income 2,00,000 Capital Gains income 1,00,000

Illustration 5 Illustration 6
House Property SO (1,50,000) Cloth business (50,000)
House Property LO 2,00,000 Steel business 75,000
HP Income 50,000 PGBP income 25,000

Illustration 7 Illustration 8
Speculation business (80,000) Speculation business income 2,00,000
Normal business 1,00,000 Normal business income (1,25,000)
PGBP income 1,00,000 PGBP income 75,000

Illustration 9 Illustration 10
Speculative in FOREX (2,00,000) LTCG on Sale of House (80,000)
Speculative in Shares 5,00,000 STCG on Sale of Gold 2,00,000
PGBP income 3,00,000 Capital Gains income 2,00,000

Illustration 11 Illustration 12
LTCG on Sale of House 2,00,000 STCG on Sale of Land (90,000)
LTCG on Sale of Gold (1,00,000) LTCG on Sale of House 1,00,000
Capital Gains income 1,00,000 Capital Gains income 10,000

Illustration 13 Illustration 14
Card Games on Diwali Night (50,000) Dividends from RIL 5,000
Card Games on New Year Night 80,000 Card Games (10,000)
Card Games income 80,000 Income from Other Sources NIL

INTER HEAD SET OFF: SECTION 71
If there is a loss under one head of income and income under different heads of income, then they
are allowed to be set off but the exceptions are:
1) Losses from the Speculation business can be set off only from such income.
2) Losses from owning and maintaining of Race Horses can be set off only from such income.
3) Loss under the head ‘Capital Gains’ can be set off only from the income of Capital Gains.
4) No loss is allowed to be set off from a source, the income of which is not taxed.
5) As per Section 71(4) loss under the head ‘Profit and Gain from business / Profession’ (PGBP)

cannot be set off from income under the head ‘Salary’. Similarly unabsorbed depreciation
cannot be set off from Salary income.

6) As per Section 73A any loss computed in respect of the specified business mentioned in
Section 35AD shall only be set off against Profits and Gains of any other specified business.



CHAPTER 11 TREATMENT OF LOSSES
367

7) Section 71(3A) if assessee has incurred loss under the head of house property then
such loss can be set off from income from any other head. However maximum loss
that can be set off has been restricted to `2,00,000. Any loss exceeding `2,00,000
shall be carry forwarded.

Example: Mr. A submits following particulars pertaining to the AY 2018-2019 i.e. PY 2017-2018:
Particulars `

Income from salary 4,00,000
Loss from self-occupied property (-)70,000
Loss from let-out property (-) 1,50,000
Business loss (-)1,00,000
Bank interest (FD) received 80,000

Compute the total income of Mr. A for the AY 2018-2019 i.e. PY 2017-2018.

SOLUTION Computation of total income of Mr. A for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount (`) Amount (`)

Income from salary 4,00,000
Loss from house property of `2,20,000 to be restricted
to `2 lakhs by virtue of section 71(3A)

(-) 2,00,000 2,00,000

Balance loss of `20,000 from house property to be
carry forward to next assessment year

Income from other sources (interest on fixed deposit
with bank)

80,000

Business loss set-off (-) 1,00,000 -

Particulars Amount (`) Amount (`)
Business loss of `20,000 to be carried forward
Gross total income [See Note below] 2,00,000
Less: Deduction under Chapter VI-A Nil
Total income 2,00,000

Gross Total Income includes salary income of `2,00,000 after adjusting loss of `2,00,000 from
house property. The balance loss of `20,000 from house property will be carried forward.
Business loss of `1,00,000 is set off against bank interest of `80,000 and remaining business
loss of `20,000 will be carried forward as it cannot be set off against salary income.

AMENDMENT FROM
AY 2018-2019
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NOTES:
1. Losses can be set off from the clubbed incomes.
2. Inter head adjustment is made only when the Net Income computed under the head is a loss.

Such adjustment is possible only after intra source adjustment has been done to the maximum
possible extent. In simple words, intra head set off is mandatory before inter head set off.

3. The schemes of intra head and inter head set off is mandatory. Assessee cannot choose to
carry forward the loss instead of set off in the same PY. However, no sequence of inter head set
off has been given in the Act. Assessee can set off in a manner, which is most beneficial to him
from the tax liability point of view.

Illustration 15 Illustration 16
PGBP (2,00,000) PGBP 3,00,000
CG 3,00,000 CG (2,00,000)
Total income 1,00,000 Total income 3,00,000

Illustration 17 Illustration 18
CG (2,00,000) CG 3,00,000
Speculation business 3,00,000 Speculation business (2,00,000)
Total income 3,00,000 Total income 3,00,000

Illustration 19 Illustration 20
Agriculture income (2,00,000) Agriculture Income 3,00,000
Trading business 3,00,000 Trading business (2,00,000)
Total income 3,00,000 Total income (2,00,000)

Illustration 21 Illustration 22
PGBP (37,000) PGBP (50,000)
Lottery 1,00,000          Salary income 3,00,000
Total income 1,00,000 Total income 3,00,000

Illustration 23 Illustration 24
HP (1,50,000) PGBP (80,000)
Salary income 5,00,000 HP 2,00,000
Total income 3,50,000 Total income 1,20,000

Illustration 25 Illustration 26
Share business (speculation) 2,00,000 Owning of Race Horses (10,000)
House property (1,50,000) PGBP income 2,00,000
Total income 50,000 Total income 2,00,000

Illustration 27 Illustration 28
House Property (2,50,000) HP income (1,50,000)
Agriculture income 6,00,000 LTCG income 2,00,000
Total income (2,50,000) Total income 50,000

MANDATORY FILING OF ITR TO DO CARRY FORWARD OF LOSSES:
SECTION 80
After doing set off of loss, if assessee still has a loss then such loss of one financial year can be
carried forward to the next financial year only if the Income Tax Return has been filed as per due
dates mentioned under Section 139(1). If not, then the loss will not be allowed to be carried
forward.
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Income Tax Return has to be filed on or before the due date mentioned under Section 139(1) in the
case of following losses:
(1) Loss of business under Section 72
(2) Loss of Speculative business under Section 73
(3) Loss of specified business as referred under section 73A
(4) Loss of Capital Gains under Section 74
(5) Loss of owning and maintaining Race Horses under Section 74A

However,
(1) Loss of House Property
(2) Unabsorbed depreciation of business and Profession and
can be carried forward if Income Tax Return has not been filed as per Section 139(1).

CARRY FORWARD AND SET OFF OF LOSS FROM HOUSE PROPERETY
SECTION 71B
1) If there has been a loss under the head of ’House Property’ then such loss can be set off against

income of some other head. If there is no income under any other head, then loss can be
carried forward to the next year.

2) In next year, the brought forward loss of the preceding year can be set off only against income
from House Property of that year.

3) If loss could not be set off, then such a loss can be carried forward for eight years following the
year when loss was first computed.

4) Loss of House Property can be carried forward even if assessee has not filed ITR by the due
date as given in Section 139(1).

5) There is no condition that an assessee should own the house for which the loss is to be carried
forward.

CARRY FORWARD AND SET OFF OF BUSINESS LOSSES: SECTION 72
1) Business loss other than Speculation loss, which could not be set off during any year, shall be

carried forward to the next year and set off against income from PGBP of that year.
2) The term business loss will not include

a) unabsorbed depreciation,
b) unabsorbed Capital Expenditure on scientific research and
c) unabsorbed Capital Expenditure on family planning promotion

3) Loss shall be carried forward to the next year and set off against the income from business or
Professions carried on by the assessee for that year. This business can be Speculative or
Non-speculative business.

4) This means that the loss of normal business can be set off from the speculation incomes but
vice a versa is not possible.

5) Loss of business can be set off from the incomes from the professions being carried on by the
assessee.

6) Loss can also be set off against an Income, which arises due to business activity, but it is not
charged under the head of PGBP.

7) Business loss can be carried forward for eight years following the year when loss was first
computed

8) Business may or may not be continued for which the carry forward and set off is desired.
9) Loss of business shall be allowed to be carried forward only if ITR has been filed as per the

time period mentioned in Section 139(1).
10) To have a carry forward and set off of loss of business, the assessee must be the same.
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Illustration 29: A company takes over the business of XYZ Partnership firm. The firm had brought
forward losses of `2,00,000. The loss same cannot be carried forward and set off by the
Partnership firm since the assessee has changed.

But following are the exceptions to this rule:
a) In case of succession on account of inheritance, losses are allowed to be carried forward and

set off.
b) Losses of amalgamating company are allowed to be carried forward and set off by the

amalgamated company.
c) Losses of demerged company are allowed to be carried forward by the resulting company.
d) In case of succession of firm by the company and fulfillment of conditions of Section 47 the loss

can be carried forward.
e) In case of succession of Proprietorship business by the company and fulfillment of conditions of

Section 47 the loss can be carried forward.

Priority of set off, when Assessee has brought forward losses
1) Current year’s depreciation, current year’s Capital Expenditure on scientific research and

current year’s Capital Expenditure on family planning.
2) Brought forward business loss.
3) Brought forward Depreciation, brought forward Capital Expenditure on scientific research and

brought forward Capital Expenditure on family planning.

CARRY FORWARD AND SET OFF OF SPECULATION BUSINESS
LOSSES: SECTION 73
1) Loss of a speculation business shall be set off only against the profits of another speculation

business.
2) The loss can be carried forward for four years following the year when loss was first computed.
3) In this case there is no condition that the same Speculative business must be carried on.
4) To have carry forward and set off, the assessee must be the same and exceptions discussed

above shall also apply.
5) Loss shall be allowed to be carried forward and set off only if ITR has been filed as per the time

period mentioned under Section 139(1).

SPECULATIVE BUSINESS: SECTION 43(5): Means a business in which a contract for the
purchase or sale of any commodity including stocks and shares is settled otherwise than by the
actual delivery or transfer of the commodity or scripts.

EXPLANATION TO SECTION 73: In case of a company deriving its Income mainly under the
head of PGBP (other than a company whose principal business is business of trading in shares or
banking or granting of loans and advances), any part of its business consisting of purchase or sale
of shares shall be deemed to be speculation business for the purpose of this section.

CARRY FORWARD AND SET OFF OF LOSS OF THE SPECIFIED
BUSINESS MENTIONED UNDER SECTION 35AD: SECTION 73A
1) Any loss in the specified business shall be set off only against profits of any other specified

business.
2) The loss which cannot be set off will be carried forward for set off against profits from any

specified business in the following year.
3) Loss shall be carried forward for unlimited period of time.
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4) Loss of the assessee on the account of specified business claiming deduction u/s 35AD would
be allowed to be set off against the profits of another specified business, whether or not the
latter is eligible for deduction u/s 35AD

CARRY FORWARD AND SET OFF OF LOSS UNDER CAPITAL GAINS:
SECTION 74
1) Loss of long-term Capital Asset can be set off only against income of long term Capital Asset

but loss of short-term Capital Asset can be set off against income of long-term Capital Asset or
income of short-term Capital Asset under Section 70.

2) The loss can be carried forward for eight years following the year when loss was first computed
3) Loss can be carried forward only if ITR has been filed as per time period mentioned under

Section 139(1).

CARRY FORWARD AND SET OFF OF LOSS FROM THE ACTIVITY OF
OWNING AND MAINTAINING RACE HORSES: SECTION 74A
1) Loss from activity of owning and maintaining of Race Horses can be set off only from the

income of same activity.
2) The loss can be carried forward for four years following the year when loss was first computed.
3) The carry forward of loss is permissible only if the assessee continues the activity of owning

and maintaining of Race Horses. This is because loss cannot be set off from the income of any
other activity.

4) Loss shall be allowed to be carried forward and set off only if ITR has been filed as per time
period mentioned under Section 139(1).

SET OFF AND CARRY FORWARD OF UNABSORBED DEPRECIATION:
SECTION 32(2)

CIT V Virmani Industries (P.) Ltd. [1995] 83 Taxman 343 (SC) : The Hon’ble Supreme Court has
set the following rules for set off and carry forward of unabsorbed depreciation

Step 1: Where there is current year’s depreciation relating to a business it should be set off from
the profits the same business.

Step 2: If full depreciation cannot be set off under Step 1 such depreciation which could not be set
off would be known as unabsorbed depreciation and such unabsorbed depreciation shall
be set off against the profits of any business or from income of profession carried on by
the assessee during the current previous year.

Step 3: If still full depreciation cannot be set off under Step 2, then it can be set off from the
incomes of any other head of income, except from the income under the head ‘Salary and
Casual Incomes’

Step 4: If full deprecation cannot be set off under Step 3, then it shall be carried forward to next
previous year.

Step 5: Add such unabsorbed depreciation to the amount of depreciation of such previous year in
which it has been brought forward. Brought forward depreciation shall be treated as part
of current year’s depreciation. Now set off aggregated depreciation as per Steps 1-3.

Step 6: Repeat Steps 1 to 5 without any time limits. This means that unabsorbed depreciation can
be carried forward for unlimited period of time.

However Steps 5 and 6 are subject to the conditions of Section 72(1). This means that if there is
any brought forward loss of the business then it shall be set off in priority to such unabsorbed
depreciation.
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NOTE: Business may or may not be carried on for which there is unabsorbed depreciation and for
which set off is claimed.

BF LOSSES MUST BE SET OFF IN IMMEDIATELY SUCCEEDING YEARS : Losses which are
carried forward must be set off against the income of the immediately succeeding year/years in
which income is available. If carry forward loss is not set off in the immediately succeeding year in
which income is available, then it cannot be set off in later year.

Illustration 30: Mr. J has incurred brought forward business loss of `4,00,000 during the PY
2017-2018 and has earned the following business income during the PY 2017-2018
(1) `5,00,000
(2) `2,50,000
What will happen if he does not set off loss in PY 2017-2018 and wishes to set off losses in the PY
2018-2019?

Solution:
(1) If the income of the year 2017-2018 is `5,00,000 and brought forward loss of `4,00,000 from

the year 2016-2017 is not set off then such loss cannot be carried forward to any of the
following years.

(2) If the income of the year 2017-2018 is `2,50,000 and brought forward loss of `4,00,000 from
the year 2016-2017 is not set off, then such loss of `2,50,000 cannot be carried forward to any
of the following years. However loss of `1,50,000 can be carried forward.

SOLVED ILLUSTRATIONS
Illustration 31 : Mr. A submits the following particulars

Particulars `
Income from salary
Loss from self-occupied property
business loss

Bank interest (FD) received

4,00,000
(-) 70,000

(-) 1,00,000
80,000

Compute the taxable income of Mr. A for the AY 2018-2019 i.e. PY 2017-2018.

Solution : Computation of taxable income of Mr. A for the AY 2018-2019 i.e. PY 2017-2018
Particulars Amount (`) Amount (`)
Income from salary
Income from House Property
Business income
Income from other sources (interest on fixed deposit with bank)
Business loss to be carried forward
Gross total income [See Note below]
Less: Deduction under Section 80C to 80U
Taxable income

4,00,000
(70,000)

(1,00,000)
80,000

(20,000)

3,30,000

-
3,30,000

Nil
3,30,000

Note: Gross Total Income includes salary income of `3,30,000 after adjusting House Property loss.
Business loss of `1,00,000 is set off against bank interest of `80,000 and remaining business loss
of `20,000 will be carried forward as it cannot be set off against Salary Income.
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Illustration 32: Mr. B furnishes the following particulars for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from salary (Net)
Income from House Property
Income from business – non-speculative
Income from speculative business
Short-term Capital gains
Long-term Capital gains

45,000
(24,000)
(22,000)

(4,000)
(25,000)

19,000

Solution: The total income for the AY 2018-2019 i.e. PY 2017-2018 is calculated as under:
Particulars Amount ` Amount `
Income from salaries
Income from House Property
Profits and gains of business and profession
Business loss to be carried forward [Note 1]

Speculative loss to be carried forward [Note 2]
Capital Gains
Long-term Capital gain
Short-term Capital loss
Short-term Capital loss to be carried forward [Note 3]
Taxable income

45,000
(24,000)

(22,000)
(4,000)

19,000
(25,000)

21,000

(26,000)

(6,000)
21,000

Note 1: Business loss cannot be set-off against salary income. Therefore, loss of `22,000 from
the Non-speculative business cannot be set off against the income from salaries. Hence,
such loss has to be carried forward to the next year for set-off against business profits.

Note 2: Loss of `4,000 from the Speculative Business can be set off only against the income from
the Speculative Business. Hence, such loss has to be carried forward.

Note 3: Short-term Capital loss can be set off against both short-term Capital gain and long-term
Capital gain. Therefore, short-term Capital loss of `25,000 can be set-off against long-
term Capital gains to the extent of `19,000. The balance short-term Capital loss of `6,000
cannot be set-off against any other income and has to be carried forward to the next year
for set-off against Capital gains, if any.

Illustration 33: Mr. C has the following income and the brought forward losses
Particulars `

Short-term Capital gains on sale of shares
Long-term Capital loss of AY 2016 - 2017
Short-term Capital loss of AY 2017 - 2018
Long-term Capital gain

1,50,000
(96,000)
(37,000)

75,000
What is the Capital gain taxable in the hands of Mr. C for the AY 2018-2019 i.e. PY 2017-2018 ?

Solution: The Capital gains taxable are as under:
Particulars ` `

Short-term Capital gains on sale of shares
Less: Brought forward short-term Capital loss of the AY 2017 - 2018
Long-term Capital gain
Less: Brought forward long-term Capital loss of AY 2016 - 2017
[See Note below]
Taxable short-term Capital gains

1,50,000
(37,000)

75,000
(75,000)

1,13,000

Nil

1,13,000
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Note: Long-term Capital loss cannot be set off against short-term Capital gain. Hence, the
unadjusted long term Capital loss of AY 2015-2016 of `21,000 (i.e. `96,000 – `75,000) has to be
carried forward to the next year to be set-off against long-term Capital gains of that year.

Illustration 34: Mr. D has the following income for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from the activity of owning and maintaining the Race Horses
Income from textile business
Brought forward textile business loss
Brought forward loss from the activity of owning and maintaining the Race Horses
(relating to AY 2015-2016)

75,000
85,000
50,000
96,000

What is the taxable income in the hands of Mr. D for the AY 2018-2019 i.e. PY 2017-2018

Solution : The taxable income is calculated as under:
Particulars ` `

Income from the activity of owning and maintaining Race Horses
Less: BF loss from the activity of owning and maintaining Race Horses
Loss from the activity of owning and maintaining Race Horses to be carried
forward to AY 2018-2019
Income from textile business
Less: Brought forward business loss from textile business.
Taxable business income

75,000
96,000

(21,000)

85,000
50,000 35,000

35,000

Note: Loss from the activity of owning and maintaining Race Horses cannot be set-off against any
other source/head of income.

Illustration 35: Mr. E has furnished his details for the AY 2018-2019 i.e. PY 2017-2018 as under:
Particulars `

Income from salaries
Income from speculation business
Loss from non-speculation business
Short-term Capital gain
Long-term Capital loss of AY 2016 - 2017
Winning from lotteries

1,50,000
60,000

(40,000)
80,000

(30,000)
20,000

What is the taxable income of Mr. E for the AY 2018-2019 i.e. PY 2017-2018?

Solution: Computation of taxable income of Mr. E for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Income from salaries
Income from speculation business
Less: Loss from non-speculation business
Short-term Capital gain
Winning from lotteries
Taxable income

60,000
(40,000)

1,50,000

20,000
80,000
20,000

2,70,000

Note: Long-term Capital loss can be set off only against long-term Capital gain. Therefore, long-
term Capital loss of `30,000 has to be carried forward to the next assessment year.
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Illustration 36: Compute the GTI of Mr. F for the AY 2018-2019 i.e. PY 2017-2018 from the
information given below

Particulars `
Net income from House Property
Income from Business (before provided for depreciation)
Short-term Capital gains on sales of shares
Long-term Capital loss from sale of property (brought forward from AY 2017-2018)
Income from Tea business
Dividend from Indian companies carrying on agricultural operations
Current year depreciation
Brought forward Business loss (loss incurred six years ago)

1,25,000
1,35,000

56,000
(90,000)
1,20,000

80,000
26,000

(45,000)

Solution : GTI of Mr. F for the AY 2018-2019 i.e. PY 2017-2018 is calculated as under:
Particulars ` `

Income from House Property
Income from business

Profits before Depreciation
Less: Current year Depreciation
Less: Brought forward business loss

Income from Tea business (40% is business income)
Income from the Capital gains
Short-term Capital gains
Long-term Capital loss from property (cannot be set off)
Gross Total Income

1,35,000
26,000
45,000
64,000
48,000

56,000
NIL

1,25,000

1,12,000

2,93,000

Note: Dividend from Indian companies is exempt from tax. 60% of the income from Tea Business
is treated as agricultural income and, therefore, exempt from tax.

Illustration 37: The summarized PL Account of Mr. J for the PY ended 31/3/2018 is as under:
Particulars ` Particulars `

To Expenses 4,20,000 By Gross Profit 6,00,000
To Net Profit 2,80,000 By Dividends (from Indian Listed Companies) 1,00,000
Total 7,00,000 Total 7,00,000

The following further information was provided for the same previous year:
Particulars `

J had other  business (Proprietary) – Cloth Trade (Loss) 42,000
Speculation (Profit) 30,000

Loss in Proprietary  business carried on in the name of his minor son 45,000
He had carried forward loss in Electrical Spares Business for AY 2017-2018
which  business was closed down (ITR filed in time)

39,000

Income of Mrs. J 55,000

Compute taxable income of Mr. J for AY 2018-2019 i.e. PY 2017-2018. November 2003 - 9 marks



CHAPTER 11 TREATMENT OF LOSSES
376

Solution: Computation of taxable income of J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Net profit as per Profit and Loss Account 2,80,000
Less : Dividends 1,00,000 1,80,000
Less : Loss from cloth trade 42,000
Loss from  business of minor 45,000
Brought forward loss of electric spare  business 39,000 1,26,000
Business Income 54,000
Speculation Profits 30,000
Taxable income 84,000

Illustration 38: From the following particulars of Mr. Naresh for PY ending 31/3/2018, compute for
the AY 2018-2019 i.e. PY 2017-2018 the income under each head, and the taxable income with
reasons and also explain the provisions of carry forward of such loss, that could not be absorbed.
(1) Income from Business (Proprietary concern)

(a) Net adjusted profit from Textile Trade `20,000
(b) Net adjusted loss from Automotive Trade `30,000
(c) Loss in shares traded (delivery was never taken of shares) `40,000

(2) Negative income from House Property `25,000
(3) Capital Gains:

(a) Short-term Capital loss `20,000
(b) Long-term Capital gain `30,000

May 2003 - 7 marks
Solution: Computation of taxable income of Mr. Naresh

Particulars ` `
Income from House Property (-)25,000
Income from  business other than speculation  business :

Textile Trade 20,000
Automotive Trade (-)30,000 (-)10,000

Loss in Speculation  Business (share trading) (-) 40,000
Capital Gains

Short-term Capital Loss (-)20,000
Long-term Capital Gains 30,000 10,000

Taxable Income (-) 65,000

Note: Naresh may set off his House Property loss or business loss against the income under
Capital Gains. If he sets off business loss against Capital Gains income, then, House Property loss
of `25,000 will be carried forward, otherwise, House Property loss of `15,000 and business loss of
`10,000 may be carried forward. This option should be exercised looking the future expectancy of
income under the various heads. However, if he wants to carry forward business loss, then, he will
have to furnish return of income.

Illustration 39: Mr. J submits the following particulars of his income for the AY 2018-2019 i.e. PY
2017-2018. You are required to find his gross total income.

Particulars `
Income from the let out house (Computed) 12,000
Loss from self occupied house 14,000
Profit of  Business of Publication of Books 45,600
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Speculation income 8,000
Short-term Capital gains 26,000
Long-term Capital gains 4,000
Dividend from Indian company 4,000
Winnings in Card Game 8,000

The items brought forward for set-off are:
Particulars `

Loss from Sugar Mill of AY 2011-2012 which is discontinued 13,000
Loss from Publication  Business of AY 2010-2011 9,000
Loss in Card Game of AY 2011-2012 4,000
Speculation loss of AY 2015-2016 24,000
Short-term Capital loss of AY 2010-2011 12,000
Long term Capital loss of AY 2009-2010 14,000

Solution: Computation of Gross Total Income of Mr. J
Particulars `

Income from House Property (`12,000 – `14,000, being loss from SO-HP (`2,000)
Income from  Business and Profession:
(i) General  Business (Publication  Business profit `45,600 – B/F Loss of sugar mill
`13,000 – B/F Loss of Publication  Business `9,000)
(ii) Speculation  Business (Profit `8,000 – B/f `24,000). Balance Loss of `16,000
shall be carried forward.

`23,600

NIL
Capital gains (STCG `26,000 + LTCG `4,000 – B/F short-term Capital loss
`12,000) (B/F long-term Capital loss cannot be set off, on account of expiry of time
limit of eight years) `18,000
Income from other sources (winnings in Card Game, B/F loss cannot be set off) `8,000
Gross total income `47,600

Illustration 40: Compute Gross Total Income of Mr. J for AY 2018-2019 i.e. PY 2017-2018:
Particulars `

Taxable income from House Property 32,000
Profit from personal business 1,00,000
Speculation profits 32,000
Short-term Capital gain 72,000
Long-term Capital gain on sale of land (STT not paid) 68,000
Long-term Capital loss on sale of shares 56,000
Brought forward from preceding assessment years :

(a) Business loss of AY 2013-2014
(b) Speculation Loss of AY 2014-2015
(c) Long-term Capital loss of AY 2010-2011

1,60,000
60,000
52,000

Solution: Computation of Gross Total Income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from House Property 32,000
Income from  Business and Profession
General  Business (`1,00,000 – B/F loss `1,60,000) – `60,000 to be C/F
Speculation  Business (`32,000 – B/F loss `60,000) – `28,000 can’t be C/F since

Nil
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4 years have lapsed Nil
Capital Gains :
Short-term Capital Gains
Long-term Capital Gains
(`68,000 – Current year long term Capital loss `56,000 – B/F LTCL `52,000)
The Balance LTCL of AY 2009-2010 `40,000 cannot be c/f as eight years' time
limit will be expired

72,000

Gross total income 1,04,000

CHAPTER AT A GLANCE
1) Loss from one source can be set-off against income from another source under the same head

in the same year except
a) Speculation loss.
b) Long-term Capital loss.
c) Loss from owning and maintaining Race Horses.
d) No loss to be set off from income which is exempt from Tax
e) No loss to be set off from income of Lotteries, Card Games, Races etc.
f) Loss of PGBP cannot be set off from salary income
g) Loss of specified business can be set off only from income of another specified business.

2) Loss under one head of income can be set-off against income under another head of income in
the same year except those which are mentioned in 1) above.

3) The question of computing loss under the head `salaries’ does not arise.  Under all other
heads, there is a possibility that the net result of computation is a loss.  Such loss remaining
unabsorbed after set-off can be carried forward up to eight assessment years (four years in the
case of loss from the activity of owning and maintaining Race Horses and speculation
business loss) to be set-off against income under the same head.

4) Speculation loss, long-term Capital loss and loss from the activity of owning and maintaining
Race Horses can be set-off only against income of the same nature.

5) Carry forward benefit of Business loss; Speculation loss; Loss under `Capital Gains’ and loss
from the activity of owning and maintaining Race Horses can be availed only if the return of
loss is furnished within the due date u/s. 139(1).  This condition does not apply to unabsorbed
depreciation u/s. 32(2) and loss from House Property u/s. 71B.
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CHAPTER 12 - DEDUCTIONS FROM GROSS TOTAL INCOME
(Chapter VI-A of Income Tax Act, 1961)

LEARNING OBJECTIVES
 To understand the provisions of various deductions allowed from GTI (gross total income) before

calculating taxable income.

SECTIONS DISCUSSED IN THIS CHAPTER
Deduction for the investments made and savings done Section 80C
Deduction in respect of contribution to certain pension fund Section 80CCC
Deduction for contribution to new pension scheme of Central Government Section 80CCD
Limit on aggregate deductions under Sections 80C, 80CCC and 80CCD Section 80CCE
Deduction for investment in equity shares under Rajiv Gandhi Equity Scheme Section 80CCG
Deduction in respect of medical insurance premium Section 80D
Deduction for maintenance of a dependent who is a person with disability Section 80DD
Deduction in respect of medical treatment of specified disease. Section 80DDB
Deduction in respect of repayment of loan taken for the higher education Section 80E
Deduction for interest on loan in case of acquisition of new residential house Section 80EE
Deductions in respect of donations paid Section 80G
Deduction in respect of the rent paid Section 80GG
Deduction of the donations for scientific research or rural development Section 80GGA
Deduction to Indian company for any sum contributed to any political party Section 80GGB
Deduction to assessee other than Indian company for any sum contributed to
any political party

Section 80GGC

Deduction in respect of the employment of the new workers Section 80JJAA
Deduction of royalty income of authors of books other than the textbooks Section 80QQB
Deduction in respect of royalty on patents Section 80RRB
Deduction for interest on savings account Section 80TTA
Deduction allowed to physically handicapped person Section 80U
Deduction of incomes of newly established undertakings located in SEZ Section 10AA

INTRODUCTION
Tax is calculated on the total income which is calculated by giving deduction under Section 80C to
80U from GTI (Gross Total Income). Deductions from Sections 80C to Sections 80GGC are given
due to the savings and investments done by the assessee and deductions from Sections 80IA to
Sections 80U cover certain income earned by the assessee.

GENERAL PROVISIONS: SECTION 80A
1) Section 80A(1) provides that in computing the total income, an assessee shall be allowed

deductions specified in Sections 80C to 80U from gross total income.
2) Section 80A(2) provides that the aggregate amount of the deductions shall not exceed the

gross total income of the assessee. Thus, an assessee cannot have a loss as a result of the
deductions.
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Illustration 1: Compute total income for the AY 2018-2019 i.e. PY 2017-2018 of Mr. X:
1) Income under the head Salary `1,20,000
2) Income under the head House Property `60,000
3) Agriculture Income from land in India `5,00,000
4) Deduction under section 80C to 80U `2,00,000

Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary 1,20,000
Income from house property 60,000
Income from business and profession NIL
Income from capital gains NIL
Income from other sources : Agriculture Income Exempt u/s 10(1)
Gross Total Income 1,80,000
Less: Deduction u/s 80C to 80U 1,80,000 (restricted to GTI)
Taxable Income / Total Income NIL

3) Section 80A(4) provides that no double benefit shall be allowed - If any person claims
deduction under Section 10AA then the person shall not be allowed to claim deduction for the
same income under any provision of Sections 80C to 80U.

4) Section 80A(5) provides that the deduction not claimed, shall not be allowed - No deduction
shall be allowed under Section 10AA or Section 80C to 80U if deductions have not been
claimed by the assessee in the Income Tax Return (ITR).

DEDUCTIONS FROM NET INCOME: SECTION 80AB
The deductions specified in the aforesaid sections will be calculated with reference to the taxable
income. Taxable income means income as adjusted by clubbing of incomes and set off and carry
forward of losses.

SUMMARY OF PROVISIONS
In computing the total income of an assessee there shall be allowed from gross total income (GTI)
deductions as specified under Section 80C to Section 80U. Income after deductions is known as
total income, or in other words taxable income. It may be computed as under:

Income from salary
PLUS Income from house property
PLUS Income from business or profession
PLUS Income from capital gain
PLUS Income from other sources
PLUS Clubbing on income, which belong to others
LESS Set off and carry forward Losses

GROSS TOTAL INCOME (GTI)
LESS: Deductions under Sections 80C to 80U

TOTAL INCOME (TI)

These deductions are however not allowed from
a) long-term capital gain taxable under section 112
b) short-term capital gains taxable under Section 111A
c) casual incomes taxable under section 115BB and
d) income from specified business taxable under Section 35AD.

Total amount of deductions cannot exceed GTI which is calculated as above.
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Illustration 2 : Compute total income for the AY 2018-2019 i.e. PY 2017-2018 of Mr. X:
1) Income under the head Salary `1,20,000
2) Income under the head House Property `60,000
3) Long term capital gains u/s 112 `2,20,000
4) Short term capital gain under section 111A `1,10,000
5) Winnings from card games `90,000
6) Deduction under section 80C to 80U `2,00,000

Calculation of Taxable Income for AY 2018-2019 i.e. PY 2017-2018
Heads of Income `

Income from salary 1,20,000
Income from house property 60,000
Income from business and profession NIL
Income from capital gains
LTCG u/s 112
STCG u/s 111A

2,20,000
1,10,000

Income from other sources
Winnings from card games 90,000
Gross Total Income 6,00,000
Less: Deduction u/s 80C to 80U 1,80,000 (restricted to ordinary incomes)
Taxable Income / Total Income 4,20,000

Illustration 3 : Mr. A, aged about 61 years, has earned a lottery income of `1,20,000 (gross)
during the AY 2018-2019 i.e. PY 2017-2018. He also has interest on Fixed Deposit of `30,000. He
invested an amount of `10,000 in Public Provident Fund account and `24,000 in National Saving
Certificates. What is the total income of Mr. A for the AY 2018-2019 i.e. PY 2017-2018

Solution : Computation of total income of Mr. A for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from other sources
- Interest on Fixed Deposit 30,000
- lottery income 1,20,000
Gross Total Income 1,50,000
Less: Deductions under Chapter VIA [See Note below]
Under section 80C
- Deposit in Public Provident Fund
- Investment in National Saving Certificate

10,000
24,000

Restricted to 30,000
Total Income 1,20,000

Note: Though the value of eligible investments is `34,000, however, deduction under Chapter VIA
cannot exceed the gross total income exclusive of long term capital gains, short-term capital gains
covered under section 111A, winnings of lotteries etc of the assessee.

Therefore, the maximum permissible deduction u/s 80C = `1,50,000 – `1,20,000 = `30,000.
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DEDUCTION FOR THE SAVINGS DONE AND INVESTMENTS MADE :
SECTION 80C
 Deduction shall be allowed to an individual (whether resident or non-resident)
 Deduction shall be allowed to HUF (whether resident or non-resident).
 Deduction shall be allowed for savings or investments done.
 These savings and investments can be made from taxable income or from exempted income.
 Deduction shall be lower of:

(a) Investments and savings done or
(b) `1,50,000 p.a.

a) National Savings Certificates VIII Issue or IX issue:
(1) Subscription by individual in his / her own name to National Savings Certificates VIII issue or

IX issue under Government savings certificate qualifies for deduction under Section 80C.
(2) The interest accrued is regarded as income and is taxed under the head of other sources

and such interest which is deemed to have been re-invested shall also qualify for deduction
under this section but only for first five years.

b) Deposit in Post Office Schemes:
(1) Deposit in 10 year account or 15 year account under Post Office Savings Bank (Cumulative

Time Deposit) Rule 1959 qualify for deduction under Section 80C.
(2) Amount can be invested in the name of self, spouse or children.
(3) HUF can invest the amount in the name of any of its members.

c) Public Provident Fund:
(1) Deposit in Public Provident Fund account qualifies for deduction under Section 80C.
(2) The account can be operated in the name of self, spouse or children.
(3) HUF can operate account in the name of any member of the family.
(4) There is no maximum limit for the investment under Income Tax Act but there is a limit of
`1,50,000 pa per account under the Public Provident Scheme.

d) Employee’s Provident Fund:
(1) Employee’s contribution to a Recognized Provident Fund, Approved Superannuation Fund or

Statutory Provident Fund qualifies for deduction under Section 80C.
(2) It should not be a repayment of loan taken out of Provident Fund.

e) Investment in ULIP plans:
(1) Investment in Unit Linked Insurance Plan 1971 of UTI (ULIP) or Unit Linked Insurance Plan

of LIC Mutual Fund (i.e. Dhanraksha scheme of LIC Mutual Fund) qualifies for deduction
under Section 80C.

(2) The amount can be invested in the name of self, spouse or children.
(3) Further, for ULIP the minimum period of holding is five years.
(4) Further, the deduction allowed in the preceeding previous years (PYs) shall be deemed to be

the income of the PY in which such plan has been discontinued before completion of five
years.

f) Mutual Fund Units of UTI: Subscriptions to any Units of Mutual Fund Notified u/s 10(23D) or
the Units of UTI qualifies for deduction under Section 80C.
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g) National Housing Bank: Subscription to Notified Deposit Schemes of National Housing Bank
e.g. subscription to Home Loan Account Scheme of National Housing Bank qualifies for
deduction under Section 80C. Even accrued interest shall qualify for deduction u/s 80C.

h) Life Insurance Premium:
(1) Payment of insurance premium by an individual in connection with insurance on the life of

self, spouse or children qualifies for deduction under Section 80C.
(2) HUF can take the policy in the name of any of its members and it will qualify for deduction

under Section 80C.
(3) However, the deduction for the premium paid cannot exceed

(i) 20% of the sum assured if policy has been issued between 1/4/2003 and 31/3/2012
(ii) 10% of the sum assured if policy has been issued after 1/4/2012
(iii)15% of the sum assured if policy has been issued on or after 1/4/2013, for the benefit of

the dependent person who has been referred under Section 80U and Section 80DDB.
(4) Children include major/minor, married/unmarried, dependent or not dependent children.
(5) Further if the policy lapses before two years then deduction allowed in the preceeding PYs

shall be deemed to be the income of the PY in which such policy lapses.

Comment : Actual sum assured in relation to Life Insurance Policy means the minimum sum
assured under the policy on happening of the insured event any time during the term of policy not
taking into the account:
a) the Value of the premiums agreed to be returned or
b) any bonus under the policy

Illustration 4 : Compute deduction under section 80C for AY 2018-2019 i.e. PY 2017-2018 in
respect of life insurance premium paid by Mr. Ganesh the details of which are given hereunder

Date of issue of policy Person insured sum assured (`) Premium Paid (`)
1/4/2011 Self 3,00,000 40,000
1/5/2014 Spouse 1,50,000 20,000
1/6/2015 Handicapped Son

(section 80U disability)
4,00,000 80,000

SOLUTION
Policy issued on Person insured Sum assured (`) Premium Paid (`) Deduction u/s 80C (`)

1/4/2011 Self 3,00,000 40,000 40,000 (20%)
1/5/2014 Spouse 1,50,000 20,000 15,000 (10%)
1/6/2015 Handicapped son

(section 80U)
4,00,000 80,000 60,000 (15%)

Total 1,15,000

i) Education expenses:
(1) Payment of tuition fees for children to school, college, university or any other educational

institution in India qualifies for deduction under Section 80C.
(2) The fees should have been paid in connection with the children of the assessee and further

deduction is available for maximum of two children
(3) Education expenses should be for whole time education.
(4) Children shall include adopted children and step children.
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j) Repayment of Loan for House:
(1) Repayment of the principal amount borrowed by the assessee for the purposes of purchase

or construction of a residential house property qualifies for deduction under Section 80C.
(2) The amount can be borrowed from the Central Government or any bank or Life Insurance

Corporation or National Housing Bank or other notified persons.
(3) It will not include any payment towards interest or payment towards loan taken for additions,

alterations or repairs etc of the house property.
(4) Further, such new house should not be sold off within the period of five years. If sold within

five years then deduction allowed in the preceeding previous years shall be deemed to be
the income of the PY in which such new house has been sold off before lapse of five years.

(5) Registration expenses and stamp duty paid at the time of registration of the house property
is also allowed as deduction.

k) Investment in Eligible issue:
(1) Investment in equity shares or debentures etc. forming part of an eligible issue qualifies for

deduction under Section 80C.
(2) Eligible issue means an issue made by an Indian public ltd company or a public financial

institution or a mutual fund notified u/s 10(23D) provided the entire proceeds of the issue are
utilized for developing, maintaining and operating infrastructure facilities.

l) Annuity Plans:
(1) Payment for the notified Annuity Plan of LIC i.e. Jeevan Dhara, Jeevan Akshay, New Jeevan

Dhara and New Jeevan Akshay, New Jeevan Dhara 1 and New Jeevan Akshay 1 qualifies
for deduction under Section 80C.

(2) Investment should be in the name of the individual only.
(3) HUF can make investment in the name of any of its members and further there is no limit for

investment.

m) Pension Funds:
(1) Contribution to the Notified Pension Fund set up by the Mutual Fund or UTI (i.e. Retirement

Benefit Unit Scheme of UTI and Kothari Pioneer Pension Plan of Kothari Mutual Fund)
qualifies for deduction under Section 80C.

(2) The amount can be invested only by an individual in his /her own name.

n) Fixed deposits: Investment in the fixed deposits for the period of five years or more with the
schedule banks shall also be Eligible for the deduction under Section 80C provided that term
deposits are issued in accordance with a scheme notified by the Central Government.

o) Bonds of NABARD: Investments in such Bonds of NABARD as specified by the Central
Government in a special notification also qualifies for the deduction under Section 80C.

p) Senior Citizens Savings Scheme: Savings and investments in an account under the Senior
Citizens Savings Scheme Rules, 2004 qualify for deduction under Section 80C.

q) Time Deposit in the Post Office: Savings and investments as five year time deposit in an
account under the Post Office Time Deposit Rules, 1981 also qualify for deduction under
Section 80C.

r) Sukanya Samriddhi Account Scheme: Deduction shall be allowed to Individual or HUF for the
amount invested SUKANYA SAMRIDDHI ACCOUNT SCHEME
 Deduction shall be allowed to individual for the amount invested in the name of:
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a) Individual himself or herself
b) Any girl child of the individual
c) Any girl child for whom such individual is a legal guardian

 Following are the tax benefits:
a) Investment made in the scheme will qualify for the deduction
b) Interest accruing on the account shall be exempt from tax.
c) Withdrawal from the scheme shall be exempt from tax.

s) Any other investment notified under Section 80C.

Illustration 5 : Mr. J is working with ABC Ltd. and getting basic salary of `20,000 p.m. He gets DA
of 5% of basic salary which is considered for retirement purposes. Employer gives him helper
allowance of `1,000 pm which is fully saved and rent free accommodation in Delhi. He as well as
his employer has invested `5,000 pm in an recognized provident fund account. He has a house
property income of `2,40,000; business income of `1,00,000; long-term capital gains of `50,000;
winning form horse racing `80,000. He has made the following savings and investments:
1) Deposit in PPF account `11,000
2) Investment in NSC `9,000
3) Investment in KVP `5,000
4) Repaid Housing Loan `25,000, which includes `5,000 for interest
5) He has paid the LIC premium for self `18,000 on the policy `1,00,000; `21,000 for wife on the

policy of `1,00,000; `11,000 for minor son on the policy of `50,000 and `15,000  for his father-in-
law on the policy of `1,00,000. (all policies have been issued before 1/4/2012)

6) His 3 children are studying in school and colleges. Education expenses for minor son are
`6,000, for major son `10,000 which includes `5,000 for part time studies and `11,000 for her
major daughter.
Calculate the total income for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Basic salary 20,000 X 12 2,40,000
DA 5% of Basic Salary 12,000
Helper Allowance 1000 X 12 12,000
RFA u/s 17(2)(i) 15% of 2,64,000 39,600
Contribution to RPF
Exempt is lower of:
(i) Actual amount 60,000
(ii) 12% Salary 30,240

60,000
30,240 29,760

Taxable Salary 3,33,360

Calculation of taxable income
Particulars `

Income from Salary 3,33,360
Income from House Property 2,40,000
Income from PGBP 1,00,000
Income from Capital Gains 50,000
Income from Other Sources 80,000
Gross Total Income 8,03,360
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Less : Deduction under Section 80C 1,50,000
Taxable Income 6,53,360

Calculation of deduction under Section 80C
Particulars Amount invested (`) Amount qualifying for 80C (`)

PPF 11,000 11,000
NSC 9,000 9,000
KVP 5,000 Not allowed
Housing Loan including interest 25,000 20,000
LIC premium for
Self
Wife
Son
Father-in-Law

18,000
21,000
11,000
15,000

18,000
20,000
10,000
Not allowed

Education expenses
(`11,000 + `6,000)

22,000 17,000

Contribution to RPF 60,000 60,000
Total 1,65,000
Deduction shall be restricted to 1,50,000

Illustration 6 : Mr. J is working with A Ltd. getting `10,000 pm as basic salary. He participated in
KBC and won `6,40,000. He has invested `25,000 in PPF, `18,000 in NSC, `12,000 in KVP, spent
`30,000 for children’s education and has repaid housing loan of `45,000 which includes `5,000 for
interest. Further he has purchased bonds of NABARD for `50,000. Calculate his total income for
the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Total income for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Income from  Salary 10,000 X 12 1,20,000
Income from House Property NIL
Income from PGBP NIL
Income from Capital Gains NIL
Income from Other Sources (KBC) 6,40,000
Gross Total Income 7,60,000
Less : Deduction under Section 80C (restricted) 1,20,000
Total Income 6,40,000

Calculation of Deduction under Section 80C
Particulars Investment done (`) Allowed for deduction (`)

PPF 25,000 25,000
NSC 18,000 18,000
KVP 12,000 NIL
Education Expenses 30,000 30,000
Housing Loan repaid 45,000 40,000
Bonds of NABARD 50,000 50,000
Total 1,63,000
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Illustration 7 : From the following particulars in respect of Mr. J find out the deduction allowable to
him under Section 80C for the AY 2018-2019 i.e. PY 2017-2018.

Particulars `
Life Insurance Premium for the policy of `2,00,000 taken on 15/6/2017 on his own life 22,000
Contribution to Unrecognized Provident Fund 1,000
Contribution to Public Provident Fund 25,000
Subscription to National Savings Certificates IX issue 10,000
Accrued interest for one year completed National Savings Certificates IX issue 8,000
LIC premium on his mother's life policy which has been issued before 1/4/2012 5,000
Repayment of bank loan borrowed for the construction of the house 21,000

Solution: Computation of deduction allowable to Mr. J under Section 80C
Particulars `

Life Insurance premium (on his own life) max of 10% 20,000
Contribution to PPF 25,000
Subscription to National Savings Certificates IX Issue 10,000
Accrued interest for one year completed National Savings Certificates IX issue 8,000
Repayment of bank loan borrowed for the construction of the house 21,000
Total deduction allowed under Section 80C 84,000

Illustration 8 : From following, compute Total Income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Profits and Gains of Business or Profession 5,00,000
Capital Gains (Long-term) 1,00,000
Winnings from lottery (gross) 25,000
Interest on listed securities (gross) 35,000
Loss from House Property 1,60,000
Mr. J has made the following payments :
(a)Public Provident Fund
(b)LIC Premium for the policy taken for Mrs. J 's life on – Sum Assured `4,00,000
(c)Subscription to notified Bonds of NABARD
(d)Unit Linked Insurance Plan of UTI

20,000
37,500
30,000
10,000

Solution: Computation of Total income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from House Property (1,60,000)
Profits and Gains of Business or Profession 5,00,000
Capital Gains (Long-term) 1,00,000
Income from other sources (Winnings from lottery + Interest on securities) 60,000
Gross Total Income 5,00,000
Less : Deduction under Section 80C
(a) Public Provident Fund 20,000
(b) Life Insurance Premium 37,500
(c) Subscription to notified Bonds of NABARD 30,000
(d) Unit Linked Insurance Plan of UTI 10,000 97,500
Total income 4,02,500
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Illustration 9 : An individual assessee, resident in India, has made the following investments
during the AY 2018-2019 i.e. PY 2017-2018

Particulars `
Contribution to the Public Provident Fund
Investment in units of Eligible Mutual Funds
Insurance premium paid on life of spouse (policy taken on 1/4/2011)
Assured Value ` 1,00,000

50,000
40,000
25,000

What is the deduction allowable under Section 80C for AY 2018-2019 i.e. PY 2017-2018

Solution: Computation of deduction under Section 80C for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Deposit in Public Provident Fund
Investment in units of Mutual Funds
Insurance premium paid on the life of the spouse
(Maximum 20% of the assured Value ` 1,00,000, as the policy is taken before 1/4/2012)
Total

50,000
40,000

20,000
1,10,000

DEDUCTION IN RESPECT OF CONTRIBUTION TO CERTAIN PENSION
FUNDS: SECTION 80CCC
1) Deduction is available only to an Individual who can be either resident or can be a non-resident

or can be a foreign national.
2) Deduction is available if individual has in the previous year deposited any amount out of his/her

taxable income (which can be from current year’s income or preceeding year’s income) towards
annuity plan of LIC, or any other insurer for receiving Pension.

3) Deduction is lower of the amount paid for annuity plan or ` 1,50,000 p.a.
4) The amount which is received by assessee himself / herself or any of his / her nominees out of

this scheme, shall be taxable in the hands of the recipient in the year of receipt as the income
from Other Sources.

DEDUCTION FOR THE NEW PENSION SCHEME: SECTION 80CCD

Part A: Individual who is an employee of some organization: Section 80CCD(1)
Any individual joining the services of Central Government or State government on or after 1/1/2004
or Any individual joining the services of private sector (whether on or after or before 1/1/2004) shall
be covered by New Pension Scheme. The main features of this scheme are:
1) It is mandatory for an employee to contribute a maximum of 10% of the Salary to this New

Pension Scheme.
2) The matching contribution will be made by the Central Government or by the other employer to

the said account.
3) The contribution of the Central Government or the other employer shall be deemed to be

income received in India as per Section 7 and shall be taxable as Salary under Section 17(1).
4) Further an employee will be entitled to deduction under Section 80CCD from his Gross Total

Income. This amount of deduction shall be the aggregate of:
a) Amount contributed by employee: lower of

(i) amount contributed during the previous year
(ii) 10% of the Salary of employee.

b) Amount contributed by employer: lower of
(i) amount contributed during the previous year
(ii) 10% of the Salary of the employee.
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5) Salary for this purpose means Basic Salary and DA forming part of retirement benefits.
6) Contribution of the employer towards New Pension Scheme shall be kept outside the preview

of limit of `1,50,000 referred u/s 80CCE ------Section 80CCD(2)

Part B: Individual who is a Self Employed: Section 80CCD(1)
The benefit of the scheme is also available to self employed individuals. Main features are:
(a) In case of self employed individuals contribution can be maximum of 20% of GTI.
(b) The amount invested by the individuals shall qualify for the deduction under Section 80CCD

from GTI.

Part C: Amount received on maturity of NPS : Section 80CCD(1)
Section 10(12A) :
Amount payable at the
time of closure of NPS

 When individuals choose to close the NPS account, then the amount in
the individual’s account in respect of which deduction has been
allowed, along with interest amount, received by him / her out of such
account shall be shall be exempt from tax upto 40% of the total
amount payable to him.

 However full amount will be exempt for the individual if amount
received is used by him for purchasing an annuity plan in the same
previous year in which the amount has been received.

 Futher, the full amount received by the nominee, on death of the
Individual shall be exempt from tax.

Section 10(12B) :
Partial withdrawal of
the amount from NPS

any payment from the NPS on partial withdrawal will be exempt to the
extent of maximum of 25% of contribution

Section 80CCD(1B) : An additional deduction up to `50,000 for the amount paid or deposited by
an individual assessee under NPS whether or not any deduction is allowed under section 80CCD.
This deduction of `50,000 is in addition to deduction of `1,50,000 allowed under section 80CCE

The following table will list out all limits for the deductions:
Section Particulars Limit

80C Savings and investments `1,50,000
80CCC Investment in Pension funds `1,50,000
80CCD(1) Contribution to NPS of Govt. 10% of salary

20% of GTI
80CCE Aggregate limit u/s 80C , 80CCC , 80CCD(1) `1,50,000
80CCD(1B) Contribution to NPS (outside the limit of section 80CCE) `50,000

AMENDMENT FROM
AY 2018-2019

AMENDMENT FROM
AY 2018-2019
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Illustration 10 : Mrs. J has joined the services of the Central Government on 1/1/2017 under the
basic salary grade of `3,500 - `50 - `4,000. Her DA is 25% of basic salary which forms part of
salary for the retirement benefits. She contributes 10% of her Salary and DA to New Pension
Scheme to which the Central Government has contributed an equal amount. Calculate her taxable
salary and her total income for the AY 2018-2019 i.e. PY 2017-2018 assuming that her house
property income is `85,000 and interest from a loan given to a friend is `15,000pa. She has
deposited `10,000 in PPF account and has donated `5,000 to PMNRF.

Solution: Calculation of taxable Salary for Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Basic  Salary 3,500 X 9 + 3,550 X 3 42,150
DA 25% of 42,150 10,538
Contribution of employer to New Pension Scheme (10% of `52,688) 5,269
Income under the head of Salary 57,957

Calculation of total income for Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Income from  Salary 57,957
Income from House Property 85,000
Income from other sources 15,000
Gross Total Income 1,57,957
Less  Deductions:
80C---PPF
80CCD                                           (5,269 + 5,269)
80G

10,000
10,538
5,000 25,538

Total Income 1,32,414
Total income rounded off under Section 288A 1,32,410

Illustration 11 : Mr. X has income from business `7,00,000 and income under the head house
property `2,00,000 and he has deposited `1,00,000 in notified pension scheme. Calculate tax
liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Total Income for Mr. X for the AY 2018-2019 i.e. PY 2017-2018 `
Income under the head Business/Profession 7,00,000
Income under the head House Property 2,00,000
Gross Total Income 9,00,000
Less: Deduction u/s 80CCD 1,00,000
Total Income 8,00,000

Computation of Tax Liability `
Tax on `8,00,000 at slab rate 72,500
Add: Education cess @ 2% 1,450
Add: SHEC @ 1% 725
Tax Liability rounded off u/s 288B 74,680

LIMIT ON DEDUCTIONS UNDER SECTIONS 80C, 80CCC AND 80CCD
AS GIVEN IN SECTION 80CCE
The aggregate amount of deductions u/s 80C, u/s 80CCC and u/s 80CCD shall be lower of:
1) Aggregate of deduction of u/s 80C, u/s 80CCC, u/s 80CCD or
2) `1,50,000 pa
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However, the employer’s contribution towards NPS shall not be included in this limit of `1,50,000
and shall be allowed separate deduction for the same. Additional `50,000 shall be allowed under
section 80CCD(1B), which is outside the view of combined limit of `1,50,000 u/s 80CCC

Illustration 12 : Calculate Total income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018:
Particulars `

Income from  Salary 2,00,000
Income from House Property (computed) 2,40,000
Income from PGBP 2,00,000
Income from Capital Gains 1,00,000

Mr. J paid LIC premium of `6,000 for self; `4,000 for married son; both policies are for `1,00,000
each and issued in Dec 2017. He has repaid housing loan of `50,000 out of which `20,000 is for
interest. He has deposited `15,000 in PPF account and `15,000 in fixed deposit of bank for the
period of five years. He has paid premium for ICICI pension plan of `90,000.

Solution: Calculation of Total income for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from  Salary 2,00,000
Income from House Property 2,40,000
Income from PGBP 2,00,000
Income from Capital Gains 1,00,000
Income from Other Sources NIL
Gross Total Income 7,40,000
Less Deduction 80C
PPF
LIC premium (6,000 + 4,000)
Housing Loan (50,000 – 20,000)
FD in Bank

15,000
10,000
30,000
15,000

80CCC  Pension plan 90,000
80CCE restriction of `1,50,000 for the aggregate of investment in Section 80C and
Section 80CCC

1,50,000

Total income 5,90,000

Illustration 13 : The Gross Total Income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018 is
`5,00,000. He has made the following investments/payments during the year: `
(1) Contribution to PPF 70,000
(2) Payment of tuition fees for education of his son 45,000
(3) Repayment of housing loan taken from bank 25,000
(4) Contribution to approved pension fund of LIC u/s 80CCC 50,000
Compute the eligible deductions under for the AY 2018-2019 i.e. PY 2017-2018

Solution : Computation of deductions for the AY 2018-2019 i.e. PY 2017-2018
Particular `

Deduction under Section 80C
(1) Contribution to PPF
(2) Payment of tuition fees for education of his son
(3) Repayment of Housing Loan

70,000
45,000
25,000

1,40,000
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Deduction u/s 80CCC : Contribution to approved pension fund of LIC

As per Section 80CCE, the aggregate deduction under Section 80C, Section
80CCC and Section 80CCD has to be restricted to `1,50,000. Deductions
allowable for the AY 2018-2019 i.e. PY 2017-2018.

50,000
1,90,000

1,50,000

Illustration 14 : The Gross Total Income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018 is
`7,00,000. He has made the following investments and payments:

Particular `
Investment to PPF 50,000
Payment of tuition fees of child for the full time education 36,000
Repayment of Housing Loan 40,000
Investment to Pension Fund of LIC u/s 80CCC 70,000

Compute the Total income of Mr. X for the AY 2018-2019 i.e. PY 2017-2018

Solution: Calculation of Total income for the AY 2018-2019 i.e. PY 2017-2018
Particular ` `

Gross Total Income 7,00,000
Less: Deductions u/s 80C
Investment in PPF
Tuition fees for the full time education
repayment of Housing Loan

50,000
36,000
40,000 1,26,000

Less: Deductions u/s 80CCC 70,000
Deductions u/s 80C and 80CCC shall be restricted u/s 80CCE 1,50,000
Total Income 5,50,000

Illustration 15 : Mr. J is working in X ltd. which maintains RPF account and also operates NPS for
employees. His salary is `75,000 pm. He has invested 10% of his salary to NPS and 15% of his
salary to RPF and his employer has made matching contributions to both schemes. His house
property income is `8,50,000 and has invested `25,000 to pension scheme u/s 80CCC. Calculate
Total Income for AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Salary income for the AY 2018-2019 i.e. PY 2017-2018
Particular ` `

Salary 75,000 X 12 9,00,000
Investment of employer to NPS 10% of  Salary 90,000
Investment of employer to RPF
Less: exempt : 12% of  Salary

1,35,000
1,08,000 27,000

Taxable  Salary 10,17,000

Calculation of Total Income for the AY 2018-2019 i.e. PY 2017-2018
Particular ` `

Income from  Salary 10,17,000
Income from House Property 8,50,000
Gross Total Income 18,67,000
Less Deduction u/s 80C : investment of Mr. J in RPF 1,35,000
Less Deduction u/s 80CCC:  Pension Plan 25,000
Less Deduction u/s 80CCD: employee’s investment to NPS 40,000
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Section 80CCE restriction of `1,50,000
(aggregate of Section 80C, Section 80CCC and Section 80CCD) 1,50,000
Less Deduction u/s 80CCD: Employer’s investment to NPS 90,000
Less Deduction u/s 80CCD(1B): Employee’s investment to NPS 50,000
Total income 15,77,000

Illustration 16 : Following are the particulars of investment made by Mr. J who is employed with
J Ltd. for the AY 2018-2019 i.e. PY 2017-2018
a) Deposit in PPF `1,20,000
b) LIC premium paid for self of `15,000 on the policy taken on 1/5/2012. Sum assured
`1,20,000

c) Deposited `30,000 in the five year term deposit with bank
d) Contributed `1,20,000 being 10% of his salary to the NPS of the central government and

same amount was contributed by J ltd.
Compute the deduction available to Mr. A under chapter VI-A of the Income Tax Act.

Solution: Calculation of Deduction allowed to Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Section Particulars ` `

80C PPF
LIC premium (restricted)
Bank FD
Total

1,20,000
12,000
30,000

1,62,000 1,50,000
80CCD(1) Employee’s Contribution towards NPS of the central

government (`1,20,000 – `50,000)
70,000

80CCE Aggregate deduction u/s 80C and 80CCD is `2,20,000 but
restricted to 1,50,000

80CCD(1B) Amount eligible for the deduction – employee’s contribution 50,000
80CCD(2) Employer’s contribution to NPS 1,20,000

Total deduction allowed 3,20,000

INVESTMENT MADE IN EQUITY SHARES OR EQUITY ORIENTED
MUTUAL FUNDS PRESCRIBED UNDER RAJIV GANDHI EQUITY
SCHEME , 2013 : SECTION 80CCG
1) Deduction shall be allowed to an individual who is a resident of India.
2) Deduction shall be allowed to such individual who has in the previous year acquired listed

Equity Shares or listed Units of an Equity Oriented Fund in accordance with a scheme as may
be notified by the Central Government in this behalf and has satisfied prescribed conditions
which are:
a) GTI of the individual is less than or is equal to `12 lakhs.
b) The individual is a new retail investor as may be specified.
c) The investment is made in such Equity Shares as may be specified under the Scheme.
d) The investment is locked in for the period of three years from the date of its acquisition.
e) The deduction under this Section shall be allowed for three consecutive assessment

years, beginning with the assessment year relevant to the previous year in which the listed
Equity Shares or listed units were first acquired by the new retail investor.

f) Such other conditions as may be prescribed.
3) Deduction allowed shall be lower of:

a) 50% of the amount invested in such equity shares or equity oriented mutual funds
b) ` 25,000
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4) If the resident individual sells the shares or units within one year then the deduction allowed
earlier shall be deemed to be the income of the previous year in which he sells such shares or
units.

5) No deduction under this section shall be allowed from AY 2018-2019 i.e. PY 2017-2018.
However, an assessee who has claimed deduction under this section for AY 2017-2018 or
earlier assessment year, shall be allowed deduction till AY 2019-2020.

DEDUCTION IN RESPECT OF MEDICAL INSURANCE PREMIUM:
SECTION 80D
1) Deduction is available to an individual or HUF whether resident or non-resident.
2) Deduction is available if any sum of premium has been paid by any mode other than cash in a

previous year out of the taxable Income, for insuring the health.
3) Such sum of premium can be paid by:

a) An individual for himself/herself, spouse, dependent children and parents (parents may be
dependent or non-dependent)

b) HUF for any member of the family.
4) In case of an individual, deduction shall be the aggregate of the following

a) Premium paid for self, spouse and dependent children: Deduction allowed is lower of :
(i) The amount of premium paid for medical insurance
(ii) Maximum limit of ` 25,000 p.a.

b) Premium paid for parents whether dependent or not: deduction allowed is lower of:
(i)  The amount of premium paid for medical insurance
(ii) Maximum limit of ` 25,000 pa.

5) In case of HUF, deduction shall be lower of
(i)  The amount of premium paid for medical insurance
(ii) Maximum limit of ` 25,000 p.a.

6) If any of the persons as mentioned in 4) or 5) is a senior citizen then the limit shall be raised to
`30,000pa.

7) Deduction shall be allowed upto `30,000pa for the payment made on account of medical
expenses in respect of very senior citizen, if no premium has been paid for medical insurance.
(aggregate deduction shall be limited to `30,000)

8) The Health Insurance should be in accordance with the scheme framed in this behalf by:
a) GIC and approved by the Central Government or
b) Any other insurer and which is approved by IRDA.

9) If government employee, including retired government employee and employee of certain
autonomous bodies, invests the amount in the Central Government Health Scheme (CGHS)
then amount invested in CGHS shall also be allowed as deduction. Further, any payment or
contribution made by the assessee to such other health scheme as may be notified by the
Central Government shall also qualify for the deduction.

10) If payment of ` 5,000 or less in aggregate has been made in any manner, including cash by an
individual for the preventive health check up of self, spouse, parents or dependent children
during the year, then such amount shall also qualify for deduction under this Section.

AMENDMENT FROM
AY 2018-2019
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Illustration 17 : Mr. J, aged 40 years, is a central government employee , paid Medical Insurance
premium of `10,000 to insure his health, health of his spouse and dependent children. He has
incurred `7,000 for the preventive health check-up for himself and the amount was paid in cash.
He also paid Medical Insurance premium of `31,000 during the year to insure the health of his
father, aged 61 years, who is not dependent on him. He contributed `12,400 to the Central
Government Health Scheme during the year. Compute the deduction allowable under Section 80D
for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Deduction allowable under Section 80D for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Medical Insurance premium paid for self, spouse and dependent children
Expenditure of preventive health check-up
Contribution to CGHS

10,000
5,000
12,400

Restricted
to 25,000

Mediclaim premium paid for father, who is over 60 years of age
(restricted to `30,000)

30,000

Total deduction allowed 55,000

Illustration 18 : Mr. J aged 40 years, paid medical insurance premium of `12,000 to insure his
health as well as the health of his spouse. He also paid medical insurance premium of ` 17,000
during the year to insure the health of his father, aged 63 years, who is not dependent on him. He
contributed `2,400 to the Central Government Health Scheme during the year. He has incurred
`3,000 in cash on preventive health check-up of himself and his spouse and `4,000 by cheque on
preventive health check-up of his father. Compute the deduction allowable under Section 80D for
the AY 2018-2019 i.e. PY 2017-2018.

Solution : Deduction allowable under Section 80D for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Actual
Payment

Deduction
allowable

Premium paid and medical expenditure incurred for self & spouse
Contribution to CGHS
Expenditure  on preventive health check-up of self & spouse

Mediclaim premium paid for father, who is over 60 years of age
Expenditure on preventive health check-up of father

Total deduction under Section 80D

12,000
2,400
3,000

17,400 17,400
17,000

4,000
21,000 21,000

38,400

Illustration 19 : Mr. J, aged 40 years, paid medical insurance premium of `12,000 to insure his
health as well as the health of his spouse and dependent children. He also paid medical insurance
premium of `31,000 during the year to insure the health of his father, aged 67 years, who is not
dependent on him. He contributed `2,400 to the Central Government Health Scheme during the
year. Compute deduction allowable under Section 80D for the AY 2018-2019 i.e. PY 2017-2018.
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Solution : Deduction allowable under Section 80D for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Medical Insurance premium paid for self, spouse and dependent children
Contribution to CGHS
Mediclaim premium paid for father, who is over 60 years of age
(`31,000 but restricted to `30,000, being the maximum allowable)

12,000
2,400

30,000
44,400

MAINTENANCE OF DEPENDENT WHO IS A PERSON WITH DISABILITY:
SECTION 80DD
1) Deduction is available to an Individual or HUF who is resident in India.
2) Deduction is available for any amount paid for the medical treatment (including nursing),

training and rehabilitation of a handicapped dependent.
3) Deduction is also available for any amount deposited in a scheme with LIC or any other insurer

or UTI in this regard for the maintenance of a person who is dependent and disabled. This
scheme should provide for the payment of money in lump sum for the benefit of the dependent
in the event of death of a person making such deposit.

4) If the person with a disability in whose name the sum has been deposited with LIC or any other
insurer or UTI, dies before the assessee then the amount equal to the amount which has been
deposited shall be deemed to be the income of the assessee in the previous year in which such
sum has been received from the insurer and shall be chargeable to Tax in the year of receipt.

5) Deduction allowed shall be for one or more disabilities and deductions shall be as follows:
a) If disability < 40% -- no deduction shall be allowed.
b) If disability > 40% but disability < 80% -- deduction allowed shall be `75,000 p.a.
c) If disability > 80% -- deduction allowed shall be `1,25,000 p.a.

6) The deduction shall be allowed irrespective of the amount of actual expenditure incurred by the
assessee.

7) Dependent means in case of individual spouse, children, parents, brothers and sisters and in
case of HUF any member of HUF.

8) Such dependent person should be wholly and mainly dependent for support and maintenance
on such individual or HUF.

9) Dependent individual should not claim deduction under Section 80U in computing his own total
income.

10) For claiming the deduction the assessee has to furnish a certificate from the medical authorities
and has to file it along with the ITR.

11) Disability for this section would mean blindness, low vision, leprosy, hearing impairment,
locomotors disability---means disability of bones, joints or muscles leading to substantial
restriction of the movement of the limbs or mental retardation, i.e. incomplete development of
mind, which is specially characterized by sub-normality of intelligence and mental illness.

DEDUCTION IN RESPECT OF MEDICAL TREATMENT OF SPECIFIED
DISEASE:  SECTION 80DDB
1) Deduction can be claimed by a resident individual or resident HUF for the expenditure on

medical treatment.
2) This medical expenditure should be on the specified diseases or aliment as prescribed by the

board in this behalf.
3) Dependent means in case of individual self, spouse, children, parents, brothers and sisters and

in case of HUF any member of HUF.
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4) Such person should be wholly and mainly dependent for support and maintenance on such
individual or HUF.

5) Dependent should not claim deduction under Section 80U from his own Total Income.
6) Deduction allowed shall be maximum of `40,000pa. But in case of senior citizens the limit shall

be taken as `60,000pa. For very senior citizen, being a resident maximum deduction shall be
`80,000pa.

7) No deduction shall be allowed unless a certificate from neurologist, an oncologist, a
hematologist or other such specialist who is working in a Government Hospital has been
obtained and furnished along with the ITR.

8) The deduction under this Section shall be reduced by the amount received from any insurer or
reimbursed by employer for the medical treatment of the assessee or dependent.

Illustration 20: Compute Total Income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from  salary (Basic  Salary) 3,40,000
Income from self-occupied House Property (1,50,000)
Long term Capital Gains 1,00,000
He has made the following payments in the previous year :
(a) Contribution towards pension fund u/s 80CCC
(b) Medical Insurance premium paid by cheque for dependent father
(being a senior citizen) `4,000 and `15,000 on himself.
(c) Expenses on medical treatment of dependent brother with severe disability
(d) Medical treatment of his dependent father suffering from prescribed disease
(Sum received from insurer `4,000 and sum reimbursed by employer `16,000)

12,000

2,500

75,000

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Salary
Medical Reimbursement `16,000
Less: exempt `15,000

3,40,000

1,000
Income under the head salary 3,41,000
Income from self-occupied House (1,50,000)
Long-term Capital Gains 1,00,000
GTI (after setting off loss of HP from LTCG-`1,00,000 and Salary-`50,000) 2,91,000
Less : Deductions under Section -
80CCC, in respect of Pension Fund
80D, Medical insurance premium (`15,000 for himself + `4,000)
80DD Medical treatment of dependent brother with severe disability
80DDB, medical treatment of prescribed disease of dependent father being senior citizen

(`60,000 – `20,000) ie Deduction : Less amount received from insurer and employer

12,000
19,000
1,25,000

40,000
TOTAL INCOME 95,000

REPAYMENT OF LOAN TAKEN FOR THE HIGHER EDUCATION:
SECTION 80E
1) Deduction is available to an Individual being a resident or a non-resident.
2) Deduction is available if loan has been taken for self or relatives for pursuing studies (including

vocations studies) after passing of senior secondary examination or its equivalent from any
school, board or university which is recognized by the Central Government or State Government
or Local Authority.
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3) Relative has been defined as spouse of individual and children of the individual. Further relative
shall include any student for whom the individual is a legal guardian.

4) Deduction is available in respect of the amount of interest on the education loan, which has
been paid by individual in the previous year. No deduction shall be available for the principal
amounts repaid.

5) This amount of interest should have been paid out of his/her taxable income.
6) The loan should have been taken from any financial institution or a charitable institution.
7) Deduction is available for eight consecutive years starting from the year in which loan has been

repaid for first time.

Illustration 21 : Mr. B has taken three education loans on 1/4/2017 details of which are:
Loan 1 Loan 2 Loan 3

For whose education loan was taken B Son of B Daughter of B
Purpose of loan MBA B. Sc. B.A.
Amount of loan (`) 5,00,000 2,00,000 4,00,000
Annual repayment of loan (`) 1,00,000 40,000 80,000
Annual repayment of interest (`) 20,000 10,000 18,000

Compute the amount deductible under section 80E for the AY 2018-2019 i.e. PY 2017-2018

SOLUTION : Deduction under section 80E is available to an individual assessee in respect of any
interest paid by him in the previous year in respect of loan taken for pursuing his higher education
or higher education of his spouse or children. Higher education means any course of study
pursued after senior secondary examination. Therefore, interest repayment in respect of all the
above loans would be eligible for deduction. Deduction under section 80E = `20,000 + `10,000 +
`18,000 = `48,000.

INTEREST ON LOAN FOR ACQUIRING RESIDENTIAL HOUSE
PROPERTY: SECTION 80EE
1) The deduction shall be allowed to an individual only who may be resident or may be non

resident.
2) The deduction shall be allowed for the amount of interest payable on loan taken by the

individual from any financial institution for the purpose of acquisition of a residential House,
which is self-occupied, provided certain conditions are satisfied.

3) Conditions to be satisfied are:
a) The loan is sanctioned by the financial institution (any bank or housing finance company)

during the period beginning on 1/4/2016 and ending on 31/3/2017.
b) The amount of loan sanctioned for acquisition of the residential house property does not

exceed ` 35,00,000
c) The value of the residential house property does not exceed `50,00,000.
d) The assessee does not own any residential house property on the date of sanction of the

loan.
4) The deduction shall not exceed `50,000.
5) The deduction under this section is over and above the limit of `2,00,000 provided for a self-

occupied property u/s 24(b).

Illustration 22 : State with proper reasons whether following statements are True or False
Mr. A purchased a residential house property for self-occupation at a cost of `40 lakh on 1/7/2016
in respect of which he took a housing loan of `32 lakh from Oriental Bank of Commerce @ 11% pa
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on the same date. He does not own any other house property. He is eligible to claim deduction of
`2 lakh under section 24(b) out of the total interest payable by him during AY 2018-2019 i.e. PY
2017-2018.

SOLUTION : False: Mr. A has to pay `2,64,000 (`32,00,000 x 11% x 9 / 12) towards interest on
housing loan during the AY 2018-2019 i.e. PY 2017-2018. He would be eligible to claim `2,00,000
as deduction u/s 24(b) from NAV while calculating income under the head House Property. In
addition, he can claim deduction of `50,000 under section 80EE from GTI for the AY 2018-2019
i.e. PY 2017-2018.

DEDUCTIONS IN RESPECT OF DONATIONS GIVEN:  SECTION 80G
Deduction under this Section is allowed to all assesses, whether company or non-company,
whether resident or non-resident and whether having income under the head ‘Profits of Business of
Profession’ or not. Essential conditions to claim deduction under this Section are:
1) The donation should be of a sum of money.

2) No deduction shall be allowed for donations of any sum exceeding ` 2,000 unless such
sum is paid in any mode other than cash.

3) Donation in kind does not qualify for deduction.
4) The proof of payment has to be furnished along with the ITR.

(A) Donations made to following are eligible for 100% deduction without any qualifying
limit
(a) National Defense Fund set up by the Central Government
(b) Prime Minister’s National Relief Fund.
(c) Prime Minister’s Armenia Earthquake Relief Fund.
(d) Africa (Public Contribution - India) fund.
(e) National Foundation for Communal Harmony.
(f) An approved University / Educational Institution of National eminence.
(g) Maharashtra Chief Minister’s Earthquake Relief Fund.
(h) Fund set up by Gujarat Government for providing relief to the victims of Gujarat

earthquake.
(i) Any Zila Saksharta Samiti constituted in any district.
(j) The National Blood Transfusion Council or any State Blood Transfusion Council.
(k) Any fund set up by the State Government to provide medical relief to poor.
(l) Army Central Welfare Fund, Indian Naval Benevolent Fund or Air Force Welfare Fund.
(m)The Andhra Pradesh Chief Minister’s Cyclone Relief Fund 1996.
(n) National Illness Assistance Fund.
(o) The Chief Minister’s Relief or the Lieutenant Governor’s Relief Fund in respect of any

State or Union Territory, as the case may be.
(p) National Sports Fund set up by the Central Government.
(q) National Cultural Fund set up by the Central Government.
(r) Fund for Technology Development and Application.
(s) National Trust for Welfare of persons with mental retardation and multiple disabilities.
(t) National Children’s Fund.
(u) National fund for control of drug abuse

AMENDMENT FROM
AY 2018-2019
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(v) Swachh Bharat Kosh
(w) Clean Ganga Fund

(B) Donations made to following are Eligible for 50% deduction without any qualifying limit
(a) Jawaharlal Nehru Memorial Fund.
(b) Prime Minister’s Drought Relief Fund.
(c) Indira Gandhi Memorial Trust.
(d) Rajiv Gandhi Foundation

(C) Donations to following are Eligible for 100% deduction subject to qualifying limit
(a) Donation to the Government or any approved local authority, institution or association

where amount donated has to be utilized for the promotion of family planning.
(b) Donation made by a company to the Indian Olympic Association or to any other notified

institution, for development of infrastructure for sports and games, or for the sponsorship
for the sports and games in India.

(D) Donations to following are Eligible for 50% deduction subject to qualifying limit
(a) Donation to Government or any approved local authority, institution or association to be

utilized for any charitable purpose other than promoting family planning.
(b) Any approved Charitable Institution, which satisfies the conditions of Section 80G.
(c) Any notified temple, mosque, gurudwara, church or other place declared by the Central

Government to be of historic, archaeological importance or of artistic importance, for
renovation or repair of such place.

For applying qualifying limit, all donations made to fund/institution covered under (C) and (D) above
shall be aggregated and the aggregate amount shall be limited to 10% of Adjusted Gross Total
Income (AGTI). GTI means GTI less LTCG under Section 112 less STCG under Section 111A
less all deductions under Section 80C to Section 80U except deduction of Section 80G.

Illustration 23: For the AY 2018-2019 i.e. PY 2017-2018, GTI of Mr. J was `1,68,240 which
includes LTCG u/s 112 of `45,000 and STCG (other than referred u/s 111A) of `8,000. GTI also
includes interest income from bank savings account of `12,000. Mr. J has invested in PPF `60,000
and also paid a medical insurance premium `11,000. Mr. J also contributed `15,000 in cheque to
public charitable trust eligible for deduction under Section 80G. Compute tax liability of Mr. J who is
70 years old as on 31/3/2018. (NOV 2002 : 9 MARKS)

Solution: Calculation of Total income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Long-term Capital Gain u/s 112 45,000
Short-term Capital Gain (other than referred u/s 111A) 8,000
Bank interest from Savings Account 12,000
Other Income 1,03,240
Gross Total Income 1,68,240
Less : Deductions
Under Section 80C ---PPF contribution
Under Section 80D
Under Section 80TTA
Under Section 80G: 50% of Lower of
1) Donation (category D) = `15,000
2) 10% of adjusted Gross Total Income

60,000
11,000
10,000
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i.e., 10% of (`1,68,240 – `45,000 – `11,000 – `60,000 – `10,000) is `4,224.
50% of `4,224 is deductible 2,112

Taxable Income rounded off under Section 288A 85,130
Tax on Total Income (since Total Income is less than `3,00,000) NIL

Illustration 24: Mr. J an Indian citizen gives the following information of his income from which,
calculate his Total Income chargeable to Tax for the AY 2018-2019 i.e. PY 2017-2018

Business income `1,00,000
LTCG u/s 112 `2,00,000
STCG u/s 111A `5,000
Donation to Prime Minister’s National Relief Fund in cheque `11,000
Donation to Government for promotion of family planning in cheque `3,000
Donation to approved institution for the charitable purposes in cheque `12,000
Payment of medical insurance premium in cheque `5,000

Answer: Total Income: `2,82,750

Illustration 25: Mr. J whose GTI for the AY 2018-2019 i.e. PY 2017-2018 is `2,00,000 (which
includes LTCG `40,000 u/s 112 and STCG `20,000, other than referred u/s 111A) submits
following information for calculation of total income. `
1) Contribution to PPF 10,000
2) LIC premium paid for married son 5,000
3) Medical Insurance premium paid by cheque 7,000
4) He has made the following donations to:

a) National Defence Fund 5,000
b) PM’s National Relief Fund 4,000
c) Indira Gandhi Memorial Trust 5,000
d) Delhi University, which is declared as of having national eminence 2,000
e) Zila Saksharta Samiti 4,000
f) An approved Charitable Institution 12,000
g) Government for family planning 10,000
h) Donations of blankets to poor 4,000
i) Donation to National Blood Transfusion Council 2,000

NOTE: All donations are given in cheque Answer: Total Income: `1,46,600

Illustration 26: Compute total income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Business Income 1,66,000
Interest on Savings Account with a bank 34,000
Long-term Capital Gains as per Section 112 8,20,000
Short-term Capital Gains as per Section 111A 90,000
Other short-term Capital Gains 20,000
Winnings from Lottery 50,000
Salary Income 1,00,000
Donation to national trust for welfare of blinds 8,000
Donation to earthquake relief fund of Gujarat 8,000
Donation to Rajiv Gandhi Foundation 12,000
Donation to PM Drought Relief Fund 10,000
Donation to approved Public Charitable Institution 40,000
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Donation to poor boy for higher education 20,000
Donation of clothes and utensils to approved institution 22,000
Donation to trust for benefit of particular religious community, not approved by CIT 8,000
Contribution to Pension Plan for claiming deduction u/s 80CCC 32,000
NOTE: All donations are given in a manner other than cash

Solution: Computation of Total Income of Mr. J for AY 2018-2019 i.e. PY 2017-2018
Particulars `

Salary Income 1,00,000
Business Income 1,66,000
Long-term Capital Gains under Section 112 8,20,000
Short-term Capital Gains under Section 111A 90,000
Other short-term Capital Gains 20,000
Interest on  Savings Account 34,000
Lottery winnings 50,000
Gross Total Income 12,80,000
Less : Deduction under Section 80CCC 32,000
Less : Deduction under Section 80TTA 10,000
Deduction under Section 80G (see note) 43,400
Total Income 11,94,600

Deduction without any qualifying limit
Particulars Amount in ` % Deduction in `

Donation to National Trust for Welfare of Blinds 8,000 100% 8,000
Donation to Earthquake Relief Fund of Gujarat 8,000 100% 8,000
Donation to Rajeev Gandhi Foundation 12,000 50% 6,000
Donation to PM Drought Relief Fund 10,000 50% 5,000
Total 27,000

Deduction subject to qualifying limit for payment to approved charitable institution:
Lower of the following shall be qualifying amount –
(a) Actual amount i.e. `40,000
(b) 10% of Adjusted Gross Total Income

10% of (`12,80,000 – `8,20,000 – `90,000 – `32,000 – `10,000) i.e 10% of `3,28,000 i.e.
`32,800

Therefore, deduction under Section 80G = `27,000 + 50% of `32,800 = `43,400

DEDUCTION IN RESPECT OF THE RENT PAID: SECTION 80GG
1) Deduction is allowed to an individual, whether resident or non-resident who is self-employed or

if he is an employee and he is not entitled to HRA from his/her employer.
2) Deduction is allowed for the amount of rent paid by individual for any residential

accommodation.
3) Deduction is allowed if assessee himself/herself, or spouse, minor child (step or adopted) or

HUF of which he is a member does not own any residential accommodation at the place where
the assessee has taken accommodation on rent.

4) If assessee claims any house as self-occupied house then deduction under this Section shall
not be allowed.
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5) Assessee should make a declaration in form number 10BA regarding the expenditure incurred
by him towards the payment of Rent.

6) Amount of deduction shall be the least of the following:
a) Rent paid LESS 10% of Adjusted Gross Total Income
b) 25% of the Adjusted Gross Total Income
c) `5,000 per month.

7) Adjusted Total income means GTI less LTCG income under Section 112 less STCG income
under Section 111A less all deduction under Section 80C to Section 80U except Section 80GG.

Illustration 27: Mr. J is a retired Government Officer aged 55 years, who derived the following
income in respect of AY 2018-2019 i.e. PY 2017-2018. He resides in Cochin

Particulars `
Pension 2,95,000
Interest from bank savings account 52,000
Total Income 3,47,000

He has paid `18,000 as premium to effect insurance on his health and his dependent parents and
has donated `21,000 in cheque to PMNRF. He pays a rent of `3,000 pm in respect of furnished
accommodation. What is his eligibility for deduction u/s 80GG ? (MAY 2000 : 6 marks)

Solution: Calculation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Pension 2,95,000
Bank interest 52,000
Gross Total Income 3,47,000
Less : Deductions under Section 80TTA 10,000
Less : Deductions under Section 80D 18,000
Less : Deductions under Section 80G 21,000
Less: Deductions under Section 80GG 6,200
Total income 2,91,800

Deduction under Section 80GG shall be the least of the following –
(1) Rent paid - 10% of AGTI = ` 36,000 - 10% of ` 2,98,000 = ` 6,200
(2) 25% of AGTI = 25% of ` 2,98,000 = ` 74,500
(3) Maximum limit of ` 5,000 pm = ` 5,000 x 12 = ` 60,000
AGTI = ` 3,47,000 – ` 10,000 – ` 18,000 – ` 21,000 = ` 2,98,000

Illustration 28 : Mr. J is working in a company in Allahabad. He furnishes the following data:
 GTI `1,80,000
 Deduction of Section 80D `9,000
 Deduction of Section 80C `12,000
 Donation by cheque to PMNRF for deduction u/s 80G `21,000
 He pays rent of `3,500 pm for staying in rented accommodation.

Compute Total income for the AY 2018-2019 i.e. PY 2017-2018.

Solution:  Calculation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Gross Total Income 1,80,000
Less : Deductions under Section 80C 12,000
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Less : Deductions under Section 80D 9,000
Less : Deductions under Section 80G 21,000
Less: Deductions under Section 80GG 28,200
Total income 1,09,800

Deduction under Section 80GG shall be the least of the following
(1) Rent paid - 10% of AGTI = `42,000 - 10% of `1,38,000 = `28,200
(2) 25% of AGTI = 25% of `1,38,000 = `34,500
(3) Maximum limit of ` 5,000 pm = ` 5,000 x 12 = `60,000
AGTI = `1,80,000 – `12,000 – `9,000 – `21,000 = `1,38,000

Illustration 29: Mr. J is a doctor residing at New Delhi furnishes the following particulars of his
income and expenditure relevant for the AY 2018-2019 i.e. PY 2017-2018

Particulars `
Income from Profession 2,00,000
Short-term Capital Gain u/s 111A 12,000
Winning from Camel Race 6,800
Long term Capital Gain u/s 112 44,000
Winning from Horse Race 8,000
Winning from Lottery 6,400
Income from Other Sources 40,000
Rent paid for Residential House 32,000
Donation to Indira Gandhi Memorial Trust in cheque 24,000
Donation to National Defense Fund in cash 11,000

Determine the Total Income for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from profession 2,00,000
Capital Gains :

Short Term Capital Gain u/s 111A
Long Term Capital Gain u/s 112

12,000
44,000

Income from other Sources :
Winning from Camel Race
Winning from Horse Race
Winning from Lottery
Other Income

6,800
8,000
6,400
40,000

Gross Total Income 3,17,200
Less : Deduction under Section 80G
50% of `24,000 in case of Indira Gandhi Memorial Trust
National Defense Fund (Not allowed since paid in cash for the amount more than `2,000)

12,000
NIL

Deduction under Section 80GG (See Note) 7,080
Total Income 2,98,120

Deduction under Section 80GG shall be the least of the following
(1) Rent paid -10% of AGTI = 32,000 – 10% of (3,17,200 – 44,000 – 12,000 – 12,000) i.e. 7,080
(2) 25% of AGTI = 25% of (3,17,200 – 44,000 – 12,000 – 12,000) i.e. `62,300
(3) Maximum limit of `5,000 pm = `5,000 x 12 = `60,000
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Illustration 30: Mr. J has income under the head PGBP `5,00,000 and LTCG u/s 112 of
`2,00,000, STCG u/s 111A `3,00,000 and casual income of `1,00,000. He is paying rent for a
residential house of `40,000pm. He has deposited `30,000 in Home Loan Account Scheme of
National Housing Bank. He has complied with all the conditions of Section 80GG. Compute Income
Tax Liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Income under the head Business / Profession `5,00,000
Long Term Capital Gain u/s 112 `2,00,000
Short Term Capital Gain u/s 111A `3,00,000
Casual income `1,00,000
Gross Total Income `11,00,000
Less: Deduction u/s 80C `30,000
Less: Deduction u/s 80GG `60,000
Total Income `10,10,000

Deduction u/s 80GG is least of the following:
1) Maximum Limit of `5,000 X 12 = `60,000
2) 25% of Adjusted GTI = 25%  x `5,70,000 = `1,42,500
3) Rent paid – 10% of Adjusted GTI : `4,80,000 – `57,000 = `4,23,000

AGTI = GTI – LTCG u/s 112 – STCG u/s 111A – Deduction u/s 80C to 80U (except 80GG)
= `11,00,000 – `2,00,000 – `3,00,000 – `30,000 = `5,70,000

Computation of Tax Liability
Tax on Casual Income `1,00,000 @ 30% `30,000
Tax on LTCG `2,00,000 @ 20% `40,000
Tax on STCG 111A `3,00,000 @ 15% `45,000
Tax on `4,10,000 at slab rate `8,000
Tax before Education Cess `1,23,000
Add EC @ 2% `2,460
Add SHEC @ 1% `1,230
Tax Liability `1,26,690

DONATIONS FOR SCIENTIFIC RESEARCH /RURAL DEVELOPMENT:
SECTION 80 GGA
The deduction under this Section is available to all assessee whether resident or non-resident for
the amount donated for the purpose of Scientific Research.
1) This deduction is allowed if GTI does not include income under head PGBP.
2) If deduction is claimed under this Section then no deduction shall be allowed for such payment

under any other provision of this Act.
3) No deduction shall be allowed in respect of donations of any sum exceeding `10,000 unless

such sum is paid in any mode other than cash.
4) The deduction is 100% of the sum paid.

Illustration 31: Mr. J has income under the head ‘House Property’ `4,00,000. He has donated
`12,000 in cheque for the purpose of Scientific Research. Compute his Total income and Tax
liability for the AY 2018-2019 i.e. PY 2017-2018.
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Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Income under the head ‘House Property’ `4,00,000
Gross Total Income `4,00,000
Less: Deductions u/s 80GGA `12,000
Total Income `3,88,000

Computation of Tax Liability
Tax on `3,88,000 at slab rate `6,900
Less: Rebate u/s 87A (`13,800 or `2,500 whichever is less) `2,500
Tax before Education Cess `4,400
Add: Education Cess @ 2% `88
Add: SHEC @ 1% `44
Tax Liability `4,532
Rounded off u/s 288B `4,530

DEDUCTION FOR DONATIONS  TO POLITICAL PARTY:SECTION 80GGB
Deduction from GTI is allowed to Indian company for any sum contributed in the previous year to
any political party. This amount can be contributed for:
1) Donation or subscription made to a political party
2) Expenditure on advertisement in souvenir, brochure, pamphlet published by a political party
3) Contribution to Electoral Trust also eligible for 100% deduction under Section 80GGB.
4) No deduction shall be allowed in respect of any sum contributed by way of cash. (there is no

limit of `10,000 as we have in section 80GGA)

DEDUCTION FOR DONATIONS TO POLITICAL PARTY:SECTION 80GGC
Deduction from GTI is allowed to all other assesses except
1) Local authority and
2) Any artificial judicial body, which is wholly or partially funded by the Government for any sum

contributed to any political party. This amount can be contributed for:
a) Donation or subscription made to a political party
b) Expenditure on advertisement in souvenir, brochure, pamphlet published by a political party
c) Contribution to Electoral Trust also Eligible for 100% deduction.

3) No deduction shall be allowed in respect of any sum contributed by way of cash (there is no
limit of `10,000 as we have in section 80GGA)

DEDUCTION OF ROYALTY INCOME OF AUTHORS:  SECTION 80 QQB
1) The deduction is available to a resident individual who is author or joint author of certain books

other than the textbooks.
2) The book should be the work of literature, art work or science fiction in nature.
3) The deduction is not available in respect of the royalty income from textbooks for schools,

guides, commentaries, newspapers, journals, pamphlets and other publication of similar nature.
4) If royalty income is earned from outside India then the FOREX should be brought into India

within six months from the end of PY or such extended time period as allowed by RBI.
5) The income must be either:

a) Lump sum consideration for transfer of interest in the copyright of book. OR
b) Of royalty in respect of such book.

6) Deduction shall be least of
a) 100% of royalty income or
b) `3,00,000 or
c) 15% of the Value of the books sold during the PY. However this condition is not applicable

where royalty is received in lump sum consideration.
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Illustration 32: Mrs. J is author of one book of scientific nature and its print price is `500 and Total
copies sold are 2,000 and she has received royalty @ 50%. She has taken a loan from State Bank
in 2008 for pursuing Bachelor’s Degree in Engineering and she has given repayment of principal
amount `80,000 and interest `20,000 to State Bank. (Payment of interest was given for the first
time in financial year 2010-2011). She has paid tuition fee of her son for whole time education
`3,000 in India. Compute Income Tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Total Income of Mrs. J for the AY 2018-2019 i.e. PY 2017-2018
Income under the head ‘Other Sources’ : 500 x 50 % x `2000 `5,00,000
Gross Total Income `5,00,000
Less: Deduction u/s 80C : Tuition Fee - `3,000
Less: Deduction u/s 80E : Payment of Interest `20,000
Less: Deduction u/s 80QQB : 500 x 15% x `2,000 `1,50,000
Total Income `3,27,000

Computation of tax liability
Tax on `3,27,000 at slab rate `3,850
Less: Rebate u/s 87A (`3,850 or `2,500 whichever is less) `2,500
Tax before Education Cess `1,350
Add: Education Cess @ 2% `27
Add: SHEC @ 1% `13.5
Tax Liability `1,390.5
Rounded off u/s 288B `1,390

Illustration 33: Mr. J a writer and a professional furnishes the following particulars for the previous
year ended 31/3/2018
(a) Royalty on books (Eligible for deduction u/s 80QQB) `42,000
(b) Expenditure on books `8,000
(c) Income from profession `4,00,000
(d) Deposited in Public Provident Fund (15/3/2018) `70,000

You are required to compute
(i) Taxable Income,
(ii) Tax payable for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Income from profession `4,00,000
Income from royalty `42,000
Less: Expenses `8,000 `3,4000
Gross Total Income `4,34,000
Less: Deduction u/s 80C `70,000
Less: Deduction u/s 80QQB `34,000
Total Income `3,30,000

Computation of Tax Payable
Tax on `3,30,000 at slab rate `4,000
Less: Rebate u/s 87A (`4,000 or `2,500 whichever is less) `2,500
Tax before Education Cess `1,500
Add: Education Cess @ 2% `30
Add: SHEC @ 1% `15
Tax Payable `1,545
Rounded off u/s 288B `1,550
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DEDUCTION IN RESPECT OF ROYALTY ON PATENTS: SECTION 80RRB
1) The deduction is available to a resident individual and who is registered as first and true inventor

in respect of an invention, i.e., he is a patentee.
2) His patent should be registered on or after 1/4/2003 under the Patents Act 1970.
3) If Royalty Income is earned from outside India, then the FOREX should be brought into India

within six months from the end of PY, or such extended time period as allowed by RBI.
4) Deduction shall be least of

a) 100% of Royalty Income or
b) `3,00,000
c) the amount of Royalty fixed under Indian Patent Act, 1970

Illustration 34: Mr. J has received Royalty of `5,00,000 in connection with a Patent right registered
in his name (Service Tax is not applicable). Other information is as given below:
1. He has donated ` 30,000 to a political party by cheque.
2. He donated ` 10,000 by cheque to Delhi University notified under Section 80G
3. He donated ` 10,000 by cheque to Government for the purpose of promoting family planning.
4. He paid premium of medi-claim policy ` 6,000 by cheque in the name of his major married

independent son.
5. LIC premium paid `25,000 by cheque (Policy Value `1,00,000 – issued in May 2017)
6. Repayment of Housing Loan to Indian Bank is `50,000
7. Payment made to LIC Pension Fund notified under Section 80CCC is `20,000
Compute Income Tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Royalty received in connection with a Patent right `5,00,000
Gross Total Income `5,00,000
Less: Deduction u/s 80C : LIC premium (allowed 10% of sum assured) `10,000

Repayment of housing loan to Indian Bank `50,000 `60,000
Less: Deduction u/s 80CCC : LIC Pension Fund `20,000
Less: Deduction u/s 80D : Premium of Medi-claim policy by cheque in the

name of his major married independent son Nil
Less: Deduction u/s 80GGC : Donation to a political party `30,000
Less: Deduction u/s 80RRB : Deduction for Royalty income `3,00,000
Less: Deduction u/s 80G : Donation to Delhi University `10,000

Family Planning `9,000 `19,000
Total Income `71,000
Tax Liability Nil

Deduction under Section 80G is 100% of lower of : (Category C)
a) Donation to Government for promoting family planning `10,000
b) 10% of AGTI = 10% of `90,000 = `9,000

AGTI = GTI – LTCG u/s 112 – STCG u/s 111A – Deduction u/s 80C to 80U (Except Section 80G)
= `5,00,000 – `60,000 – `20,000 – `30,000 – `3,00,000 = `90,000

DEDUCTION FOR INTEREST ON SAVINGS ACCOUNT: SECTION 80TTA
1) Deduction shall be allowed to an Individual or HUF who can be a resident or non-resident.
2) Deduction shall be allowed if the Total Income includes interest on deposits in a Savings

Account with a Bank or Co-operative Bank or a Post Office.
3) Deduction allowed shall be maximum of `10,000 p.a.
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4) If interest is earned by a firm or AOP / BOI then the deduction shall not be allowed to partner or
the member of such firm or AOP / BOI.

Illustration 35: Mr. J, aged 62 years, earned professional income (computed) of `5,50,000 during
the year ended 31/3/2018. He has earned interest of `14,500 on the Savings Bank account with
State Bank of India during the year. Compute the Total Income of Mr. J for the AY 2018-2019 i.e.
PY 2017-2018 from the following particulars:
1) Life Insurance premium paid in cash amounting to `25,000 for insurance of life of his dependent

parents. The Insurance Policy was taken on 15/7/2017 and the sum assured on life of his
dependent parents is `1,25,000.

2) Life Insurance Premium of `27,000 paid for the insurance of life of his major son who is not
dependent on him. The sum assured on life of his son is `1,75,000 and the Life Insurance Policy
was taken on 18/4/2017.

3) Life Insurance premium paid by cheque of `22,500 for insurance of his life. The Insurance policy
was taken on 8/9/2015 and the sum assured is `2,00,000.

4) Premium of `13,500 paid by cheque for health insurance of self and his wife.
5) `1,500 paid in cash for his preventive health care check up
6) Paid interest of `6,500 on loan taken from Bank for MBA course pursued by his daughter.
7) Contribution `10,500 made in cheque to an Electoral Trust.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Professional Income (computed)
Interest on Saving Bank deposit
Gross Total Income
Less: Deduction under Sections 80C to 80U
Under Section 80C
Life Insurance premium paid for Life Insurance of:
- parents
- major son (restricted to 10%)
- self ` 22,500 restricted to 10% of ` 2,00,000
Under Section 80D
Premium paid for Health Insurance of self and wife by cheque
Payment made for preventive health care check-up
Under Section 80E : Payment of interest on loan taken from bank for MBA
course of his daughter
Under Section 80GGC : Contribution to Electoral Trust
Under Section 80TTA : Interest on Savings Bank account ` 14,500 restricted
Total Income

NIL
17,500
20,000

13,500
1,500

5,50,000
14,500
5,64,500

37,500

15,000

6,500
10,500
10,000
4,85,000

DEDUCTION TO HANDICAPPED PERSON:  SECTION 80U
1) The assessee claiming the deduction should be a resident individual being a person with a

disability.
2) Deduction shall be available if the disability is 40% or more.
3) Deduction shall be given only when disability has the effect of reducing considerably capacity

to do normal work or engaging in gainful employment or occupation.
4) Assessee is certified by a medical authority to be a person with the disability at any time during

the PY and this certificate has to be furnished along with the ITR. Further this certificate has to
be furnished every year in which this deduction is claimed.

5) Deduction allowed shall be for one or more disabilities and deductions shall be as follows:
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a) If disability < 40% -- no deduction shall be allowed.
b) If disability > 40% but disability < 80% -- deduction allowed shall be `75,000
c) If disability > 80% -- deduction allowed shall be `1,25,000

6) Disability for this Section would mean blindness, low vision, leprosy, hearing impairment,
locomotors disability---means disability of bones, joints or muscles leading to substantial
restriction of the movement of the limbs or Mental retardation, i.e., incomplete development of
mind, which is specially characterized by sub normality of intelligence, mental illness.

Illustration 36: Compute the Total Income of Mr. J who is a physically handicapped (85%) for the
AY 2018-2019 i.e. PY 2017-2018 after taking into account the following information:

Particulars `
Salary from a publishing house for working as an artist 96,000

Income from sale of paintings made by self 3,00,000
Winnings from Lottery 60,000
Dividend from a foreign company 10,000
Fixed deposit with scheduled bank for the period of seven years 10,000
Payment of Rent of house taken on rent by him 50,000
Donation to PM's National Relief Fund in cash 4,000

It was found during the year that he is suffering from cancer and has spent `30,000 for treatment of
cancer, out of which `10,000 were reimbursed by his employer.

Solution: Computation of Total Income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars ` `

Income from  Salary (Reimbursement of less than `15,000 is exempt) 96,000
Business Income (Sale of paintings made by self) 3,00,000
Income from Other Sources :

Winnings from Lottery
Dividend from a foreign company

60,000
10,000 70,000

Gross Total Income 4,66,000
Less : Deductions

Under Section 80C (FD with Bank)
Under Section 80DDB (Treatment of cancer) (`30,000 – `10,000)
Under Section 80G (100% of `4,000)
Under Section 80U
Under Section 80GG (See Note)

10,000
20,000

4,000
1,25,000

19,300 1,78,300
Total Income 2,87,700

Deduction under Section 80GG shall be the least of the following
(1) Rent paid - 10% of AGTI
`50,000 – 10% of (`4,66,000 – `10,000 – `20,000 – `4,000 – `1,25,000) i.e. `19,300

(2) 25% of AGTI = 25% of (`4,66,000 – `10,000 – `20,000 – `4,000 – `1,25,000) i.e. `76,750
(3) Maximum limit of `5,000 pm = `5,000 x 12 = `60,000

DEDUCTION IN RESPECT OF THE EMPLOYMENT OF THE NEW
WORKERS : SECTION 80JJAA

(1) Section 80JJAA(1)
a) Deduction is allowed to all type of assessee.
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b) Deduction shall be allowed when assessee has to get his accounts audit u/s 44AB.
c) Deduction is allowed when GTI includes PGBP income.
d) Deduction allowed shall be an amount equal to 30% of additional employee cost incurred in

business during the PY and such deduction shall be allowed for 3 consecutive years
starting from the year in which such additional employee cost was incurred.

e) Deduction shall be allowed subject to the conditions specified in section 80JJAA(2)

(2) Essential conditions: Section 80JJAA(2) : No deduction u/s 80JJAA(1) shall be allowed
a) if the business is formed by splitting up, or reconstruction of an existing business
b) if the business is acquired by the assessee by way of transfer from any other person or as a

result of any business reorganization
c) Unless the assessee furnishes along with ITR a report of a CA giving such particulars in the

report as may be prescribed.

(3) Additional employee cost
a) New Business : In the first year of a new business, emoluments paid or payable to

employees employed during the PY shall be deemed to be the additional employee cost.
b) Existing Business : in case of an existing business it means total emoluments paid or

payable to additional employees employed during the PY. However no deduction shall be
allowed if
(i) there is no increase in the number of employees from the total number of employees

employed as on the last day of the preceding year
(ii) emoluments are paid in a manner otherwise than by an account payee cheque or

account payee bank draft or by use of electronic clearing system through a bank
account

(4) Additional employee : means an employee who has been employed during the PY and whose
employment has the effect of increasing the total number of employees employed by the employer
as on the last day of the preceding year, but does not include

a) an employee whose total emoluments are more than `25,000 pm.
b) an employee for whom the entire contribution is paid by the Government under the

Employees’ Pension Scheme notified in accordance with the provisions of the Employees’
Provident Funds and Miscellaneous Provisions Act, 1952.

c) an employee employed for a period of less than 240 days during the PY. Considering the
seasonal nature of the business of manufacturing of apparel, the minimum period of
employment of an employee who is employed in this business has been reduced from 240
days to 150 days.

d) an employee who does not participate in the recognized provident fund

(5) Emoluments: means any sum paid or payable to an employee but does not include
a) any contribution paid or payable by the employer to any pension fund or provident fund or

any other fund for the benefit of the employee
b) any lump-sum payment paid or payable to an employee at the time of termination of his

service or superannuation or voluntary retirement, such as gratuity, leave encashment,
voluntary retrenchment benefits, commutation of pension and the like.

DEDUCTION FROM INCOMES IN RESPECT OF NEWLY ESTABLISHED
UNDERTAKINGS LOCATED IN SEZ : SECTION 10AA
1) Deduction from profits shall be allowed from export of any article or thing or providing services

on or after 1/4/2005.
2) Deduction shall be allowed to all assessees.
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3) Conditions:
a) The Eligible Business must neither be formed by splitting up/reconstruction of an existing

Business.
b) It should have only new plant and machinery.
c) However, a maximum of 20% of Total Value of plant and machinery can be the old plant and

machinery.
d) If such second hand machinery is the one which is imported into India by the assessee and

on which no depreciation has been/was allowed, then it will be regarded as a new plant and
machinery.

e) The sale proceeds should be received in or brought into India, in convertible FOREX within
the period of six months from the end of the PY or within the extended time period as
allowed by RBI.

f) The assessee should furnish along with the ITR a report from auditor that the deduction has
been correctly claimed.

4) Deduction shall be the following % of profits of such Business:
a) First five years: 100%
b) Next five years: 50%
c) Next five years:  lower of 50% or amount transferred to SEZ Reinvestment Reserve A/C.

5) Deduction for last five AY shall be allowed only when -
(a) The amount transferred from Profit and Loss A/c to the ‘SEZ Reinvestment Allowance

Reserve A/c’ is used for acquiring new plant or machinery, which is first put to use within
three years from the year of creation of reserve

(b) Until acquisition of plant/machinery it is not used for Business purposes other than for
distribution by way of Dividend or Profits or remittance outside India for creation of any
Asset therein and

(c) Particulars of plant or machinery are furnished along with the ITR for the previous year in
which such plant or machinery is first put to use.

6) Profits qualifying for deduction shall be calculated as follows:

Profits of Business of the Undertaking x Export Turnover of the Undertaking
Total Turnover of the Undertaking

7) Export turnover means the consideration in respect of export of articles or things or computer
software or services, as the case may be, received in, or brought into India in convertible
Foreign Exchange in the manner aforesaid, but does not include: -
(a) Freight, Telecommunication charges or Insurance attributable to the delivery of such

articles etc. outside India or
(b) Expenses incurred in Foreign Exchange in providing technical services outside India.

8)  No deduction shall be allowed under this section from 1/4/2020

CHAPTER AT A GLANCE
1. Deductions under Sections 80C to 80U are not allowed from Long Term Capital Gain and

Winning of Lotteries, Races etc.

2. Aggregate of all deductions cannot exceed GTI. In other words we cannot have loss due to
deductions.

3. Under Section 80C : Deduction shall be allowed to an individual (whether resident or non-
resident) or HUF (whether resident or non-resident). Deduction under Section 80C is allowed
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for savings and investments done. These savings and investments can be made from taxable
income or from exempted income. However, maximum deduction allowed is `1,50,000.

4. Under Section 80CCC : Deduction is available only to an Individual who can be either resident
or can be a non-resident or can be a foreign national. Deduction is available if individual has in
the PY deposited any amount out of his taxable income (which can be from current year’s
income or preceeding year’s income) towards annuity plan of LIC or any other insurer for
receiving pension. Maximum deduction allowed is `1,50,000.

5. Under Section 80CCD : Deduction is allowed to an individual who is employee of the Central
Government or any other employer, for the contribution to New Pension Scheme. Deduction is
allowed subject to a maximum contribution of 10% of Salary by employee and employer.
Further deduction shall be allowed to self-employed person as well which can be maximum of
20% of his GTI.

6. As per Section 80CCE, aggregate deduction under Section 80C, Section 80CCC, Section
80CCD cannot be more than `1,50,000. However, employer’s contribution to New Pension
Scheme under Section 80CCD shall be allowed a separate deduction.

7. Under Section 80D Deduction is allowed to individual and HUF whether resident or non-
resident for the Medical Insurance premium paid by any mode other than cash. Deduction
allowed shall be maximum of `25,000 but in case of senior citizen limit shall be `30,000.
Further, deduction shall be allowed for the premium paid for the health insurance of parents,
whether dependent or not. Additional deduction allowed shall be maximum of `25,000 but in
case any of the parents is a senior citizen then limit shall be `30,000. Further deduction of
`5,000 within above mentioned limits shall be allowed for the expenditure done on the
preventive health care check up.

8. Under Section 80DD Deduction is allowed to individual and HUF whether resident or non
resident for the medical, rehabilitation, nursing expenses incurred for the dependent who is
suffering form disability. Deduction allowed is `75,000 but in case of severe disability deduction
allowed is `1,25,000.

9. Under Section 80DDB Deduction is allowed to resident Individual or resident HUF for the
medical expenses incurred on the treatment of dependents. Deduction allowed is maximum of
`40,000 but in case of senior citizen deduction allowed is maximum of `60,000.

10. Under Section 80E Deduction is allowed to resident or non-resident individual for the interest
paid on the loan taken for the higher education after passing of senior secondary school for the
studies of self, spouse or children and any other person for whom individual is a legal guardian.
Only interest is allowed as a deduction for the consecutive period of eight years.

11. Under Section 80EE Deduction is allowed for the interest paid on the loan taken for the
acquisition of a residential House. This is in addition to the interest allowed under Section 24(b)
of the income from the House Property.

12. Under Section 80G Deduction is allowed to all assessees whether resident or non-resident for
the donations given. No deduction is allowed for the donations given in kind. Some donations
given are allowed 100% deduction and some other are allowed 50% deduction.
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13. Under Section 80GG Deduction is allowed to individual who is resident or a non-resident for
the rent paid for a self occupied residential House where he is not entitled to HRA from his
employer. Maximum deduction allowed is `5,000 p.m.

14. Under Section 80GGA Deduction is allowed to all assesses whether resident or non-resident
for the 100% of donations given for scientific research where assessee is not having income
from Business or Profession.

15. Under Section 80GGB and 80GGC Deduction is allowed for the donations given to political
party by Indian company and other assessees.

16. Under Section 80JJAA Deduction is allowed for employment generation. Deduction allowed
is 30% of the salary for three years paid to workmen.

17. Under Section 80QQB Deduction is allowed to resident individual who is a professional
author. Deduction allowed is for the Royalty Income earned from sale of books subject to
maximum of `3,00,000.

18. Under Section 80RRB Deduction is allowed to resident individual who is an inventor of a
technology which is registered under Patents Act 1970. Deduction allowed is for the Royalty
Income earned from such invention subject to maximum of `3,00,000.

19. Under Section 80U Deduction is allowed to resident individual who is suffering from a
physical disability. Deduction allowed is `75,000 but in case of severe disability deduction
allowed is `1,25,000.
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CHAPTER 13
INCOMES WHICH ARE EXEMPT FROM INCOME TAX

LEARNING OBJECTIVES
Any Income which is not included while calculating Gross Income under any particular head, is
known as Exempted Income. We will understand what all Incomes are exempt from Income Tax.

SECTIONS DISCUSSED IN THIS CHAPTER
Agriculture Income from land in India Section 10(1)
Sum received by the member from HUF Section 10(2)
Share of profit of a partner from the firm Section 10(2A)
Exemption of interest to non resident Section 10(4)
Interest on saving certificates of non-resident Indian citizen Section 10(4B)
Payments to Bhopal gas victims Section 10(10BB)
Compensation on disaster Section 10(10BC)
Amount received under life insurance policy Section 10(10D)
Interest on securities Section 10(15)
Scholarship given to meet the cost of education Section 10(16)
Daily and constituency allowance, etc. received by MPs and MLAs Section 10(17)
Income from awards Section 10(17A)
Income of member of a scheduled tribe Section 10(26)
Incomes of individual who is of Sikkimese origin Section 10(26AAA)
Income earned by minor children Section 10(32)
Dividends earned by shareholders from Indian companies Section 10(34)
Dividends from the Units of Mutual Funds Section 10(35)
LTCG income earned from transfer of long-term capital asset Section 10(36)
Any Capital Gains earned from the compulsory acquisition of urban
agriculture land

Section 10(37)

LTCG earned  on transfer of long-term assets which are equity shares Section 10(38)
Income earned from the notified international sporting events Section10(39)
Income from reverse mortgage Section 10(43)
Exemption to Chairmen and Members of UPSC Section 10(45)

INTRODUCTION
In this chapter we will learn about the incomes which are not included in the total income of the
assessee for the income tax purposes. Such incomes are called exempted incomes. Section 10
gives the list of totally exempted incomes.

INCOMES NOT TO BE INCLUDED IN THE TOTAL INCOME OF ANY
PERSON : SECTION 10
Incomes, which do not form part of the total income, are also called the income exempt from tax.
Therefore, these incomes are not included in the total income of the assessee. The burden of
proving that income is exempt and therefore is covered in the Section 10 is upon the assessee and
not on the income tax department. Incomes which are totally exempt are:
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(1) AGRICULTURE INCOME: SECTION 10(1): Agriculture Income earned from land situated in
India is totally exempt but shall be included in case of certain assessees for the purpose of
determining the rate of tax on the non-agriculture income.

(2) SUM RECEIVED BY THE MEMBER FROM HUF: SECTION 10(2): Share of profit received by
the member of HUF from the HUF shall be exempt from Tax.

(3) SHARE OF PROFIT OF A PARTNER FROM THE FIRM: SECTION 10(2A): Where the person
being the partner of a firm, which is assessed as such, his share in the Total Income of the firm
shall be exempt from the tax.

(4) EXEMPTION ON INTEREST: SECTION 10(4): A non-resident who earns
a) income from interest on government securities and bonds including income by way of

premium on redemption shall be exempt from Tax.
b) any income by way of interest on moneys standing to his credit in a Non-resident (External)

Account (NRE A/c) in any bank in India

(5) INCOMES WHICH HAVE BEEN DISCUSSED UNDER THE CHAPTER OF SALARY:
(a) LTC under Section 10(5)
(b) Remuneration received by foreign nationals and diplomats under Section 10(6)
(c) Foreign Allowances under Section 10(7)
(d) Gratuity under Section 10(10)
(e) Commuted Pension under Section 10(10A)
(f) Leave Encashment under Section 10(10AA)
(g) Retrenchment Compensation under Section 10(10B)
(h) Compensation on the Voluntary Retirement under Section 10(10C)
(i) Tax on the non-monetary perquisites paid by employer under Section 10(10CC)
(j) Provident Funds under Section 10(11) and 10(12)
(k) Payments from Approved Superannuation Funds under Section 10(13)
(l) House Rent Allowance under Section 10(13A)
(m)Special Allowances under Section 10(14)
(n) Pension of winners of Gallantry Awards under Section 10(18)
(o) Pension of soldiers who die on duty under Section 10(19)

(6) PAYMENTS TO BHOPAL GAS VICTIMS:  SECTION 10(10BB): Any payment made to a
person under Bhopal Gas Leak Disaster (Processing of Claims) Act, 1985 and any scheme
framed thereunder will be fully exempt. However, payments made to any assessee in
connection with Bhopal Gas Leak Disaster to the extent he has been allowed a deduction
under the Act on account of any loss or damage caused to him by such disaster will not be
exempted.

(7) COMPENSATION ON DISASTER: SECTION 10(10BC): Compensation received or receivable
by an individual or his legal heir on account of disaster from the Central Government, State
Government or local authority will be exempt from Tax. However, if the loss due to disaster
has been claimed as deduction while calculating PGBP Income then such compensation shall
not be exempt.
"Disaster" means a catastrophe, mishap, calamity or grave occurrence in any area, arising from
natural or man-made causes, or by accident or negligence. It should have the effect of causing
(a) substantial loss of life or human suffering; or
(b) damage to, and destruction of, property; or
(c) damage to, or degradation of, environment.
(d) It should be of such a nature or magnitude as to be beyond the coping capacity of the

community of the affected area.
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(8) AMOUNT RECEIVED UNDER LIFE INSURANCE POLICY: SECTION 10(10D): Sum received
under Life Insurance Policy including bonus on such policy is exempt from Tax. But following
are not exempt:
(a) Sum received under Keyman Insurance Policy. Keyman Insurance Policy which has been

assigned to any person during its term, with or without consideration, shall continue to be
treated as Keyman Insurance Policy and hence maturity amount shall not be exempt under
Section 10(10D).

(b) Sum received from the Policy under Section 80DD and 80DDB
(c) Amount received from the Insurance Policy which was issued between 1/4/2003 and

31/3/2012 in respect of which premium payable for any of years exceeds 20% of the actual
sum assured and 10% of actual sum assured if policy has been issued on or after 1/4/2012
and 15% of actual sum assured if policy has been issued on or after 1/4/2013, for the
benefit of the dependent mentioned under section 80DD and section 80DDB. However, in
this case any of the amounts received on death shall be exempt.

(9) SECTION 10(11A) : PAYMENT FROM SUKANYA SAMRIDDHI ACCOUNT
Interest accruing on deposits in and withdrawal from any account from this scheme would be
exempt from tax.

(10) SECTION 10(12A) : AMOUNT PAYABLE AT THE TIME OF CLOSURE OR OPTING OUT
OF NATIONAL PENSION SCHEME
Any payment from National Pension System Trust referred to in Section 80CCD , to an employee

 Due to closure of the pension scheme or
 his opting out of the pension scheme

shall be exempt from tax upto 40% of the total amount payable to him.
However, the full amount received by the nominee, on death of the assessee shall be exempt from
tax.

(11) Section 10(12B) : Partial withdrawal of the amount from NPS: any payment from the
NPS on partial withdrawal will be exempt to the extent of maximum of 25% of
contribution.

(12) SECTION 10(13) : APPROVED SUPERANNUATION FUND TRANSFERRED TO
NATIONAL PENSION SCHEME

Any payment from an approved superannuation fund which is transferred to the NPS account of
the employee shall be exempt from tax.

(13) INTEREST ON SECURITIES: SECTION 10(15):
a) Interest on Post Office Savings Bank Account is exempt from Tax upto `3,500 pa in case of

individual account and `7,000 pa in case of joint account.
b) interest on Gold Deposit Bonds issued under the Gold Deposits Scheme, 1999
c) the interest on Deposit Certificates issued under the Gold Monetization Scheme

(14) SCHOLARSHIPS GIVEN TO MEET THE COST OF EDUCATION: SECTION 10(16):
Scholarship given to meet cost of education is exempt from Tax irrespective of the amount of the
scholarship and irrespective of the fact whether or not it is financed by the government. The
scholarship paid to children of the employees is exempt in the hands of the employees.

AMENDMENT FROM
AY 2018-2019
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(15) DAILY AND CONSTITUENCY ALLOWANCE, ETC.  RECEIVED BY MPS AND MLAS:
SECTION 10(17): Following are exempt
a. Full amount of Daily Allowance received by MPs or MLAs
b. Any Allowance received by MPs
c. Full amount of the Constituency Allowance received by MLAs.
d. All other Allowances up to `2,000 per month received by MLAs

(16) INCOME FROM AWARDS:  SECTION 10(17A): Any payment in cash or kind as an award,
which in the public interest, is given by the Central Government and State Government shall be
exempt from Tax. For example National Film Awards etc.

(17) INCOME OF MEMBER OF A SCHEDULED TRIBE: SECTION 10(26): A member of a
Scheduled Tribe residing in -

(i) any area (specified in the Constitution) or
(ii)  in the States of Manipur, Tripura, Arunachal Pradesh, Mizoram and Nagaland, or
(iii) in the Ladakh region of the State of Jammu and Kashmir is exempt from Tax on his
income arising or accruing -

(a) from any source in the areas or States aforesaid.
(b) by way of dividend or interest on securities.

(18) INCOMES OF INDIVIDUAL  WHO IS  OF SIKKIMESE ORIGIN: SECTION 10(26AAA): In
case of an individual, being a Sikkimese, any income which accrues or arises
(a) from any source in the State of Sikkim; or
(b) by way of Dividend or interest on securities from any place

Shall be fully exempt from Tax. Provided these incomes shall not be exempt to a Sikkimese
woman who, on or after 1/4/2008 marries an individual who is not a Sikkimese.

Explanation for the purposes of this clause, ‘Sikkimese’ shall mean—
(i) an individual, whose name is recorded in the register of Sikkim Subjects immediately

before the 26/4/1975; or
(ii) any other individual, whose name does not appear in the Register of Sikkim Subjects, but

it is established beyond doubt that the name of such individual’s father or husband or
paternal grandfather or brother from same father has been recorded in that register.

(19) INCOME EARNED BY MINOR CHILDREN: SECTION 10(32): Income earned by the minor
children which is being clubbed with the income of mother or father, who-so-ever has higher
income, is exempt up to maximum of `1,500 p.a. This exemption is available to the person
in whose Income of minor is to be included. Further exemption up to `1,500 p.a. shall be
available only if the income is to be clubbed under Section 64(1A) and not under Section 27.

(20) DIVIDENDS:  SECTION 10(34):
a) Dividends earned by shareholders from domestic company are exempt.
b) CDT not exempt for SEZ Developer: Section 115-O and Section 10(34): If company

is engaged in developing, operating, maintaining an SEZ pays Dividends, then CDT on
such dividends is charged at the rate of 15%+SC+EC u/s 115-O and exemption is
available to shareholders of such company u/s 10(34).

c) Dividends of foreign company: Taxable as per the normal rates applicable. Section
115BBD: If Total Income of Indian Company includes Dividend Income received from a
specified Foreign Company, then such Dividend shall be Taxable at @ 15% on the gross
amount of dividends. Further, no expenditure in respect of such Dividends shall be
allowed to be reduced. Specified Foreign Company:  It means a Foreign Company in
which Indian company holds 26% or more value of equity share capital.
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d) Section 115BBDA : If individual, Hindu undivided family (HUF) or a firm who is resident
in India earns dividend which is more than `10 lakh then it shall be chargeable to tax at
the rate of 10%. Further no deduction of expenses shall be allowed and no set-off of loss
shall be allowed to the assessee in computing the income by way of dividends.

EXAMPLE
A Ltd., a domestic company, declared dividend of `170 lakh for the year FY 2016-2017 and
distributed the same on 10/7/2017. Mr. X, holding 10% shares in A Ltd., receives dividend of `17
lakh in July, 2017. Mr. Y. holding 5% shares in A Ltd., receives dividend of `8.50 lakh. Discuss the
tax implications in the hands of Mr. X and Mr. Y, assuming that Mr. X and Mr. Y have not received
dividend from any other domestic company during the year.

SOLUTION:
a) The dividend of `110 lakh declared and distributed in the PY 2017-2018 is subject to

dividend distribution tax in the hands of A Ltd.
b) In the hands of Mr. X, dividend received upto `10 lakh would be exempt under section

10(34). `7 lakh, being dividend received in excess of `10 lakh, would be taxable @ 10% as
per section 115BBDA. Such dividend would not be exempt under section 10(34). Therefore,
tax payable by Mr. X on dividend of `7 lakh under section 115BBDA would be `72,100
[10% of `7 lakh + education cess @ 2% + 1%].

c) In the hands of Mr. Y, the entire dividend of `8.50 lakh received would be exempt under
section 10(34), since only dividend received in excess of `10 lakh would be taxable under
section 115BBDA.

(21) INCOME ARISING TO AN ASSESSEE, BEING A SHAREHOLDER, ON ACCOUNT OF
BUY BACK OF SHARES: SECTION 10(34A): Any income arising to an assessee, being a
shareholder, on account of buy back of shares (not being listed on a recognised stock
exchange) by the company as referred to in Section 115QA is exempt.

(22) DIVIDENDS FROM THE UNITS OF MUTUAL FUNDS:  SECTION 10(35): Dividends from
mutual funds and Dividends from UTI are exempt.

(23) ANY CAPITAL GAINS EARNED FROM THE COMPULSORY ACQUISITION OF URBAN
AGRICULTURE LAND: SECTION 10(37): by the government for which compensation has
been received by individual or HUF on or after 1/4/2004 shall be exempt.

(24) SECTION 10(38) : TRANSFER OF EQUITY SHARES OF A
COMPANY ON WHICH SECURITY TRANSACTION TAX IS PAID

This Section provides that any long term Capital Gain arising from sale of listed securities
is exempt from tax.  The main features of this section are as follows:
1) Exemption is available to residents as well as non-residents.
2) The exemption is available if LTCA being equity shares in a company are purchased on

or after 1/10/2004.
3) Such transaction is liable to Security Transaction Tax (STT).
4) Exemption is available to investor who holds equity shares as an investment and not to

trader who holds them as stock in trade.

AMENDMENT FROM
AY 2018-2019
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5) Exemption is available only on LTCG on sale of equity shares or a unit which is equity
oriented and thus on sale of other securities such as preference shares, debentures,
Bonds etc. this exemption is not available.
However in following cases LTCG will be exempt even though STT has not been paid

a) Acquisition of equity shares under preferential issue.
b) Acquisition of shares under Initial Public offer (IPO)
c) Acquisition under employee stock option scheme
d) Acquisition from the Government
e) Acquisition by mode of transfer referred in sections 47 or 50B.
f) Acquisition of equity share of a company during the period beginning from

the date on which the company is delisted from a recognised stock
exchange and ending on the date immediately preceding the date on which
the company is again listed on a recognised stock exchange.

(25) REVERSE MORTGAGE: Any amount received by an individual as a loan, either in lump sum
or in installment, in a transaction of reverse mortgage is exempt: Section 10(43).

(26) EXEMPTION TO CHAIRMEN AND MEMBERS OF UPSC: Specific Perquisites and
Allowances notified by the Central Government, received by both serving and retired
chairmen and members of UPSC will be fully exempt from income Tax : Section 10(45).

The Central Government has notified following incomes for the purpose of this Section:
1) In case of serving chairman and members of UPSC:

a) Value of RFA.
b) Value of conveyance facilities.
c) Transport Allowance.
d) Sumptuary Allowance.
e) LTC to assessee or his family members.

2) In case of retired chairman and members of UPSC:
a) Maximum sum of `14,000 pm for meeting personal expenditure towards secretarial

assistance on contract basis.
b) Value of residential telephone free of cost and number of free calls to the extent of
`1,500pm (over and above free calls per month allowed by the telephone authorities)

Note – Tax exemption is also available in respect of certain specified perquisites enjoyed by
Chief Election Commissioner/Election Commissioner and Judges of Supreme Court on account
of the enabling provisions in the respective Acts which govern their service conditions.

EXAMINATION QUESTIONS
Question 1: State whether the following are chargeable to Tax and the amount liable to Tax
(a) Arvind received `20,000 as his share from income of HUF.
(b) Mr. Xavier a Param Vir Chakra awardee received a pension of `2,20,000.
(c) A registered political party earned rental income of `6,00,000 by letting out of the premises.

MAY 2012 3 MARKS ; ANSWER: ALL THREE INCOMES ARE EXEMPT



CHAPTER 14 INCOME TAX RETURN
425

CHAPTER 14

INCOME TAX RETURN



CHAPTER 14 INCOME TAX RETURN
426



CHAPTER 14 INCOME TAX RETURN
427

CHAPTER 14
PROCEDURE OF FILING OF INCOME TAX RETURNS

LEARNING OBJECTIVES
 To understand what is Income Tax Return(ITR)
 To understand the different types of forms that are used to submit an ITR
 To understand the due dates for filing of ITR
 To understand the consequences of not filing of ITR till the due date
 To understand the concept of filing of belated ITR
 To understand the concept of defective ITR
 To understand who all are responsible to verify the ITR
 To understand the concept of Permanent Account Number (PAN) and its significance and use.

SECTIONS DISCUSSED IN THE CHAPTER
Compulsory filing of Income Tax Returns Section 139(1)
Interest for default for furnishing Income Tax Returns Section 234A
Option to file Income Tax Return through employer Section 139(1A)
Income Tax Return through computer readable media Section 139(1B)
Return of Loss Section 139(3)
Belated Income Tax Returns Section 139(4)
Revised Income Tax Returns Section 139(5)
Particulars required to be furnished with the Income Tax Returns Section 139(6)
Particulars required to be furnished with the Income Tax Return in the case
of assessee engaged in Business or Profession

Section 139(6A)

Defective Income Tax Returns Section 139(9)
Permanent Account Number Section 139A
Scheme for submission of Income Tax Return through Tax Return Preparers Section 139B
Verification of the Income Tax Return Section 140

INTRODUCTION
Till now we have learned about the types of income and the mode to impose tax on such incomes.
In this chapter we will study about the procedure of filling of Income Tax Returns.

INCOME TAX RETURNS
Income Tax Return is a format in which the assessee furnishes information of his total income and
tax payable to the Government. The formats of filing of Income Tax Return by different assessees
are notified by the Central Board of Direct Taxes (CBDT). The particulars of the income earned
under different heads, gross total income, deductions from gross total income, total income and tax
payable by the assessee are generally required to be furnished in the Income Tax Return. In other
words, Income Tax Return is the declaration of income and income tax payable by the assessee in
a prescribed format.
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TYPES OF INCOME TAX RETURN FORMS
Types of Return Forms applicable are for AY 2017-2018 are given below (forms for the AY 2018-
2019 have not been notified so far)
Form no. Form applicable to
ITR - 1
(SAHAJ)

This Return Form is to be used by an individual whose total income includes:-
(a) Income from Salary / Pension or
(b) Income from One House Property (excluding cases where loss is brought forward

from previous years) or
(c) Income from Other Sources (excluding winning from lottery and income from Race

Horses)

NOTE: Further, in a case where the income of another person like spouse, minor child,
etc. is to be clubbed with the income of the assessee, this Return Form can be used
only if the income being clubbed falls into the above income categories.

This Return Form should not be used by an individual
(a) whose total income exceeds `50 lakh or
(b) includes Income from more than one house property or
(c) includes Income from winnings from lottery or income from Race horses or
(d) includes Income under the head Capital or
(e) includes Agricultural income in excess of ₹5,000 or
(f) includes Income from Business or Profession or
(g) includes Loss under the head ‘Income from other sources’ or
(h) Any resident having any asset (including financial interest in any entity) located

outside India or signing authority in any account located outside India or
(i) Any resident having income from any source outside India.

This Return Form can be filed in any of the following ways
(a) by furnishing the return in a paper form
(b) by furnishing the return electronically under digital signature
(c) by transmitting the data in the return electronically under electronic verification

code
(d) by transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR-V

Only the following persons have an option to file return in paper form
(a) an individual of the age of 80 years or more at any time during the previous year
(b) an individual or HUF whose income does not exceed five lakh rupees and no

refund is claimed in the return of income.
ITR - 2 (a) This Return Form is to be used by an individual or an Hindu Undivided Family who

is not eligible to file Sahaj ITR-1 and whose is a partner in the partnership firm.
(b) This Return Form should not be used by an individual whose total income includes

Income from Business or Profession under any proprietorship business.
(c) This Return Form can be filed in any of the following ways

1) by furnishing the return electronically under digital signature
2) by transmitting the data in the return electronically under electronic verification

code
3) by transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR-V
ITR - 3 (a) This Return Form is to be used by an individual or a Hindu Undivided Family who is

carrying out a proprietary business or profession.
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(b) This Return Form can be filed with the Income Tax Department in any of the
following ways
1) by furnishing the return electronically under digital signature
2) by transmitting the data in the return electronically under electronic verification

code
3) by transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR-V.
ITR - 4
(SUGAM)

This Return Form is to be used by an individual / HUF / Partnership Firm whose total
income includes
(a) Business income where such income is computed under sections 44AD and 44AE

or
(b) Income from Profession where such income is computed under section 44ADA or
(c) Salary / Pension or
(d) Income from One House Property (excluding cases where loss is brought forward

from previous years) or
(e) Income from Other Sources (excluding Winning from Lottery and Income from

Race Horses)

Form SUGAM cannot be used in following cases
(a) Income from more than one house property or
(b) Income from Winnings from lottery or income from Race horses or
(c) Income under the head Capital Gains or
(d) Agricultural income in excess of ₹5,000 or
(e) Income from Speculative Business and other special incomes or
(f) Income from an agency business or income in the nature of commission or

brokerage or
(g) Any resident having any asset (including financial interest in any entity) located

outside India or signing authority in any account located outside India or
(h) Any resident having income from any source outside India.

SUGAM Form shall not apply at the option of the assessee if
(a) the assessee keeps and maintains all the books of account and other documents

referred to in section 44AA.
(b) the assessee gets his accounts audited and obtains a report of such audit as

required under section 44AB in respect of the business or profession.
In the above scenarios, Regular ITR-3 or ITR-5, as the case may, should be filed and
not SUGAM.

This Return Form can be filed in any of the following ways
(a) By furnishing the return in a paper form
(b) By furnishing the return electronically under digital signature
(c) By transmitting the data in the return electronically under electronic verification

code
(d) By transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR – V.

Only the following persons have an option to file return in paper form
(a) an individual of the age of 80 years or more at any time during the previous year
(b) an individual or HUF whose income does not exceed five lakh rupees and no

refund is claimed in the return of income
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ITR - 5 (a) This Form can be used by a person being a firm, LLPs, AOP, BOI, artificial juridical
person, cooperative society, registered societies and local authority. However, a
person who is required to file the return of income under section 139(4A) or
139(4B) or 139(4C) or 139(4D) or 139(4F) shall not use this form.

(b) This Return Form can be filed in any of the following ways
1) by furnishing the return electronically under digital signature
2) by transmitting the data in the return electronically under electronic verification

code
3) by transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR-V
4) However, a firm whose accounts are liable to audit under section 44AB shall

compulsorily furnish the return in the manner mentioned at 1) above.
ITR - 6 (a) This Form can be used by a company, other than a company claiming exemption

under section 11.
(b) This Form has to be compulsorily furnished electronically under digital signature.

ITR - 7 (a) This Form can be used by persons including companies who are required to
furnish return under section 139(4A) or section 139(4B) or section 139(4C) or
section 139(4D) or section 139(4E) or section 139(4F).

(b) This Return Form can be filed in any of the following ways
1) by furnishing the return electronically under digital signature
2) by transmitting the data in the return electronically under electronic verification

code
3) by transmitting the data in the return electronically and thereafter submitting the

verification of the return in Return Form ITR-V
4) However, a political party shall compulsorily furnish the return in the manner

mentioned at 1) above.
ITR - V Where the data of ITR in forms ITR1, ITR2, ITR3, ITR4, ITR5 and ITR6 has to be

transmitted electronically without digital signature.

COMPULSORY FILING OF INCOME TAX RETURN (ITR): SECTION 139(1)
(1) It is compulsory for every company and a partnership firm to file its ITR on or before due date

irrespective of level of income and even in the case of loss.
(2) It is compulsory for every person, other than a company and partnership firms to file ITR on or

before the due date if his total income or total income of some other person in respect of which
he is assessable during the year exceeds the basic exempt limit.

(3) Further, every person being an individual or HUF or AOP/BOI or an artificial person shall file
the ITR on or before the due date if Total Income without allowing deductions of Section 80C to
80U and without allowing exemption u/s 10(38) exceeds the basic exempt limit.

(4) An Individual or HUF who is ROR in India who is not required to furnish ITR and who at any
time during the PY

(a) holds any asset (including any financial interest in any entity) located outside India or has
signing authority in any account located outside India or

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

shall furnish his ITR on or before the due date.
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(5) DUE DATE means:
(a) Where the assessee is:

(i) Company
(ii) A person (other than company) whose accounts are required to be audited.
(iii) The person is working partner of a firm, if accounts of firm are required to be

audited.
DUE DATE IS 30/SEPTEMBER/AY

(b) In any other case.
DUE DATE IS 31/ JULY/AY

(6) If on the last date on which ITR ought to be filed is a holiday then it can be filed on the next
working day and it will be assumed as if ITR was filed on the due date.

(7) As per Section 119 of Income Tax Act 1961 the CBDT has the power to extend the due date
to file ITR.

ILLUSTRATION 1 : Paras is resident of India. During the AY 2018-2019 i.e. PY 2017-2018 interest
of `2,88,000 was credited to his Non-resident (External) Account with SBI. `30,000, being interest
on fixed deposit with SBI, was credited to his saving bank account during this period. He also
earned `3,000 as interest on this saving account. Is Paras required to file return of income ? What
will be your answer, if he owns one shop in Kerala having area of 150 sq. ft.?

SOLUTION : An individual is required to furnish a return of income under section 139(1) if his
gross total income before giving exemption u/s 10(38) exceeds the maximum amount not
chargeable to tax i.e. `2,50,000 for the AY 2018-2019 i.e. PY 2017-2018

Computation of total income of Mr. Paras for the AY 2018-2019 i.e. PY 2017-2018
Particulars `

Income from other sources
Interest earned from Non-resident (External) Account `2,88,000 [Exempt under
section 10(4)(ii), assuming that Mr. Paras has been permitted by RBI to maintain
the aforesaid account]

NIL

Interest on fixed deposit with SBI 30,000
Interest on savings bank account 3,000
Gross Total Income 33,000
Less: Deduction under section 80TTA (Interest on saving bank account) 3,000
Total Income 30,000

Since the gross total income of Mr. Paras for the AY 2018-2019 i.e. PY 2017-2018 is less than the
basic exemption limit of `2,50,000 he is not required to file ITR. Owning a shop having area of 150
sq.ft in Kerala would not make any difference to the answer.
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FEE FOR DEFAULT IN FURNISHING ITR : SECTION 234F
Where a person, who is required to furnish a return of income u/s 139, fails to do so within
the prescribed time limit u/s 139(1), he shall pay fee of

Fee Circumstances
`5,000 if the return is furnished on or before the 31/12/AY
`10,000 in any other case
However, if the total income of the person does not exceed `5 lakhs, the fees
payable shall not exceed `1,000

OPTION TO FURNISH RETURN OF INCOME TO EMPLOYER: SECTION
139(1A)
(1) This Section gives an option to a person, being an individual who is in receipt of Income

chargeable under the head ‘Salaries’, to furnish a Return of his / her Income for any previous
year to his / her employer, in accordance with such scheme as may be notified by the CBDT
and subject to such conditions as may be specified therein.

(2) Such an employer shall furnish all Returns of Income received by him/her on or before the due
date, in such a form (including on a floppy, diskette, magnetic cartridge tape, CD-ROM or any
other computer readable media) and manner as may be specified in that scheme.

(3) In such a case, any employee who has filed a Return of his/her Income to his/her employer
shall be deemed to have furnished a ITR as per section 139(1).

INCOME TAX RETURN THROUGH COMPUTER READABLE MEDIA :
SECTION 139(1B)
(1) This sub-Section enables the taxpayer to file his/her Income Tax Return in computer readable

media, without interface with the department.
(2) It provides an option to a person (both corporate and non-corporate) required to furnish a

Return of his/her Income.
(3) Such person may, on or before the due date, furnish a Return of Income in accordance with

such scheme as may be notified by the CBDT, in such form (including on a floppy, diskette,
magnetic cartridge tape, CD-ROM or any other computer readable media) and manner as may
be specified in that scheme.

(4) Such Return shall be deemed to be a Return furnished under Section 139(1).

SPECIFIED CLASS OF PERSONS TO BE EXEMPTED FROM FILING
RETURN OF INCOME : SECTION 139(1C)

(1) Under Section 139(1), every person has to furnish a Return of his/her Income on or before
the due date, if his/her Total Income exceeds the basic exemption limit.

(2) For reducing the compliance burden of small Tax payers, the Central Government has been
empowered to notify the class or classes of persons who will be exempted from the
requirement of filing of Return of Income, subject to satisfying the prescribed conditions.

(3) Every notification issued under Section 139(1C) shall, as soon as may be after its issue, be laid
before each House of Parliament while it is in session, for a total period of thirty days. If both

AMENDMENT FROM
AY 2018-2019
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Houses agree in making any modification in the notification, the notification will thereafter have
effect only in such modified form. If both Houses agree that the notification should not be
issued, the notification shall thereafter have no effect.

INCOME TAX RETURN OF DECLARING THE LOSS : SECTION 139(3)
(1) It is not mandatory to file a Return of Loss, as there is no taxable Income. However carrying

forward of losses is not permitted unless the Return of Loss is submitted on or before due date.
(2) Losses of

 Non speculative Business u/s 72(1)
 Speculative Business u/s 73(2)
 Capital Gains u/s 74(1)
 Losses from the activity of owning and maintaining of Race Horses u/s 74A(3)
 loss of the specified business referred to in section 35AD – section 73A(2)

can be carried forward only if a Return of Loss is filed.
(3) However, Loss under ‘House Property’ and ‘Unabsorbed Depreciation’ can be carried forward

even if Return of Loss is filed after due date.

BELATED INCOME TAX RETURN:  SECTION 139(4)
If ITR is not filed within the time allowed u/s 139(1) then assessee can file ITR even after the due
date of that section and such ITR shall be known as belated Return. Belated ITR can be filed
before:

a) the end of the relevant assessment year or
b) the completion of the assessment, whichever is earlier.

The following will be the consequences for filling of Belated Income Tax Return
(1) Assessee will be liable to pay Interest as calculated under Section 234A.
(2) Fee for default in furnishing return of income under section 234F
(3) If Return is filed belated, then losses can’t be carried forward.

REVISED INCOME TAX RETURN:  SECTION 139(5)
If assessee discovers any omission or wrong statement in a ITR filed u/s 139 (1) or u/s
139(4) he / she may furnish a revised ITR. ITR can be revised -
1. Before the end of the relevant assessment year or
2. Before the completion of assessment whichever is earlier.

What is the status of Original Return when Revised Return is filed?
(1) Revised Return substitutes the original Returns.
(2) Original Return is treated as withdrawn.
(3) Revised Return is treated as being furnished on the date the original Return was furnished.

AMENDMENT FROM
AY 2018-2019
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PARTICULARS TO BE FURNISHED WITH THE RETURN: SECTION 139(6)
The prescribed form of the Return shall, in certain specified cases, require the assessee to furnish
the particulars of –
(i) Income exempt from Tax
(ii) Assets of the prescribed nature and value and belonging to him/her
(iii) His/her Bank Account and Credit Card held by him/her
(iv) Expenditure exceeding the prescribed limits incurred by him/her under prescribed heads
(v) Such other outgoings as may be prescribed.

PARTICULARS TO BE FURNISHED WITH RETURN OF INCOME IN CASE
OF AN ASSESSEE ENGAGED IN BUSINESS OR PROFESSION:
SECTION 139(6A)
The prescribed form of the Return shall, in the case of an assessee engaged in any Business or
Profession also require him to furnish –
(i) the report of any audit referred to in Section 44AB.
(ii) the particulars of the location and style of the principal place where he carries on the Business
or Profession and all the branches thereof.
(iii) the names and addresses of his/her partners, if any, in such Business or Profession.
(iv) if he is a member of an association or body of individuals,

(a) the names of the other members of the Association or the Body of Individuals; and
(b) the extent of the share of the assessee and the shares of all such partners or members,

as the case may be, in the profits of the Business or Profession.

DEFECTIVE INCOME TAX RETURN: SECTION 139(9)
A Return of Income shall be regarded as defective unless all the following conditions are fulfilled,
namely:
(1)The annexures, statements and columns in the Return of Income relating to computation of

Income chargeable under each head of Income, computations of gross Total Income and Total
Income have been duly filled in.

(2)The Return of Income is accompanied by the following, namely:
a) A statement showing the computation of the Tax payable on the basis of the Return.
b) The report of the audit obtained under Section 44AB (If such report has been furnished prior

to furnishing the Return of Income, a copy of such report and the proof of furnishing the
report should be attached).

c) The proof regarding the Tax, if any, claimed to have been deducted or collected at source
and the Advance Tax and Tax on Self-Assessment, if any, claimed to have been paid.

(3)Where regular books of accounts are maintained by an assessee, the Return of Income is
accompanied by the following
a) copies of manufacturing account, trading account, Profit and Loss account or Income and

Expenditure Account, or any other similar account and balance sheet
b) the personal accounts as detailed below –

Proprietary Business or Profession The personal account of the proprietor
Firm, Association of Persons or Body of
Individuals

personal accounts of partners or members

Partner or member of a firm, Association of
Persons or Body of Individuals

partner’s personal account in firm,
member’s personal account in the
Association of Persons or Body of
Individuals
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(4)Where the accounts of the assessee have been audited, the Return should be accompanied by
copies of the audited Profit and Loss Account and balance sheet and the auditor’s report.

(5)Where the cost accounts of an assessee have been audited under Section 233B of Companies
Act, 1956, the Return should be accompanied by such report.

(6)Where regular books of accounts are not maintained by the assessee, the Return should be
accompanied by-
(a) a statement indicating –

(i) the amount of Turnover or Gross Receipts
(ii) Gross Profit
(iii) Expenses
(iv) Net Profit

of the Business or Profession;
(b) the basis on which such amounts mentioned in (a) above have been computed,
(c) the amounts of Total Sundry Debtors, Sundry Creditors, stock-in-trade and cash balance as

at the end of the previous year.

Note- Points (2) to (6) given above are not practically relevant since the assessee has to
furnish annexure-less Return of Income.

 Unverified Return is treated as invalid and not defective. Thus such Return is void-ab-initio.
 If the Assessing Officer considers that Income Tax Return is defective he may give an assessee

an opportunity to rectify the defect within 15 days of receipt of intimation. This time period though
can be increased on the application of the assessee. If the defect is not rectified within the time
allowed the Assessing Officer might treat the Return as invalid and other provisions of the
Income Tax Act may follow as if the Return was never filed by the assessee.

PERMANENT ACCOUNT NUMBER (PAN) : SECTION 139A  &  RULE 114
In the following cases an application for allotment of PAN has to be made
(1) If the Total Income of anybody during any previous year exceeded maximum amount not

chargeable to Tax. The application for the allotment of PAN has to be submitted before 31/5/AY
(2) In case where the assessee is carrying on any Business or Profession whose Total Sales or

Gross Receipts are or are likely to be more than `5 lakhs in any previous year. The application
for the allotment of PAN has to be submitted before the end of the accounting year.

(3) If Return is to be filed u/s 139 (4A) i.e. Return of Charitable Trusts.

However, the Central Government has the power to specify any class of person by whom the Tax
is payable including importers and exporters to apply for the allotment of PAN. Any other person
may also apply for allotment of PAN and the Assessing Officer suo-motu may also allot PAN to any
person by whom Tax is payable. Further the Central Government has power to notify any person
to apply for PAN for the purposes of collection of any information.
Every person who has been allotted PAN shall quote it:
S.No Nature of transaction Requirement
1 Immovable property 1) Sale or purchase exceeding ` 10 Lakhs

2) Properties valued by stamp valuation authority at the
amount exceeding `10 lakhs will also need PAN

2 Sale / purchase of motor
vehicles (other than two or
three wheelers)

All sales or purchases

3 Time deposits 1) Deposit with Co-Op banks , post office, Nidhi , NBFC
2) Deposits aggregating to more than `5 lakhs during

the year
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4 Deposit with post office
savings account

No requirement of PAN

5 Sale or purchase of securities Contract of sale or purchase of a value exceeding ` 1
lakhs

6 Opening an account with bank
including CO-OP banks

For opening of all accounts except savings bank
account

7 Installations of telephone or
cellphone connections

No requirement of PAN

8 Hotel and restaurant bills Cash payment exceeding `50,000
9 Cash purchase of bank drafts

and pay orders
Exceeding `50,000 on any one day

10 Cash deposit with banking
company

Exceeding `50,000 on any one day

11 Foreign travel Cash payment in connection with foreign travel or
purchase of foreign currency of an amount exceeding
`50,000 at any one time (including fare , payment to
travel agent)

12 Credit card issued by banks
and CO-OP banks

Application to banking company or any other company
or any other institution for issue of credit card

13 Mutual fund units Payment exceeding `50,000 for purchase
14 Shares in company 1) For opening a DEMAT account

2) Purchase or sale of shares of an unlisted company
for the amount exceeding `1 lakhs per transaction

15 Debentures and bonds Payment exceeding `50,000
16 RBI bonds Payment exceeding `50,000
17 Life insurance premium Payment exceeding `50,000 in a year
18 Purchase of jewellary or

bullion or purchase of goods or
services

Purchase or sale exceeding `2 lakhs per transaction

19 Cash cards or prepaid
instruments issued under
Payment & Settlement Act

Cash Payment exceeding `50,000 in a year.

Minor to quote PAN of parent or guardian : Where a person, entering into any transaction
referred to in this rule, is a minor and who does not have any income chargeable to income-tax, he
shall quote the PAN of his father or mother or guardian, as the case may be, in the document
pertaining to the said transaction.

QUOTING OF AADHAR NUMBER : SECTION 139AA
Mandatory
quoting of Aadhar
Number

Every person who is eligible to obtain Aadhar Number is required to
mandatorily quote Aadhar Number on or after 1/7/2017:
(a) in the application form for allotment of PAN
(b) in the ITR

AMENDMENT FROM
AY 2018-2019



CHAPTER 14 INCOME TAX RETURN
437

Mandatory
quoting of
Enrolment Id,
where person
does not have
Aadhar Number

If a person does not have Aadhar Number, he is required to quote
Enrolment ID of Aadhar application form issued to him at the time of
enrolment in the application form for allotment of PAN or filing of ITR.

Intimation of
Aadhar Number to
prescribed
Authority

Every person who has been allotted PAN as on 1/7/2017 and who is
eligible to obtain Aadhar Number, shall intimate his Aadhar Number to
prescribed authority on or before a date as may be notified by the
Central Government.

Consequences of
failure to intimate
Aadhar Number

If a person fails to intimate the Aadhar Number, the PAN allotted to
such person shall be deemed to be invalid

Provision not to
apply to certain
person or class of
persons

The provisions of section 139AA relating to quoting of Aadhar Number
would, however, not apply to such person or class or classes of
persons or any State or part of any State as may be notified by the
Central Government

INCOME TAX RETURNS THROUGH INCOME TAX RETURN
PREPARERS: SECTION 139B
This Section provides the following:
(1) CBDT has to prepare the scheme which enables any specified class or classes of persons to

prepare and furnish Income Tax Returns.
(2) The scheme framed as above shall specify the manner in which the Income Tax Return

Preparer shall assist the assessee and others who are filling Income Tax Return and shall
furnish his/her own signature on such Return.

(3) Income Tax Return Preparer shall be an individual other than:
(a) An officer of a scheduled bank with which assessee maintains a Current Account or has

other regular dealing.
(b) Any legal practitioner who is entitled to practice in any civil court in India.
(c) A Chartered Accountant.
(d) An employee of the specified class or classes of person. The specified class or classes of

person for this purpose means any person other than a company or a person whose
accounts are required to be audited under Section 44AB or who is required to file ITR.

(4) The above mentioned scheme shall also provide:
(a) The manner in which and the period for which the Tax Return preparer shall be authorized.
(b) Educational and other qualification to be possessed by him.
(c) Training and other conditions to be fulfilled by a person to act as Tax Return preparer.
(d) Code of conduct of Income Tax Return Preparer.
(e) Duties and obligations of Income Tax Return Preparer.
(f) Manner in which the authorization can be withdrawn.
(g) Any other mater which is required to be specified.

(5) Every scheme framed by CBDT under this Section shall be laid before each House of
Parliament while it is in Session to make the same effective.

(6) If both Houses decide to make modification to the scheme, then the scheme will have effect
only in such modified manner.

(7) Similarly, if both Houses decide that any scheme should not be framed then such scheme will
thereafter be of no effect.

(8) However, such modification or annulment should not affect the validity of anything which has
been done previously under the scheme.
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VERIFICATION OF INCOME TAX RETURN: SECTION 140
Assessee Circumstance Authorized person to verify

Individual (i) In circumstances not
covered under (ii), (iii) &
(iv) below

- the individual himself/herself

(ii) where he is absent
from India

- the individual himself/herself; or
- any person duly authorised by him/her in
this behalf holding a valid Power of Attorney
from the individual. (Such Power of Attorney
should be attached to the Return of Income)

(iii) where he is mentally
incapacitated from
attending to his/her affairs

- his/her guardian; or
- any other person competent to act on
his/her behalf

(iv) where, for any other
reason, it is not possible
for the individual to verify
the Returns

- any person duly authorised by him/her in
this behalf holding a valid Power of Attorney
from the individual (Such Power of Attorney
should be attached to the Return of Income)

Hindu
Undivided
Family

(i) in circumstances not
covered under (ii) and (iii)
below

- the karta

(ii) where the karta is
absent from India

- any other adult member of the HUF

(iii) where the karta is
mentally incapacitated
from attending to his/her
affairs

- any other adult member of the HUF

Company (i) in circumstances not
covered under (ii) to (v)
below

- the Managing Director of the company

(ii) (a) where for any
unavoidable reason such
Managing Director is not
able to verify the Returns;
or
(b) where there is no
Managing Director

- any Director of the company

- any director of the company

(iii) where the company is
not resident in India

- a person who holds a valid Power of
Attorney from such company to do so (such
Power of Attorney should be attached to the
Returns).

(iv) (a) Where the
company is being wound
up (whether under the
orders of a court or
otherwise); or
(b) where any person has
been appointed as the
receiver of any Assets of
the company

- Liquidator

- Liquidator
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(v) Where the
management of the
company has been taken
over by the Central
Government or any State
Government under any
law

- the Principal Officer of the company

Firm (i) in circumstances not
covered under (ii) below

- the Managing Partner of the firm

(ii) (a) where for any
unavoidable reason such
Managing Partner is not
able to verify the Returns;
or
(b) where there is no
Managing Partner.

- any partner of the firm, not being a minor

- any partner of the firm, not being a minor

LLP (i) in circumstances not
covered under (ii) below

Designated partner

(ii) (a) where for any
unavoidable reason such
designated partner is not
able to verify the Returns;
or
(b) where there is no
designated partner.

- any partner of the LLP

- any partner of the LLP

Local authority - - the Principal Officer
Political party
[referred to in
Section 139(4B)]

- - the Chief Executive Officer of such party
(whether he is known as secretary or by any
other designation)

Any other
association

- - any member of the association or the
principal officer of such association

Any other
person

- - that person or some other person competent
to act on his/her behalf.
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SELF-ASSESSMENT : SECTION 140A

Payment of tax,
interest and fee before
furnishing return of
income

When tax is payable on the basis of ITR required to be furnished u/s
139 after taking into account
(i)      the amount of tax already paid as advance tax
(ii) the tax deducted or collected at source
the assessee shall be liable to pay such tax together with interest and
fees payable for any delay in furnishing the ITR or any default or delay
in payment of advance tax before furnishing the ITR. The return shall
be accompanied by the proof of payment of such tax, interest and fee.

Order of adjustment of
amount paid by the
assessee

Where the amount paid by the assessee under section 140A(1) falls
short of the aggregate of the tax, interest and fees as aforesaid, the
amount so paid shall first be adjusted towards the fees payable and
thereafter towards interest and the balance, if any, shall be adjusted
towards the tax payable.

Consequence of
failure to pay tax

If any assessee fails to pay tax or interest or fees he shall be deemed to
be an assessee in default
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CHAPTER 15
TAX DEDUCTED AT SOURCE

LEARNING OBJECTIVES
 To understand the system of tax recovery by the Government in the form of Tax Deducted at

Source (TDS)
 To understand the rates at which tax has to be deducted at source.
 To understand the obligations of tax deductor and tax deductee and consequences if the tax has

not been deducted at source.
 To understand manner of payment of tax deducted at source to the Central Government.
 To understand the provisions for deduction of tax at lower rate as compared to the prescribed

rate.
 To understand due dates of payment of tax deducted at source and due dates of ITR related to

tax deducted at source.
 To understand the various forms which are used as certificate for tax deducted at source.

SECTIONS DISCUSSED IN THIS CHAPTER
Requirement to furnish PAN Section 206AA
Deduction of Tax at source and advance payment of Tax Section 190
Direct payment of Taxes Section 191
TDS on salary done by the employer Section 192
TDS on interest on securities Section 193
TDS on Dividends Section 194
TDS on interest other than securities Section 194A
TDS on winning of Lottery / Games etc. Section 194B
TDS on winning from Horse Races Section 194BB
TDS on payment to contractor / sub-contractor Section 194C
TDS on Insurance Commission Section 194D
TDS on non exempt life insurance payment Section 194DA
TDS on payment to NR sportsmen, sports institutions and entertainers Section 194E
TDS on payment in respect of National Savings Scheme Section 194EE
TDS on re-purchase of units by Mutual Fund or Unit Trust of India Section 194F
TDS on commission on sale of Lottery Tickets Section 194G
TDS on commission or brokerage Section 194H
TDS on Rent of Assets Section 194-I
TDS on payment to acquire immovable property Section 194-IA
TDS on rent of land or building or both Section 194-IB
TDS on payment under specified agreement Section 194-IC
TDS on fee of professional or technical services Section 194-J
TDS on compensation on acquisition of immovable property Section 194LA
Amount payable to Government /RBI etc. Section 196
Certificate for deduction of Tax at lower rate Section 197
No TDS on certain cases Section 197A
Tax deducted is income received Section 198
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Credit of Tax deducted Section 199
Deposit of TDS amount Section 200
Failure to deduct or pay TDS Section 201
Interest on non-deduction / non-payment of TDS Section 201(1A)

INTRODUCTION
To reduce the cost of recovery of Income Tax and to avoid evasion of Tax, The Income Tax Act
has made the provisions of collecting Tax at the source of income. Under this scheme the payer of
Income has to deduct the amount of Tax from the Income of the payee and has to pay only net
amount to the payee which is after the deduction of tax. Further the person who has deducted the
amount of Tax has to deposit it with the Central Government within a stipulated time period. The
payee of income gets only net amount after TDS. From his/her Income Tax Liability, the amount
which has been deducted has to be reduced and only balance amount has to be paid or deposited
with the Central Government.

SURCHARGE & EDUCATION CESS : IN CASE OF RESIDENT ASSESSEE
PAYEE APPLICABILITY OF SURCHARGE AND EDUCATION CESS

Companies No surcharge or education cess shall be added to the prescribed rate of TDS.
Any other
assessee

No surcharge or education cess shall be added to the prescribed rate of TDS.
However, education cess shall be added on the TDS on the salary.

SURCHARGE & EDUCATION CESS: IN CASE OF NON-RESIDENT
ASSESSEE

PAYEE APPLICABILITY OF SURCHARGE AND EDUCATION CESS
Foreign
Companies

The rates of TDS shall be increased by:
(a)Surcharge of 2% - where payment during the Financial Year exceeds `1 crores

but does not exceed `10 crores.
(b)Surcharge of 5% - where payment during the Financial Year exceeds `10 crores
(c)Education cess.

Any other
assessee

The rate of TDS shall be increased by education cess only.

REQUIREMENT TO FURNISH PAN : SECTION 206AA
a) If the payee does not furnish his / her PAN to the payer, TDS shall be done at

1) Rate mentioned under the relevant section
2) 20%

whichever is higher.

NOTE : the rate will be maximum marginal rate of tax and not 20% under section 192A

b) Declaration u/s 197A shall not be valid unless the person furnishes his PAN in such declaration.
c) Certificate u/s 197 shall not be granted unless the application contains PAN of the applicant.
d) The payee shall furnish PAN to the payer and both shall indicate the same in all the

correspondence, bills, vouchers and other documents which are sent to each other.
e) PAN need not be submitted by non resident or a foreign company for any payment subject to

such conditions as may be prescribed.
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CONSEQUENCES OF DEFAULT : SECTION 201
Where a person who is required to deduct TDS, does not deduct, or after deducting fails to pay,
the whole or any part of tax, then
a) Such a person shall be deemed to be an assessee in default under Section 201(1).
b) Such a person shall be liable for payment of Tax, Interest u/s 220, Penalty u/s 221 and

Prosecution.
c) Such a person shall be disallowed to charge 30% of such expense against his incomes u/s

40(a).

However, such person shall not be deemed to be an assessee in default if such payee
(i) has furnished his return of income under section 139
(ii) has taken into account such sum for computing income in such return of income; and
(iii) has paid the tax due on the income declared by him in such return of income,

DEDUCTION OF TAX AT SOURCE AND ADVANCE PAYMENT OF TAX:
SECTION 190
Total income of the assessee for the previous year is taxable in the assessment year (AY).
However, income tax is recovered from the assessee in the previous year itself by the following two
modes:
a) Advance payment of taxes in different installments.
b) Tax deducted at source (TDS) or Tax collected at source (TCS)
These taxes are deducted from the total tax due from the assessee. The assessee while filing his
ITR has to pay self-assessment tax under section 140A, if the tax is due on the total income as per
his ITR after adjusting TDS and Advance Tax.

DIRECT PAYMENT OF TAXES: SECTION 191
In the following cases tax is payable by the assessee directly:
a) In the case of income in respect of which TDS is not required to be deducted and
b) Income for which TDS is to be done but is not done.

If
a) any person who is required to do TDS or
b) an employer paying tax on non-monetary Perquisites under Section 192
does not deduct the whole or part of the Tax, or after deducting fails to pay such TDS then such
person shall be deemed to be an assessee in Default.

However, if the assessee himself / herself has paid the tax then such person shall not be deemed
to be an assessee in Default.

AMOUNT PAYABLE TO GOVERNMENT / RBI ETC. : SECTION 196
No TDS shall be done by any person for interest or dividend payable to
1) Central Government or
2) State Government
3) RBI or
4) Statutory Corporation or
5) Mutual Fund
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CERTIFICATE FOR TDS AT LOWER RATE : SECTION 197
The following points should be kept in mind:
1) Certificate for no TDS or TDS at lower rate shall be applicable in case of TDS in following cases

TDS on salary done by the employer Section 192
TDS on interest on securities Section 193
TDS on Dividends Section 194
TDS on interest other than securities Section 194A
TDS on payment to contractor / sub-contractor Section 194C
TDS on Insurance Commission Section 194D
TDS on commission on sale of Lottery Tickets Section 194G
TDS on commission or brokerage Section 194H
TDS on Rent of Assets Section 194-I
TDS on fee of professional or technical services Section 194-J
TDS on compensation on acquisition of immovable property Section 194LA

2) The recipient of Income can apply in Form No.13 (as mentioned in Rule 28) to the Assessing
Officer to get a certificate authorizing the payer to deduct tax at lower rate or to deduct no tax.

3) No such certificate shall be issued if the application does not contain the PAN of the applicant.
4) Certificate of lower rate of TDS shall be issued to the person making such application.
5) Such certificate shall be applicable till it is cancelled.
6) As per Rule 28AA : The lower rate of TDS shall be taken as higher of:

a) Average rate of Tax of current year.
b) Average rate of Tax of preceeding three years.

NO TDS IN CERTAIN CASES : SECTION 197A
If a declaration is submitted by the receiver of income, then no TDS is deductible by the payer in
few cases. These are:
Section 197A(1) Section 197A(1A) Section 197A(1B) Section 197A(1C)
No TDS shall be done
under Section  194
and Section 194EE if
payee is a resident
individual who
furnishes declaration
in Form 15G stating
that his income tax
liability is NIL.

No TDS shall be done
under Section  192A ,
Section 193, Section
194A, Section 194D ,
Section 194DA ,
Section 194-I if
the payee is a person
other than a company
or a firm who furnishes
declaration in Form
15G stating that his
tax liability is NIL.

Section 197A(1) and
Section 197(1A) shall
not be applicable if the
income of the
assessee is more than
basic exemption limit.

Under Section 197A(1)
and Section 197(1A) ,
the senior citizen shall
furnish a declaration
under form 15H

Declaration in Form 15G and 15H shall be submitted on or before 31/3/PY.
The payer shall deliver one copy of Form 15G or 15H to the Commissioner of Income Tax or the
Chief Commission of Income Tax (CCIT) on or before 7th day of next month following the month in
which such Form has been delivered to the payer.

AMENDMENT FROM
AY 2018-2019
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TAX DEDUCTED IS INCOME RECEIVED : SECTION  198
All amounts of TDS shall be deemed to be income received and will form part of the total income.
Thus while calculating Total Income of the person , amount of net income received (after TDS) has
to be grossed up.
Grossing income = amount received / (100 – r) X 100
Where r = rate of TDS done by the payer.

Illustration 1 : Mr. X has earned received of `54,000 from SBI which has done TDS of 10%
(`54,000 is after TDS). In this case income of Mr. X will `54,000 / (100 – 10) X 100  = `60,000.

CREDIT OF TAX DEDUCTED : SECTION 199
TDS is deemed to be the income of the deductee.  Further the same amount is available as Tax
credit in the hands of deductee, subject to the following:
1) Any TDS made and paid to the Central Government shall be treated as a payment of Tax on

behalf of the person from whose income the TDS was done
2) Any TDS done in Section  192 and paid to the Central Government shall be treated as Tax paid

on behalf of the person from whose income such TDS has been done
3) The CBDT may make such rules as may be necessary, including the rules for the purposes of

giving credit to a person and also the assessment year for which such credit may be given.
4) Credit shall be given for Tax deducted under Certificate for Assessment Year for which such

income is assessable, i.e., TDS is allowed in Assessment Year in which it (on which TDS is
deducted) is offered for Taxation.

5) The date of issue of TDS certificate is irrelevant.
6) Penalty: If there is failure to do TDS then penalty is equal to the TDS to be done. If no credit of

TDS has been given to the Government, then imprisonment not less than three months and not
more than seven years is implemented.

DEPOSIT OF TDS AMOUNT: SECTION 200 AND RULE 30
Tax deducted by the deductor shall be deposited electronically through internet banking to the
credit of the Central Government within the following time limits:

TDS TIME LIMIT
Where the payer is the Government or
TDS is done on behalf of the Government

On the same date

In case of Section 194-IA and Section
194-IB (from 8/6/2017)

The amount of TDS done shall be deposited with
central government within 30 days from the end of the
month in which TDS has been done.

In any other case If TDS was done in months of April to February then
TDS should be deposited within seven days from the
end of the month in which TDS was done.
If TDS was done in the month of March then TDS
should be deposited by 30th April.

AMENDMENT FROM
AY 2018-2019
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ISSUE OF TDS CERTIFICATES : SECTION 203 AND RULE 31
The payer of income has to issue TDS Certificates which are as follows:
(a) In case of Salary Income, the TDS Certificate has to be issued in Form No 16.
(b) In case of payment other than Salary: TDS Certificate has to be issued in Form No 16A.
Above mentioned TDS certificates should be issued within the following time period

Form No Periodicity Due date for issue of form
Form 16 Annually

From 2/6/2017
On or before 15TH june of the Financial Year immediately following
the Financial Year in which Tax is deducted.

Form 16A Quarterly For the quarter ending 30th June – 30th July
For the quarter ending 30th September - 30th October
For the quarter ending 31st December – 30th January
For the quarter ending 31st March – 30th May

Form 16B Quarterly For the income referred under section 194-IA
Form 16C Quarterly For the income referred under section 194-IB

RETURNS OF TDS : Rule 31A
For the TDS quarterly returns shall be submitted within the time limits given below:

Quarter ending If deductor is Government or any other person
June
September
December
March

31st July of the financial year
31st October of the financial year
31st January of the financial year
31st May of the next financial year

Such returns shall be submitted in the following forms
a) Form 24Q : in case of TDS done under section 192
b) Form 26Q : in case of TDS done under section 193 to 196D

TDS return in following two cases shall be
Section 194-IA TDS return shall be submitted in Form No. 26QB within 30 days from the end of

the month in which TDS was done
Section 194-IB TDS return shall be submitted in Form No. 26QC within 30 days from the end of

the month in which TDS was done

AMENDMENT FROM
AY 2018-2019

AMENDMENT FROM
AY 2018-2019
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INTEREST ON NON-DEDUCTION / NON-PAYMENT OF TDS: SECTION
201(1A)
This Section provides the rate of interest as follows:
a) Where TDS has been done but it has not been paid to the credit of the Central Government then

assessee is liable to simple interest of 1.5% p.m. or part of the month from the date when such
Tax was deducted to the date when such Tax was actually paid to the Central Government.

b) Where TDS has not been done, then assessee is liable to simple interest of 1% p.m. or for the
part of the month for the delay in the deduction of Tax.

Illustration 2: An amount of `40,000 was paid to Mr. J on 1/7/2017 towards fees for professional
services without deduction of tax at source. Subsequently, another payment of `50,000 was due to
Mr. J on 28/2/2018, from which tax  @ 10% (amounting to `9,000) on the entire amount of `90,000
was deducted. However, this tax of `9,000 was deposited only on 22/6/2018. Compute the interest
chargeable under Section 201(1A).

Solution: Interest under Section 201(1A) would be computed as follows
Particulars `

1% on Tax deductible but not deducted i.e., 1% on `4,000 for 8 months
1.5% on Tax deducted but not deposited i.e. 1.5% on `9,000 for 4 months

320
540

Total interest payable 860

PROVISIONS OF TAX DEDUCTED AT SOURCE

TDS ON SALARY DONE BY THE EMPLOYER: SECTION 192
Payer Any person who is the employer
Payee The employee (individual) who can be a resident or non-resident
TDS on Taxable salary of the employee
Time of TDS TDS to be done at the time of making the payment of salary
Rate of TDS Normal slab rate + education cess as applicable
Exemptions No TDS if Taxable Income is less or equal to the basic exemption limit

EXTRA POINTS
1) Provisions for HRA: The employee is given an exemption from HRA u/s 10(13A) if he/she pays

rent and submits the rent receipt. For administration purposes it has been decided that
employee receiving HRA up to `3,000 pm shall not be under the obligation to submit this rent
receipt. However, this does not debar the assessing officer to ask for the proof of rent payment
when the assessee is under the assessment.

2) Other incomes and losses: The employer shall consider the income from all sources and TDS
thereon. Only Loss of House Property shall be taken into account for the purpose of TDS and no
other Loss shall be taken into the account. Section 192(2D): The employer shall obtain from the
employee the evidence or proof or particulars of prescribed claims (including claim for set-off of
loss) in such form and manner as may be prescribed.

3) Calculation of total income before TDS: Before deducting TDS the employer should calculate
the Total Income of employee and for this deduction under Section 80C, 80CCC, 80D, 80DD,
80E, 80G, 80GG and 80U should be allowed. The Total Income should be rounded off to the
nearest of `10 u/s 288A and then the Tax at slab rate should be calculated.

4) Rebate u/s 87A and Relief u/s 89: Further an eligible assessee shall be entitled to relief under
Section 87 and Section 89(1) before TDS is done by the employer.
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5) Disclosure as per Rule 26A: Employer shall furnish particulars of Perquisites or profits in lieu of
Salary provided to the employee. This shall be done in a form no 12BA. This shall be applicable
only if the salary of employee exceeds `1,50,000.

6) Adjustment of TDS: The employer may at the time of doing TDS, increase or decrease the
amount to be deducted for the purpose of adjusting any previous deficiency or excess deduction.

7) More than one employer of employee: If an employee is working with two or more employers
then the TDS on the aggregate Salary will be done by that employer whom the employee
chooses by submitting Form No 12B.

8) Change of employment: If an employee was earlier working with some other employer and has
left the job of that employer due to retirement or resignation during the current year and has
joined another employer, then such an employee should furnish the details of his/her Salary
income and TDS done from the earlier employer, to the subsequent employer.

9) Salary in Foreign Currency: If the salary is payable in the Foreign Currency then the value of
Salary in terms of rupees should be calculated at the prescribed rate of exchange as specified in
Rule 26 of the Income Tax Rules.

Illustration 3 : Mr. J is working in a company getting Basic Salary of `30,000 pm, various
allowances of `8,000 pm and various perquisites of `6,000 pm. Mr. J has informed his company
that he is owner of one self-occupied house and he has paid interest on borrowed capital of
`70,000 and `30,000 as principal amount for loan. Mr. J has further informed that he has deposited
`40,000 in his own PPF account and `40,000 in the PPF account of his wife. Calculate the amount
of monthly TDS that company has to do for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Taxable income of Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount `

INCOME FROM SALARY
Basic Salary
Allowances
Perquisites
Taxable Salary

30,000 X 12
8,000 X 12
6,000 X 12

3,60,000
96,000
72,000
5,28,000

INCOME FROM HOUSE PROPERTY
Net annual value
Less: Section 24(a): 30% of NAV
Less: Section 24(b): Interest on borrowed Capital
Income from House Property

NIL
NIL
70,000
(70,000)

GROSS TOTAL INCOME 4,58,000
Less: deduction under Section 80C
Principal amount of Housing Loan
PPF for self
PPF for wife

30,000
40,000
40,000 1,10,000

TAXABLE INCOME 3,48,000
TAX at slab rate 4,900
Rebate u/s 87A 2,500
Tax after rebate 2,400
Education cess of 2% for primary education 48
Education cess of 1% for higher and secondary education 24
TAX payable rounded off under Section 288B 2,470
Monthly TDS to be done by employer 2,470 / 12 205.83
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Illustration 4 : Mr. X is employed in ABC Ltd. getting basic pay `50,000 pm and he has invested
`50,000 in NSC. In this case, Tax to be deducted at source at the time of payment of salary shall
be:
Basic Salary (`50,000 x 12) `6,00,000
Income under the head ‘Salary’ `6,00,000
Gross Total Income `6,00,000
Less: Deduction u/s 80C (NSC) `50,000
Total Income `5,50,000
TAX on `5,50,000 at slab rate `22,500
Add: Education Cess @ 2% `450
Add: SHEC @ 1% `225
TAX Liability rounded off u/s 288B `23,180
TDS Per month `1,931.67

PAYMENT OF RECOGNISED PROVIDENT FUND BALANCE DUE TO AN
EMPLOYEE: SECTION 192A
Payer The trustees of the Employees' Provident Fund or any person authorized under

the scheme to make payment of accumulated balance of RPF
Payee Employee who is covered under RPF , who may be resident or non resident.
TDS on The accumulated balance due to an employee participating in a recognized

provident fund is includible in his total income.
Time of TDS At the time of payment of the accumulated balance
Rate of TDS 10%
Exemptions No deduction if the amount is less than `50,000

TDS ON INTEREST ON SECURITIES: SECTION 193
Payer Any person i.e payer of Interest on Securities
Payee A resident person holding Securities
TDS on Interest on Securities
Time of TDS TDS to be done at the time of payment or credit whichever is earlier.
Rate of TDS 10%
Exemptions 1)No TDS is to be done on Debenture Interest of resident individual/HUF if:

(a) Interest is paid by A/C payee cheque and
(b) Interest does not exceed `5,000 p.a. for the previous year and
(c) Debenture is issued by a company in which public are substantially

interested and
(d) Whether or not such Debentures have been listed.

2)No TDS shall be done on Debentures issued by Co-operative Society or an
institution or a public sector company notified by the Central Government.

3)No TDS shall be done on National Development Bonds.
4)No TDS shall be done on any Securities of Central and State Government.
5)No TDS shall be done on interest paid on any listed security issued by a

company held in dematerialized form

Illustration 5 : Mr. J is holder of listed Debentures of X ltd. He received interest of `6,750 which is
net of TDS. He also gets annual salary income of `5,66,525 which is net of TDS of `33,475. He
has earned house property income (computed) of `2,00,000, which has not been disclosed by him
to his employer. Calculate the amount of tax payable by him for the AY 2018-2019 i.e. PY 2017-
2018.
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Solution: Calculation of Tax payable by Mr. J
Particulars Calculations in ` Amount `

Net salary
Add: TDS done by employer

5,66,525
33,475 6,00,000

House Property income 2,00,000
Interest on Debentures (net)
Add: amount of TDS: 6,750 / 90% X 10%

6,750
750 7,500

Taxable Incomes 8,07,500
TAX at slab rate 74,000
Add: Education cess
@2% primary education cess
@1% for secondary and higher education cess

1,480
740

TAX payable by Mr. J 76,220
Less: TDS done
u/s 192 by employer
u/s 193 by company

33,475
750

TAX payable rounded off under Section 288B
This will be payable as advance tax u/s 211

42,000

Illustration 6 : Mr. J has invested some amount in ABC Ltd. and the company has paid him
interest of `2,70,000 after deducting Tax at Source @ 10%. The cheque was collected by the bank
and the bank charges were 1%. He has also received dividend from domestic company of `65,000
and bank charges are 1%. Compute tax liability for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Income Tax Liability for the AY 2018-2019 i.e. PY 2017-2018
`

Gross interest (`2,70,000 x 100 /90) 3,00,000
Less: Bank Charges u/s 57 (1% of `2,70,000) 2,700
Dividend Exempt u/s 10(34)
Income under the head ‘Other Sources’ 2,97,300
Total Income 2,97,300

Computation of TAX Liability
TAX on `2,97,300 at slab rate 2,365
Less: Rebate u/s 87A (`2,365 or `2,500 whichever is less) 2,365
TAX after Rebate NIL
Add: Education cess @ 2% NIL
Add: SHEC @ 1% NIL
TAX Liability NIL
Less: TDS 30,000
Refund 30,000
Rounded off u/s 288B 30,000

TDS ON DIVIDENDS: SECTION 194
Payer Domestic company.
Payee Shareholder who is resident of India.
TDS on Deemed dividends referred in Section 2(22)(e).
Time of TDS TDS to be done at the time of payment.
Rate of TDS 10%
Exemptions `2,500 or less per annum
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TDS ON INTEREST OTHER THAN SECURITIES: SECTION 194A
Payer Every Person (other than individual or HUF) responsible for paying interest

other than on Securities shall do TDS. If Individual or HUF is required to
maintain books of accounts u/s 44AB in the immediately preceding previous
year then even they have to do TDS.

Payee Resident person of India.
TDS on Interest other than interest on Securities.
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier.
Rate of TDS 10%
Exemptions No TDS shall be done in the following cases:

a) Interest is payable by a bank, co-operative society bank or by a post office
on time deposit which is `10,000 or less. Further exemption limit shall apply
for the interest payable by bank or cooperative bank or public company (not
by a branch) if such bank or cooperative bank or public company has
adopted CBS (core banking solution)

b)In all other cases where interest is `5,000 or less.
Compensation
amount
awarded by
the Motor
Accidents
Claims
Tribunal

TDS shall apply to interest on the compensation amount awarded by the
Motor Accidents Claims Tribunal if such amount is more than `50,000. Such
TDS shall be applicable on the amount of Interest paid (and not when it is
credited or paid whichever is earlier)

Out of such interest deduction under section 57 of 50% shall be allowed and
only balance 50% shall be taxable under section 56(2) but TDS shall be done
on the full amount of the interest.

TDS
provisions are
not applicable

1) Where interest is paid to bank, public financial institution, LIC, UTI.
2) Where interest is paid or credited to partners by the Partnership Firm.
3) Where interest is paid or credited by the Central Government.
4) Interest of Zero Coupon Bonds.

Illustration 7 : Mr. J gives the following data:
Consolidated taxable salary from A Ltd. is `6,20,000 on which employer has done TDS of `23,175.
Interest amount received on listed Debentures is `45,000. Interest on bank FDRs received from
Punjab National Bank is `4,000 and Interest on bank FDRs received from SBI is `90,000. He has
deposited in PPF `70,000 for himself. Calculate Tax payable by him for the AY 2018-2019 i.e. PY
2017-2018 assuming that he has not disclosed his interest income to his employer but has
disclosed PPF deposit.

Solution: Calculation of Tax payable by Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount `

Income from Salary 6,20,000
Income from Other Sources
Interest on Debentures 45,000
Add: TDS done by company (4,5000 / 90 X 10)                  5,000
Interest on SBI FDRs
Interest on PNB FDRs                                                       90,000
Add: TDS done by bank (90,000 /90 X 10)                        10,000

50,000
4,000

1,00,000 1,54,000
Gross Total Income 7,74,000
Less: Deduction under Section  80C 70,000
Taxable Income 7,04,000
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TAX at slab rate 53,300
Education cess of 2% for primary education 1,066
Education cess of 1% for higher and secondary education 533
TAX payable 54,899
Less: TDS  done by employer under Section  192 23,175
Less: TDS done on Debenture by the company u/s  193 5,000
Less: TDS done by SBI on Interest of FDRs u/s  194A 10,000
TAX liability to be paid as advance Tax RO u/s 288B 16,720

TDS ON WINNING OF LOTTERY / GAMES ETC. SECTION 194B
Payer Any person paying amount of winnings from lotteries/ crossword puzzles/card

games or other games
Payee Any person who may be resident or non resident.
TDS on Winnings from lotteries / crossword puzzles / card games or other games
Time of TDS TDS to be done at the time of making the payment
Rate of TDS 30%
Exemptions If winning are less than or equal to `10,000 then no TDS is required to be done.
TDS when winnings are in kind: Where winnings are in kind then payer has to make sure that
Tax is paid in cash or in kind by the winner and only then the asset won shall be released.

Illustration 8 : Mr. J wins a car in a games show in the AY 2018-2019 i.e. PY 2017-2018 when
market price of the car is `2,50,000. In case organizers of game show recovers the Tax from the
winner amounting to 30% of `2,50,000, i.e. `75,000 and gives a TDS Certificate of `75,000 to the
winner then the car can be released.

TDS ON WINNING FROM HORSE RACES : SECTION 194BB
Payer Any person being holder of license for the horse racing
Payee Any person who may be resident or non resident.
TDS on Winnings from horse races
Time of TDS TDS to be done at the time of making the payment
Rate of TDS 30%
Exemptions If winnings are less than or equal to `10,000 then no TDS is required to be done.

TDS ON PAYMENT TO CONTRACTOR / SUB-CONTRACTOR : SEC 194C
Payer Every Person (other than individual or HUF) responsible for paying interest other

than on Securities shall do TDS. If an Individual or HUF is required to maintain
books of accounts u/s 44AB in the immediately preceding previous year even
then they have to do TDS.

Payee Resident contractor or sub-contractor
TDS on Payments for carrying out any work. Work shall include

a) advertising;
b) broadcasting and telecasting including production of programmes for such

broadcasting or telecasting;
c) carriage of goods or passengers by any mode other than by railways;
d) catering;
e) manufacturing or supplying a product according to the requirement or

specification of a customer by using material purchased from such customer
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Time of TDS TDS to be done at the time of payment or credit, whichever is earlier.
Rate of TDS Payer shall do TDS at the following rates:

1) 1% in case recipient is an individual or HUF and
2) 2% in case recipient is any other person.

Exemptions a) No TDS shall be done if the single payment is `30,000 or less and the
aggregate payment during year is `1,00,000 or less during the financial year.

b) Payment to transport operators is not subject to TDS if
1) The recipient owns 10 or less goods carriages at any time during PY.
2) The recipient is engaged in the business of plying, hiring or leasing of

goods carriage
3) The recipient has furnished declaration to this effect along with his PAN to

the payer.
c) Where the contracts are for the personal benefit of the Individual and HUF, no

TDS is required to be done by the payer.

Illustration 9 : ABC Ltd. makes the following payments to Mr. X, a contractor, for contract work
during the AY 2018-2019 i.e. PY 2017-2018
`15,000 on 1/7/2017 , `25,000 on 1/8/2017 , `30,000 on 1/12/2017
On 1/3/2018, a payment of `48,000 is due to Mr. X on account of a contract work. Discuss whether
ABC Ltd. is liable to do TDS under Section 194C from payments made to Mr. X.

Solution: In this case, the individual contract payment made to Mr. X does not exceed `30,000.
However, since the aggregate amount paid to Mr. X during the AY 2018-2019 i.e. PY 2017-2018
exceeds `1,00,000 (on account of the last payment of `48,000, due on 1/3/2018, taking the total
from `70,000 to `1,18,000), the TDS provisions under Section 194C would get attracted. Tax has
to be deducted @ 1% on the entire amount of `1,18,000 from the last payment of `48,000 and the
balance of `46,820 (i.e. `48,000 – `1,180) has to be paid to Mr. X.

TDS ON INSURANCE COMMISSION: SECTION 194D
Payer Any insurance company paying insurance commission
Payee A resident person
TDS on Insurance commission
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier
Rate of TDS 5%
Exemptions There shall be no TDS if payment does not exceed `15,000 pa.

TDS ON NON EXEMPT PAYMENTS MADE UNDER LIFE INSURANCE
POLICY: SECTION 194DA
Payer Insurance company
Payee A resident person
TDS on Life insurance payments which are not exempt under section 10(10D)
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier
Rate of TDS 1%
Exemptions There shall be no TDS if payment does not exceed `1,00,000 p.a.
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TDS ON PAYMENT TO NON-RESIDENT SPORTSMEN & NON-RESIDENT
SPORTS INSTITUTIONS: SECTION 194E
Payer Any person making a payment to a non-resident sportsman or a non-resident

sports association.
Payee Non-resident sportsmen (including an athlete) or an entertainer who is not a

citizen of India and non-resident sports institutions.
TDS on Payments to non-resident sportsmen and sports institutions. The following types

of incomes are covered for TDS:
1) Participation in India in any game, other than card games and gambling.
2) Advertisement.
3) Writing articles in newspapers, magazines or journals.
4) Any guaranteed amount agreed to have been paid to a non-resident sports

associations.
5) Income received or receivable by a non-resident entertainer (who is not a

citizen of India) from his performance in India.
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier.
Rate of TDS 20% plus education cess
Exemptions No exemption is provided

TDS ON PAYMENT IN RESPECT OF NATIONAL SAVINGS SCHEME:
SECTION 194EE

Payer Post Office making the payment of NSS on maturity
Payee Any person who may be resident or non resident.
TDS on TDS on payment which will include both principal and interest amount
Time of TDS TDS at the time of making the payment
Rate of TDS 10%
Exemptions 1) No TDS if the payment is less than or equal to `2,500.

2) Payment is made to legal heirs of the depositor.

TDS ON RE-PURCHASE OF UNITS BY MUTUAL FUND OR UNIT TRUST
OF INDIA:  SECTION 194F
Payer Any person responsible for paying any amount on account of re-purchase of

units
Payee Any person who may be resident or non resident.
TDS on Amount paid for repurchase of units
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier
Rate of TDS 20%
Exemptions No Exemption

TDS ON COMMISSION ON SALE OF LOTTERY TICKETS: SECTION 194G
Payer Any person paying commission on the sale of lottery tickets
Payee Any person who may be resident or non resident.
TDS on Commission on sale of lottery tickets
Time of TDS TDS to be done at the time of payment or credit, whichever is earlier
Rate of TDS 5%
Exemptions No TDS has to be done where the payment is less than or equal to `15,000
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TDS ON COMMISSION OR BROKERAGE: SECTION 194H
Payer TDS has to be done by any person paying commission or brokerage. Payer

includes an individual or HUF whose accounts are required to be audited under
Section 44AB in the immediately preceeding financial year.

Payee Any resident person
TDS on TDS shall be done on commission or brokerage except on insurance

commission
Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier.
Rate of TDS 5%
Exemptions 1) No TDS has to be done where the payment is less than or equal to `15,000.

2) Further no TDS shall be done on payments of commission or brokerage
payable by BSNL or MTNL to their public call office franchisees.

TDS ON RENT OF ASSETS: SECTION 194-I
Payer TDS has to be done by any person paying rent on assets. Payer includes an

individual or HUF whose accounts are required to be audited under Section
44AB in the immediately preceeding financial year

Payee Any resident person
TDS on TDS shall be done on rent on assets
Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier
Rate of TDS 2% on Rent of plant, machinery of equipment and 10% Rent of land, building or

furniture
Exemptions 1) No TDS has to be done where the payment is less than or equal to

`1,80,000 during the financial year. If the share of each co-owner of the
property is definite and ascertainable, the limit of `1,80,000 will be applicable
to each co-owner separately.

2) No TDS has to be done if the payee is a Government or a local authority
3) TDS shall not be done on GST component of rent

Illustration 10 : Mr. X gives you following data from which calculate his Tax payable for the AY
2018-2019 i.e. PY 2017-2018
1) His Salary Income is `5,00,000 and has donated `15,000 to PMNRF and has informed his

employer. The Employer has done requisite TDS of `12,100
2) He is owner of the House Property which has been given on rent to X Ltd. on a monthly rent of
`40,000. On this company has done TDS @ 10%.

3) He is an agent of LIC and has earned commission of `1,00,000 (gross) and the company has
done requisite TDS before handing over this amount on 31/8/2017.

4) He has won `25,000 as prize money by participating in a game show.
Calculate Tax payable by Mr. J for the AY 2018-2019 i.e. PY 2017-2018.

Solution: Calculation of Tax payable by Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Particulars Calculations in ` Amount `

Income from Salary 5,00,000
Income from House Property
Gross Annual Value                                      40,000 X 12
Less: Municipal Taxes paid
Net Annual Value
Less: Deduction under Section  24(a)
Less: Deduction under Section  24(b)

4,80,000
NIL
4,80,000
1,44,000
NIL 3,36,000
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Income from Other Sources
LIC Commission
Game Show

1,00,000
25,000 1,25,000

Gross Total Income 9,61,000
Less: Deduction under Section  80G 15,000
Taxable income 9,46,000
Tax on income of game show 25,000 X 30%
Tax at slab rate

7,500
96,700 1,04,200

Education cess of 2% for primary education 2,084
Education cess of 1% for higher & secondary education 1,042
TAX payable 1,07,326
Less: TDS  done by employer under Section  192
Less: TDS on rent u/s 194-I = 4,80,000 X 10%
Less: TDS on LIC commission u/s 194-D
Less: TDS on income of game show u/s 194-B

12,100
48,000
5,000
7,500

Tax liability rounded off u/s 288B
Advance Tax payable by Mr. J during AY 2018-2019 i.e. PY 2017-2018

34,730

TDS ON PAYMENT TO ACQUIRE IMMOVABLE PROPERTY , OTHER
THAN AGRICULTURAL LAND :SEC 194-IA

Payer Any person
Payee A resident transferor of immovable properties other than agricultural land.
TDS on Any sum by way of consideration for transfer of any immovable property
Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier
Rate of TDS 1%
Exemptions No TDS shall be done where the total amount of consideration for the transfer

of an immovable property is less than `50,00,000.

Illustration 11 : Mr. X sold his house property in Bangalore as well as his rural agricultural
land for a consideration of `60 lakh and `15 lakh, respectively, to Mr. Y on 1/8/2017. He has
purchased the house property and the land in the year 2016 for `40 lakh and `10 lakh, respectively.
The stamp duty value on the date of transfer 1/8/2017, is `85 lakh and `20 lakh for the house
property and rural agricultural land, respectively. Determine the tax implications in the hands of Mr.
X and Mr. Y and the TDS implications, if any, in the hands of Mr. Y, assuming that both Mr. X and
Mr. Y are resident Indians.
SOLUTION

Tax implications in the hands of Mr. X
As per section 50C, the stamp duty value of house property (`85 lakh) would be deemed to be
the full value of consideration arising on transfer of property. Therefore `45 lakh (`85 lakh – `40
lakh, being the purchase price) would be taxable as short-term capital gains in the AY2018-2019.
Since rural agricultural land is not a capital asset, the gains arising on sale of such land is not
taxable in the hands of Mr. X.

Tax implications in the hands of Mr. Y
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In case immovable property is received for inadequate consideration, the difference between the
stamp value and actual consideration would be taxable under section 56, if such difference
exceeds `50,000.
Therefore, in this case `25 lakh (`85 lakh – `60 lakh) would be taxable in the hands of Mr. Y under
section 56.
Since agricultural land is not a capital asset, the provisions of section 56 are not attracted in
respect of receipt of agricultural land for inadequate consideration, since the definition of “property”
under section 56 includes only capital assets specified thereunder.

TDS implications in the hands of Mr. Y
Since the sale consideration of house property exceeds `50 lakh, Mr. Y is required to deduct tax
at source under section 194-IA. The tax to be deducted under section 194-IA would be `60,000,
being 1% of `60 lakh.
TDS provisions under section 194-IA are not attracted in respect of transfer of rural agricultural
land.

TDS ON RENT OF LAND OR BUILDING OR BOTH : SECTION 194-IB
Payer Any individual or a Hindu undivided family

(other than those referred in section 194-I)
Payee Any resident person
TDS on Rent for the lease, sub-lease, tenancy for the use of any land or building or both
Time of TDS TDS has to be done at the time of payment or credit**, whichever is earlier

[**credit of rent, for the last month of the previous year or the last month of
tenancy, if the property is vacated during the year]

Rate of TDS 5%
Exemptions No TDS shall be done where the amount of rent is `50,000pm or part of the

month or less
TAN Section 194-IB(3) provides that person deducting tax at source as per the

section need not obtain TAN.
PAN of
payee

As per section 206AA if the payee does not furnish his / her PAN to the payer,
TDS shall be done at

1) Rate mentioned under the relevant section
2) 20%

whichever is higher.
However as per section 194-IB(4) the maximum TDS liability would be the
amount of rent payable for the last month of the previous year or the last month
of the tenancy, as the case may be

Illustration 12 : On 1/6/2017, Mr. X agreed to pay rent of `60,000 per month for use of house to
Mr. Y. There is no payment during the year. However, the amount is credited to the account of Mr.
Y on 15/3/2018. The TDS liability of Mr. X would be as under:

AMENDMENT FROM
AY 2018-2019
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Total rent for the period June, 2017 to March, 2018 (`60,000 per month × 10 months) `6,00,000

Tax deductible at source in March, 2018 (`6,00,000 X 5%) `30,000

Illustration 13 : Suppose, in the above illustration, if the property is vacated in December, 2017
and amount is credited to the account of Mr. Y on 15/12/2017. The TDS liability of Mr. X would be
as under:
Total rent for the period June - December, 2017 (`60,000 per month X 7 months) `4,20,000

Tax deductible at source in December, 2017 (`4,20,000 X 5%) `21,000

Illustration 14 : On 1/7/2017, Mr. A agreed to pay rent of `80,000 per month for use of premises
to Mr B. There is no payment during the year. However, it is credited to his account on 31/3/2018.
Mr. B does not furnish his PAN to Mr. A. The TDS liability of Mr. A would be as under:
Total rent for the period July, 2017 to March, 2018 (`80,000 per month X 9 months) `7,20,000

Tax deductible at source in March, 2018 (`7,20,000 X 20%) `1,44,000

However, the TDS would be restricted to payment of rent for the last month of the
previous year.

`80,000

Illustration 15 : Mr. X, a salaried individual, pays rent of `55,000 per month to Mr. Y from June,
2017. Is he required to deduct tax at source? If so, when is he required to deduct tax? Also,
compute the amount of tax to be deducted at source. Would your answer change if Mr. X vacated
the premises on 31st December, 2017? Also, what would be your answer if Mr. Y does not provide
his PAN to Mr. X?

SOLUTION : Since Mr. X pays rent exceeding `50,000 per month in the PY 2017-2018, he is liable
to deduct tax at source @ 5% of such rent. Thus, `27,500 [`55,000 x 5% x 10] has to be
deducted from rent payable for March, 2018.
If Mr. X vacated the premises in December, 2017, then tax of `19,250 [`55,000 x 5% x 7] has to be
deducted from rent payable for December, 2017.
In case Mr. Y does not provide his PAN to Mr. X, tax would be deductible @ 20%, instead of
5%. In case 1 above, this would amount to `1,10,000 [`55,000 x 20% x 10] but the same has to
be restricted to `55,000, being rent for March, 2018. In case 2 above, this would amount to
`77,000 [`55,000 x 20% x 7] but the same has to be restricted to `55,000, being rent for
December, 2017.

TDS ON PAYMENT UNDER SPECIFIED AGREEMENT: SECTION 194-IC
Payer Any person who enters into specified agreement with an individual or a HUF for paying

consideration u/s 45(5A)
Payee Any individual or a HUF being resident of India.
TDS on The TDS shall be done only from monetary consideration payable on transfer of land or

building or both. In other words, the consideration is payable in kind, for example, by
allotment of flats in building or giving any other property then TDS is not required.

Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier

AMENDMENT FROM
AY 2018-2019
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Rate of TDS 10%
Exemptions There is no threshold limit provided under the section. Hence, even small amount is

payable as consideration, the provision of this section will apply.

TDS ON FEE OF PROFESSIONAL OR TECHNICAL SERVICES: SEC194-J
Payer TDS has to be done by any person paying fees for professional services, technical

services or royalty. Payer includes an individual or HUF whose accounts are
required to be audited u/s 44AB in the immediately preceeding PY

Payee Any resident person
TDS on Fees for professional services, technical services and royalty income, any

remuneration or fees or commission, by whatever name called, other than those on
which Tax is deductible under Section 192, to a Director of a company or non-
compete fees referred to in Section 28

Professional services means services of legal, medical, engineering, accountancy,
interior decoration and technical services means services of  managerial,
consultancy services, sports persons, umpires and referees, coaches and trainers,
team physicians and physiotherapists, event managers, commentators, anchors
and sports columnists.

Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier.
Rate of TDS 10% . However rate will be 2% if payee is engaged only in the business of operation

of call center.
Meaning of
call center

"call center" means a commercial concern which provides
assistance, help or information, through telephone, on behalf
of another person".

Only call center The person should be engaged in only call centre business.
In other words, if a person engaged simultaneously in any
other business or providing other services, tax would not be
deducted at 2%. To illustrate, if a person, engaged in
business of manufacturing of goods or providing of services
and also operates call center for providing customer service,
such person will not get the benefit of reduced rate of TDS of
2%.

Exemptions 1)No TDS shall be done if the payment for technical, professional services or of
royalty Income is `30,000 or less during the financial year (limit of `30,000 is to
be applied separately for payment for technical, professional services or of
royalty). However, there is no such exemption limit for deduction of Tax on any
remuneration or fees or commission payable to director of a company

2)No TDS shall be done if payment if done by a non-resident through a regular
banking channel to any CA, lawyer, advocate or solicitor.

3)No TDS shall be done by an individual or HUF for the professional fees paid for
personal purposes.

AMENDMENT FROM
AY 2018-2019
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TDS ON COMPENSATION ON ACQUISITION OF IMMOVABLE
PROPERTY: SECTION 194LA
Payer Person paying compensation or enhanced compensation on account of

compulsory acquisition of any land or building (except rural agriculture land)
Payee Any resident person.
TDS on Compensation or enhanced compensation on account of compulsory acquisition of

any land or building (except rural agriculture land)
Time of TDS TDS has to be done at the time of payment or credit, whichever is earlier.
Rate of TDS 10%
Exemptions No TDS shall be done if payment is `2,50,000 or less during the financial year.

No TDS shall be done when such payment is made for award or agreement which
has been exempted from income-tax u/s Right to Fair Compensation and
Transparency in Land Acquisition, Rehabilitation and Resettlement Act, 2013

CHAPTER AT A GLANCE
1) TDS is a system of collection of Tax by the Government.
2) TDS shall be done by the payer of Income at the rate as mentioned under the Income Tax Act

and Education Cess shall not be applicable except in case of TDS on the Salary payment.
3) If the payee has not furnished his PAN then rate of TDS shall be higher of 20% or the rate

mentioned in the Act.
4) If TDS has not been done then the payer

a) Shall be liable to penalty which is 100% of the amount of TDS.
b) Shall be liable for the simple interest @ 1%pm or for the part of the month.
c) Disallowance of expense under Section 40(b).

5) TDS u/s 192 on Salary Income shall be done by calculating Tax at slab rate plus Education
Cess.

6) TDS u/s 193 on interest on Securities shall be done at the rate of 10%.
7) TDS u/s 194 on Dividends of Section 2(22)(e) shall be done at the rate of 10%.
8) TDS u/s 194A on interest other than on securities shall be done at the rate of 10%.
9) TDS u/s 194B and 194BB on winnings shall be done at the rate of 30%
10) TDS u/s 194C on payment to contractor or sub-contractor shall be done at the rate of 1% or

2%.
11) TDS u/s 194D on the Insurance commission shall be done at the rate of 5%.
12) TDS u/s 194DA on the non exempt life insurance policies shall be done at the rate of 1%.
13) TDS u/s 194E on payment to non-resident sportsmen shall be done at the rate of 20% plus

education cess
14) TDS u/s 194EE on payment of NSS shall be done at the rate of 10%.
15) TDS u/s 194F on repurchase of units by Mutual Fund shall be done at the rate of 20%.
16) TDS u/s 194G on commission on sale of lottery ticket shall be done at the rate of 5%.
17) TDS u/s 194H on brokerage or commission shall be done at the rate of 5%.
18) TDS u/s 194-I on payment of rent shall be done at the rate of 10% or 2% as per type of asset.
19) TDS u/s 194J on payment of professional or technical services shall be done at the rate of

10% or 2% in case of only call centers.

AMENDMENT FROM
AY 2018-2019
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CHAPTER 16
ADVANCE PAYMENT OF TAX AND

INTEREST PAYABLE BY ASSESSEE
LEARNING OBJECTIVES
 To understand the advance payment of tax and the manner of collection of tax by the Central

Government.
 To understand the conditions when an assessee is liable to pay advance tax.
 To understand the manner of computation of advance tax.
 To understand the manner and due dates of payment of advance tax.
 To understand the system of calculation of interest payable to the Central Government

SECTIONS DISCUSSED IN THIS CHAPTER
Income on which advance tax is payable Section 207
Liability to pay advance tax Section 208
Computation of advance tax Section 209
Payment of advance tax by assessee under orders of Assessing Officer Section 210
Installments of advance tax Section 211
Assessee deemed to be in default Section 211B
Default in furnishing ITR Section 234A
Default in payment of advance tax Section 234B
Deferment in payment of advance tax Section 234C
Interest payable by Government to the assessee Section 244A

INTRODUCTION
 The scheme of Advance Payment of Tax is also known as ‘pay as you earn scheme’.
 This means that an assessee has to pay tax in advance in a particular financial year on his

estimated Income, which is to be taxed in the assessment year immediately following.
 For example, the Advance Tax payable during the current financial year 2017-2018 is on the

estimated total income to be taxed in the AY 2018-2019 i.e. PY 2017-2018. Advance Tax has to
be paid on all Income even on the Income of capital gains and lottery etc.

INCOME ON WHICH ADVANCE TAX IS PAYABLE: SECTION 207
 Advance tax is payable in respect of current income of the financial year.
 Current income means the total income of the assessee which would be chargeable to tax in the

assessment year (AY) immediately following the previous year.
 Advance Tax is payable on all types of incomes including Capital Gains and Casual Incomes.

Exemption to Senior Citizen: Section 207(2) : If an individual is a senior citizen and is not having
income from Profit and Gains from Business and Profession (PGBP), then he shall not be liable to
pay advance tax. He shall discharge his liability by Tax Deducted at Source (TDS) or by paying
Self Assessment Tax.
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LIABILITY TO PAY ADVANCE TAX: SECTION 208
A person shall be liable to pay Advance Tax if amount of Tax payable after TDS is `10,000 or
more.

COMPUTATION OF ADVANCE TAX:  SECTION 209
 For the purpose of advance tax assessee will estimate his current income and income tax

thereon will be calculated by him at the prescribed rates for the financial year.
 From this amount of tax he will have to deduct the amount of TDS and the balance figure shall be

the amount of advance tax payable during the current financial year.
 If the person has received any Income, without TDS, then the person shall be liable to pay

Advance Tax on such Income.
 If person has earned agriculture income then it shall be considered for the purpose of calculating

advance tax liability.

PAYMENT OF ADVANCE TAX BY ASSESSEE UNDER ORDERS OF
ASSESSING OFFICER: SECTION 210

1. Section 210(3): When an Assessing Officer is of the opinion that any person is liable to pay
advance tax and has not paid it, then he may pass an order requiring him to pay advance tax.
Such an order must be served during the financial year but not after 28 / 29 of February. The
orders must specify the different installments in which advance tax should be paid.

2. Calculation by Assessing Officer: Where a person has already been assessed by way of
regular assessment and who has not paid advance tax, the Assessing Officer will take higher of
a) The total income of the latest assessed previous year or
b) The total income shown in Income Tax Return (ITR) furnished for any subsequent PY.
On such income, income tax will be calculated at the prescribed rate for the AY.

Illustration 1: J Ltd has not paid its advance tax liability for the AY 2018-2019 i.e. PY 2017-2018.
For the earlier years, it was assessed as follows:

AY 2017-2018 ITR filed for `21,00,000
(No assessment done and Income was accepted by the department)

AY 2016-2017 Best judgment assessment done for `19,50,000.
AY 2015-2016 Scrutiny assessment done for `25,00,000.

In this case the Assessing Officer has powers to give notice to the assessee for the estimated
Income of `21,00,000.

3. Where a person who is served with an order is of the opinion that in his estimation the advance
tax payable on his current income would be less than the amount demanded by the Assessing
Officer, he may send intimation to the Assessing Officer and pay advance tax in accordance
with his estimate.

4. Where the amount of advance tax on current income as per assessee’s own estimate is higher
than what has been determined by the Assessing Officer then assessee shall pay higher tax in
remaining installments.
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INSTALLMENTS OF ADVANCE TAX:  SECTION 211 :
PART A)
DUE DATE OF
INSTALLMENT

AMOUNT PAYABLE

On or before 15/06/PY 15% of Advance Tax payable
On or before 15/09/PY 45% of Advance Tax payable as reduced by any amount already paid.
On or before 15/12/PY 75% of Advance Tax payable as reduced by any amount already paid.
On or before 15/03/PY 100% of Advance Tax payable as reduced by the amount already paid.

PART B)
An assessee doing eligible business referred u/s 44AD or u/s 44ADA can pay full amount of
advance tax during each financial year on or before the 15th March.

Comments
(a) Any payment of advance tax paid before 31/3/PY shall also be treated as advance tax paid

during the year and therefore no interest shall be charged under Section 234B.
(b) If on the last date for payment of tax banks are closed, then the assessee can make the

payment on the next date when the banks are open and in such a case no interest shall be
levied on the assessee.

Illustration 2: Mr. J commenced a proprietary business in the year 2013. His capital as on
1/4/2016 was `6,00,000. On 10/4/2016 his wife gifted `2,00,000 which he invested in the business
on the same date. Mr. John earned profit from his proprietary business as given below:
Previous year 2016-2017 = Profit `3,00,000
Previous year 2017-2018 = Profit `4,40,000
During the Previous Year 2017-2018, he sold a vacant site which resulted in chargeable long-term
Capital Gain of `5,00,000 (computed). The vacant site was sold on 20/12/2017. Compute the total
income and tax liability of Mr. J and the installments of advance tax payable for the AY 2018-2019
i.e. PY 2017-2018.

Solution: Computation of business Income of Mr. J `
Capital as on 1/4/2016 6,00,000
Add: Gift from wife (10/4/2016) 2,00,000
Add: Profit for the year ended 31/3/2017 3,00,000
Capital as on 1/4/2017 11,00,000
Profit for the year ended 31/3/2018 4,40,000
Income proportionately assessable in the hands of Mr. J
`4,40,000 x `9,00,000 / `11,00,000 3,60,000
Amount of income taxable in the hands of Mrs. J by virtue of clubbing provisions u/s 64(1) is
`4,40,000 x `2,00,000 / `11,00,000 80,000

Total Income of Mr. J
Income from Business 3,60,000
Long-term Capital Gain 5,00,000
Gross Total Income 8,60,000
Less: Deduction u/s 80C to 80U Nil
Total Income 8,60,000
Tax liability on normal Income of ` 3,60,000 5,500
On LTCG @ 20% on ` 5,00,000 1,00,000
Total Tax 1,05,500
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Add: Education cess @ 2% 2,110
Secondary and Higher Education cess @ 1% 1,055
Tax Liability 1,08,670

Tax Liability excluding the amount of capital gain
Total Income 3,60,000
Tax at slab A 5,500
Add: PEC @ 2% 110
Add: SHEC @ 1% 55
Tax liability 5,670

Advance Tax payable by Mr. J
Upto 15th Sept 2017 Since tax amount is less than `10,000 , no advance tax is payable
Upto 15th Dec 2017 Since tax amount is less than `10,000 , no advance tax is payable
Upto 15th March 2017 now since tax amount has exceeded `10,000 advance tax is payable

1,08,670 X 100% - NIL – NIL = 1,08,670

ASSESSEE DEEMED TO BE IN DEFAULT
In the following cases the assessee is deemed to be in default:
(1) When the assessee does not pay on the due date any installment of Advance Tax that he is

required to pay by an order of the Assessing Officer.
(2) When the assessee does not send the estimate of his Current Income or does not pay on the

basis of his Current Income the Advance Tax payable by him.

CONSEQUENCES FOR NON-PAYMENT OF ADVANCE TAX
1. If Advance Tax is not paid then the assessee is known as assessee in default.
2. Assessee shall be liable to pay interest under Section 234C and Section 234B.
3. Assessee shall be liable to pay penalty under Section 140A(3) which can be maximum of

100% of such Tax.

INTEREST PAYABLE BY THE ASSESSEE

DEFAULT IN FURNISHING RETURN OF INCOME:  SECTION 234A
If the ITR is furnished after the due date or is not furnished at all then assessee has to pay interest
under Section 234A:
(1) Rate of interest payable shall be 1% pm or part of the month.
(2) Interest shall be paid for the period starting from the date next to the due date of ITR and

ending on the date when ITR is filed.
(3) No interest under section 234A shall be charged on the self-assessment tax paid by the

assessee on or before the due date of filling of ITR

RULE 119A
While calculating interest payable by assessee to government or payable by government to
assessee, the amount of tax, penalty in respect of which interest is to be calculated shall be
rounded off in the multiples of `100 and not in multiples of `10. Further any fractions of `100 shall
be ignored.
For example `510 shall be taken as `500 , `550 shall be taken as `500 , `590 shall be taken as
`500
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Illustration 3: For the AY 2018-2019 i.e. PY 2017-2018 Mr. J has earned the total income of `10
lakhs. He has not paid Advance Tax and has not submitted its ITR till the due date of 31/7/2018.
He has filed its ITR on 15/12/2018. Calculate the amount of interest he has to pay under Section
234A along with amount of tax.

Solution: Interest under Section 234A shall be as follows
Tax on the total income of `10,00,000 @ slab 1 (including education cess) = `1,15,880
Interest shall be `1,15,880 X 1% X 5 months = `5,794

Illustration 4: Compute interest payable by Mr. J u/s 234A from the following –
AY 2018-2019 i.e. PY 2017-2018

Date of filing of return 18/4/2019
Due date for filing of return 30/9/2018
TDS `5,000
Tax paid in Advance `12,000
Tax determined under regular assessment `65,000

Solution: Period for which interest is to be paid = 1/10/2018 to 18/4/2019 = 7 months
Amount on which interest payable = `65,000 – (` 12,000 + ` 5,000) = ` 48,000.
Interest payable u/s 234A = `48,000 x 1% x 7 = ` 3,360

CIT V DR. PRANNOY ROY [2009] 179 Taxman 53 (SC)
The respected Supreme Court decided that if assessee has paid his amount of Tax before the due
date of filling of Income Tax return but has not filed his Income Tax return then he is not liable to
pay interest under Section 234A.

DEFAULT IN PAYMENT OF ADVANCE TAX:  SECTION 234B
If assessee has paid advance tax less than the 90% of the assessed tax then he shall be liable to
pay interest under Section 234B
(1) Rate of interest payable shall be 1% pm or part of the month.
(2) Interest shall be paid for the period starting from the 1/4/AY and ending on the date when such

tax is paid.

Illustration 5: For the AY 2018-2019 i.e. PY 2017-2018 Mr. J has earned the total income of `10
lakhs. He has not paid any amount of advance tax till the time period as mentioned u/s 211 but has
paid tax on 30/9/2018 and has submitted his ITR on 30/9/2018 but due date for filing of ITR was
31/7/2018. Calculate the amount of interest he has to pay under Section 234B and Section 234C
along with the amount of tax.

Solution: Interest under Section 234B and Section 234A shall be as follows
Tax on the total income of `10,00,000 @ slab 1 (including education cess) = `1,15,880
Interest shall be `1,15,880 X 1% X 6 = `6,952.8 u/s 234B
Interest shall be `1,15,880 X 1% X 2 = `2,317.6 u/s 234A
In addition to these interest Mr. J is liable to pay income tax of `1,15,880

DEFERMENT IN PAYMENT OF ADVANCE TAX:  SECTION 234C
If any person has not paid his advance tax on the due dates as mentioned in Section 211 then
such person has to pay interest under Section 234C
(1) The rate of interest shall be 1% per month or for part of the month.
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(2) The period of interest shall be three months for every installment but for the last installment the
period shall be only one month.

(3) An assessee doing eligible business referred u/s 44AD who is liable to pay advance tax u/s
section 208 has failed to pay such tax or the advance tax paid by the assessee on its current
income on or before the 15th March is less than the tax due on the returned income, then, the
assessee shall be liable to pay simple interest 1% on the amount of the shortfall from the tax
due on the returned income.

Comments
(1) The liability to pay interest under Section 234A, 234B, 234C is automatic and question of

granting opportunity of being heard does not arise.
(2) No interest shall be levied in respect of any shortfall in the payment of Advance Tax if shortfall

is due to under-estimation or failure to estimate the amount of
 Capital Gains
 Casual Incomes such as lottery
 PGBP in cases where the income accrues for the first time.
 income of the nature referred to in section 115BBDA i.e., dividend in aggregate exceeding

of `10 lakhs received during the previous year.
(3) Section 220(2): If any assessee fails to pay any Tax other than Advance Tax as specified in

the demand notice within 30 days of the service of notice of demand then he shall be liable to
pay simple interest of 1% p.m. or part of the month from the expiry of such 30 days of the
service of demand notice.

(4) No interest under Section 234C shall be charged if it has paid at least 12% of Advance Tax
during 1st installment and has paid at least 36% of Advance Tax during 2nd installment.

Illustration 6: For the AY 2018-2019 i.e. PY 2017-2018, Mr. J has earned the total income of `10
lakhs. He has not paid any amount of advance tax as per the time period as mentioned under
Section 211 but has paid full tax on 31/12/2018 and has submitted its ITR on 31/12/2018.
Calculate the amount of interest it has to pay under Section 234C along with the amount of tax.

Solution: The income tax on the total income of Mr. J on `10,00,000 is `1,15,880. As per Section
211 Mr. J has to pay tax as follows

Due date of installment Amount payable
On or before 15/6/2017 15% of Advance Tax payable i.e. `17,382
On or before 15/9/2017 45% of Advance Tax payable Less amount already paid

i.e. `52,146 – 0 = `52,146
On or before 15/12/2017 75% of Advance Tax payable Less amount already paid

i.e. `86,910 – 0 = `86,910
On or before 15/3/2018 100% of the Advance Tax payable Less amount already paid.

i.e.`1,15,880 – 0 = `1,15,880

Interest calculations under Section 234C shall be as follows:
(1) ` 17,300 X 1% X 3 = ` 519
(2) ` 52,100 X 1% X 3 = ` 1,563
(3) ` 86,900 X 1% X 3 = ` 2,607
(4) ` 1,15,800 X 1% X 1 = ` 1,158

Total interest under Section 234C = `5,847
Further assessee shall be liable to pay interest under Section 234A and 234B which is as follows:

Section 234B: Default in the payment of 90% Advance Tax:
` 1,15,800 X 1% X 9 = `10,422
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Section 234A: Default in furnishing of ITR
` 1,15,800 X 1% X 5 = `5,790
Total interest payable by Mr. J u/s 234A, 234B and 234C is `22,059

Illustration 7: Following particulars are furnished by Mr. J for the AY 2018-2019 i.e. PY 2017-2018
Tax on total income (paid on 30/10/2018) `1,50,000
Due date for filing the return 30/9/2018
Actual date of filing the return 31/10/2018
Calculate the total interest payable under Sections 234A, 234B and 234C.

(CS June 2003, CS Dec.2001)

Solution: The income tax on the total income of Mr. J is `1,50,000. As per Section 211 Mr. J has
to pay tax as follows

Due date of installment Amount payable
On or before 15/6/2017 15% of Advance Tax payable i.e. `22,500
On or before 15/9/2017 45% of Advance Tax payable Less amount already paid

i.e. `67,500 – 0 = `67,500
On or before 15/12/2017 75% of Advance Tax payable Less amount already paid

i.e. `1,12,500 – 0 = `1,12,500
On or before 15/3/2018 100% of the Advance Tax payable Less amount already paid.

i.e.`1,50,000 – 0 = `1,50,000

Interest calculations under Section 234C shall be as follows:
(1) ` 22,500 X  1% X 3 = ` 675
(2) ` 67,500 X 1% X 3 = ` 2,025
(3) ` 1,12,500 X 1% X 3 = ` 3,375
(4) ` 1,50,000 X 1% X 1 = ` 1,500

Total interest under Section 234C = `7,575

Further assessee shall be liable to pay interest under Section 234A and 234B which is as follows:

Section 234B: Default in the payment of 90% Advance Tax:
` 1,50,000 X 1% X 7 = `10,500

Section 234A: Default in furnishing of ITR
` 1,50,000 X 1% X 1 = `1,500

Total interest payable by Mr. J u/s 234A, 234B and 234C is `19,575.
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CHAPTER AT A GLANCE
1) Advance payment of tax is a system of payment of tax by the assessee to the Central

Government.

2) As per Section 207, assessee is liable to pay tax on the current income which would be liable for
the tax in the assessment year.

3) Senior citizen is not liable to pay advance tax if he is not having PGBP income.

4) As per Section 208 advance tax is payable if assessee’s tax liability after TDS is more than
`10,000.

5) As per Section 210 an Assessing Officer has power to send a notice to the assessee if advance
tax is not paid.

6) Section 211 gives the due dates and installments of payment of advance tax.

7) If advance tax is not paid as per the provisions of the Income Tax Act then assessee is liable to
pay interest under Section 234B and Section 234C.

8) If assessee has not filed his ITR till the due date then assessee is liable to pay interest under
Section 234A. However, if all Tax due has been paid but ITR is not submitted then assessee is
not liable to pay any interest under Section 234A as was decided by the Supreme Court in the
case of Dr. Prannoy Roy.
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