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CHAPTER 1

sa | PROVISIONS IN BRIEF

Assessment year | “Assessment year” means the period starting from April 1 and ending on March 31 of
the next year. Income of previous year of an assessee is taxed during the next following
assessment year at the rates prescribed by the relevant Finance Act.

Previous year Income earned in a year is taxable in the next year. The year in which income is earned
is known as previous year and the next year in which income is taxable is known as
assessment year. Previous year is the financial year immediately preceding the assess-
ment year. All assessees are required to follow financial year (i.e., April 1 to March 31)
as the previous year. This uniform previous year has to be followed for all sources of
income.

Previous year-in the | In the case of a newly set-up business/ profession or in the case of a new source of
case of newly set-up | income, the previous year is determined as follows—

| business/profession | » The first previous year commences on the date of setting up of the business/
profession (or, as the case may be, the date on which the source of income newly comes
into existence) and ends on the immediately following March 31. Thus, in the case of
anewly set-up business/ profession or new source of income, the first previous year is
a period of 12 months or less than 12 months. It can never exceed 12 months.

» Thesecond and subsequent previous yearsarealways financial years. Thesecond and
subsequent previous years are always of 12 months each (i.e., April to March).

Connection between | Rule - Income of a previous year is taxable in the immediately following assessment

previous year and year.
assessment year Exception - In the following cases income of previous year is taxable in the previous year
itself —

a. income of a non-resident from shipping ;

b. income of persons leaving India either permanently or for a long period of time ;

c¢. income of bodies formed for short duration ;

d. income of a person trying to alienate his assets with a view to avoiding payment of
tax ; and

e. income of a discontinued business.

In these cases, income of a previous year may be taxed as the income of the assessment

year inmediately preceding the normal assessment year.

‘Person The term “person” includes:

a. anindividual ;

b. a Hindu undivided family ;

a company ;

afirm; :

an association of persons or a body of individuals, whether incorporated or not;
a local authority ; and

every artificial juridical person not falling within any of the preceding categories.
These are seven categories of persons chargeable to tax under the Act. The aforesaid
definition is inclusive and not exhaustive.
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Basic concepts that on¢ must know -

Assessee

— ther sum of money i ﬁ
" Assessee” means a person by whom income-tax of any 0 ey is payable

under the Act. Itincludes every person in r'cspect of VYhOTEraa“); g;?;ﬁilor}g ufnder the
Act has been taken for the assessment of his income or OZ‘-Z pirimite lossrf) fund due
to him. Italsoincludes a person whois assessablein respe ol imddrak a“‘?t}}er
personorwho is deemed to beanassessee, oranassesseein y provision

of the Act. ,
cal monetary return with some sort of

Income

i stood - Income is a eriodi : :

:thﬁiZf:{l}fll{tlgg}e,rge recurring in natur};. It may be broafily deffm‘:id asrt,hgmfle'mﬂ ease

in the amount of wealth, which comes to a person durm'g a 2";‘; }Zﬁ 1(: ° f,l s

Extended meaning given under section 2(24) - Under section 2( ), the term “income”

specifically includes the following :

1. Profits and gains

2. Dividend

3. Voluntary contributions received by a trust

4, Perquisites in the hands of employee

5. Any special allowance Ot benefit -

6. City compensatory allowance/ dearness allowance

7. Any benefit or perquisite to a director

8. Any benefit or perquisite toa representative assessee

9. Any sum chargeable under sections 28, 41 and 59

10. Capital gains

11. Insurance profit

12. Banking income of a co-operative society

13. Winnings from lottery

14. Employees’ contribution towards provident fund

15. Amount received under keyman insurance policy

16. Fair market value for inventory (which is converted into stock-in-trade).

17. Amount exceeding Rs. 50,000 by way of gift received by a person.

18. Issue of shares at premium by a closely held company (if amount received exceeds

fair market value of shares) ' : :

19. Advance received while negotiating transfer of a capital asset (if capital asset isnot

transferred and the advance is forfeited by recipient)

20. Any compensation or other payment referred to in section 56(2)(xi) [i.e., compensa-

tion on termination of employment or modification of terms of employment].

21.Sum received by a unitholder froma business trust [referred to in section 56(2)(xii)}

22. Any sum received under a life insurance policy referred to in section 56(2)(xii)-

23. .Assistance in the form of a subsidy or grant or cash incentive or duty drawbackor

waiver or concession or reimbursement (by whatever name called) received (in cashor

kind) from the ;entral Government or State Government or any authority or body of

agency [not,bemg subsidy/grant which is taken into consideration for calculating
actual cost” under section 43(1) and not being subsidy/ grant by the Central Gover

ment for the purpose of the corpus of a trust/instituti ) -
State Government]. /institution established by the Cen

"Gross total income
[GTI]

[ R S
Rounding-off of
| income and tax

As per section 14, in : : .
1. SI;laries. come of a person is computed under the following _ﬁve heads:

2. Income from house property.

3. Profits and gains of business or profession.

4, Capital gains. '

5. Income from other sources.

The aggregate incor_ne under these heads is termed
word.s,' gross total income means total income ¢ ° : wi
provisions of the Act before making any deduc ﬁol:)lr:lrgittrege éxsioa:;gacéag)cgou

The taxable income and tax liabili
rupees. ity shall be roundeq off to the nearest multiple
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y“ . ” ot_her
s “gross total income 'Ir'\th e
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3 Solved problems Problem P1.1

Exempt.ion vs. If an income is exempt from tax, it is not included in the computation of income.
Deduction Exemption can never exceed the amount of income. Deduction is generally given from
income chargeable to tax. Deduction can be less than or equal to or more than amount
of income. If amount deductible is more than the amount of income, the resulting
amount will be taken as loss.

Capital receipts vs.| Receipts are of two types —capital receipts and revenue receipts. Capital receipts are
Revenue receipts | exempt from tax unless they are expressly taxable. For instance, capital gains are
taxable under section 45 even if they are capital receipts. On the other hand, revenue
receipts are taxable, unless they are expressly exempt from tax. For instance, income
exempt under section 10.

Method of Income chargeable under the head “Profits and gains of business or profession” or
accounting “Income from other sources” is to be computed in accordance with the method of
accounting regularly employed by the assessee.

For instance, if a trader follows mercantile system of accounting, his business income
will be taxable on “accrual” basis and business expenses will be deductible on “due”
basis. If a professional follows cash system of accounting, his professional income will
be taxable on “receipt” basis and professional expenses will be deductible on “pay-
ment” basis.

In other cases, method of maintaining books of account is irrelevant.

Types of : » Mainly there are two types of accounting methods — mercantile system and cash
accounting system. ' e ;
methods » Mercantile system - Under mercantile system, income and expenditure are recorded at

the time of occurrence during the previous year.
» Cash system - Under cash system of accounting, revenue and expenses are recorded
only when received or paid.

Tax rates : Tax rates [including surcharge (SC) and health and education cess (HEC)] are given in
- Appendix 1.
» Rebate under section 87A - Rebate under section 87A is deductible from income-tax
(before adding surcharge and education cess). It can be claimed only by a resident
individual, if - ' : :
a. taxable income does not exceed Rs. 5,00,000 (under regular tax regime), or
b. taxable income does not exceed Rs. 7,00,000! (under alternative tax regime).

Amount of rebate is 100 per cent of income-tax or Rs. 12,500 (underregular taxregime)/
| Rs. 25,0002 (under alternative tax regime).

“ @ PL1.1 X starts a new business on March 29, 2023, He closes down first set of books of account on March 31, 2024. He wants that income
generated during this period should be chargeable to tax for the assessment year 2024-25, Is he legally correct?
Solution : Previous year ends on March 31 immediately before the commencement of assessment year. For instance, for the
assessment year 2023-24, previous year is the period which ends on March 31, 2023. In this case, the period which commences
on March 29, 2023 and ends on March 31, 2023, is the previous year for the assessment year 2023-24, In other words, income
generated by X during March 29, 2023 and March 31, 2023 is chargeable to tax for the assessment year 2023-24. X does not
have any option to include this income in the income of the assessment year 2024-25,
Previous year and assessment year, in this case, will be determined as follows —

N
N
\

N

NN\
A\

N\

First previous year - March 29,2023 | Income of this previous year will be taxable in the assessment year 2023-24.
to March 31, 2023
Second previous year - April 1,2023 | Income of the previous year 2023-24 will be taxable in the assessment year
to March 31, 2024 2024-25,

1. Under the alternative tax regime, it is subject to marginal relief, Marginal relief is applicable if income exceeds Rs. 7,00,000 but does not exceed

Rs. 7,27,770. There is no marginal relief in the case of regular tax regime.
2. Under marginal relief, income-tax (after rebate under section 87A) cannot exceed the amount by which the net income exceeds Rs. 7,00,000.




Problem P1.2
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Baslc concepts that one must know ____—

S B P1.2 Mrs. X (42 years) is resident in India for the assessment

r 2023-24. For the previous year 2022-23, her incofne hargeadleo
yea -24.

d out tax liability. Ignore section 115BAC. all individuals other than senior (or-

tax in India is Rs. 10,30,000. Fin | f
it applicable in case 0

Solution : For the assessment year 2024-25, the exemption lim

super senior) citizens is Rs. 2,50,000. Tax liability will be calculated as follows ~ e |

_/"""1 Rate of tax Tax

Income Rs.

Nil Nil

Tt R D000 o bbbt il 0, 2 e

R L 20% 1,00,000

NGt RS, 500,000 wovtoios ettt 5 7 0% 9,000

g m——— 121,500

N ———— 4% 4860

P T D — 16360
Tax liability

year 2023-24, her income chargeable to tax in India

25. For the previous April 5, 1960. Ignore section 115BAC

P1.3 Mrs: X is resideitt in India for the assessment year 2024-
X is (a) March 31, 1960, or (b)

is Rs. 15,54,810. Find out tax liability if date of birth of Mrs.
pertaining to alternative tax regime’.
Solution : For the assessment year 2024-

on the last day of the previous year (i.e., March 31, 2024). Conversely, S St for th
man) if the taxpayer is 60 years or more at any time during the previous year, the exemption limit for the assessment year

2024.25 is Rs. 3,00,000. In Situation (2) Mrs. X is 60 years on March 31, 2024. Consequently, she becomes a senior citizen for
the assessment year 2024-25 and the exemption limit would be Rs. 3,00,000. In Situation (b), however, she is below 60 years
on March 31, 2024, the exemption limit is Rs. 2,50,000. Tax liability will be calculated as follows -

When Mrs. X is a senior citizen [i.e., Situation (@]

25, exemption limit is Rs. 2,50,000 if the taxpayer is an individual below 60 years
' in the case of a resident woman (or a resident

Inconie ‘ Rate of tax Tax
' ’ Rs.
First Rs. 3,00,000 .....cccovmmrenemseiusisnsensssssssssessessssnss sonssiiiiTusspustonenses sraveeuinsossasesssonanssssess Nil Nil
Next Rs. 2,00,000 e eietmssassesspesssssessesssesEerssbesssEsSsSESLII SRR sssEsss00 5% 10,000
Next Rs. 5,00,000 : ereteresesssasssesebeaseseaersesertsreRa R st s s e e san s 20% 1,00,000
Balance Rs. 5,54,810 ' bt Tl Sl bl 30% 1,66,443
Income-tax® _ RLAET IS S S SRPN 1 £ A1 2,76,443
Add: Health and education cess : 4% 11,058
Tax liability (rounded off).......... i 2,87,500
When Mrs. X is not a senior citizen [i.e., Situation (b)] % G
Income - T ‘ Rate of tax Tax
Vit Rs.
First RS. 2,50,000 .....ccouvcureriuremssrssnsnsssascasissssssssssssnssssessuscssissas : ;
Next Rs. 2,50,000 ' o ;{2 12 ’51\(23
Next Rs. 5,00,000 wiebiiasdanestia 20% 1,00,000
Balance RS. 5,548,810 ......vcciversmmmmsnmmssssssssssssssssssssssssssesnss t 30% 1’ 66’ A3
TEUCOINIE-AEX wossossossmsssirsirassessesssssssssssiisassamspssssssasssssssssssspssssssssiy At L
Add: Health and education Cess ..........c.usummmesessssins e ' 278943
Tax liability (rounded off) cccccooevvevviiressinnnnes B e o e — 5 —"2;’1’33'

~@m PL1.4 X Ltd. is an Indian company. For the previous year 2023-24, income of the company is Rs. 10,76,000 (calculated after deducting

depreciation at the rate of 20 per cent on written down value of Rs. 8,16,295). Suppo iati i

2024, 17 per cent from March 1, 2024 to May 1, 2024 and 22 per cent after Maypl’,, ;8'228’;{;; Zf:f’:;mte !-s = 4 i Mmht}L
assessment year 2024-25. , le taxable income of X Ltd. for £
Solution : Income of the previous year 2023-24 is taxable in the assess

2024-25 is calculated in accord@ce with the provisions of law appllcabler:)‘sl:\tggla; 22%2244:23 Incor.ne oy asseSS{“‘{“t e
is 17%. Consequently, taxable income shall be calculated by applying the deprecii;tio P 2, et o
17% Concequent n rate of 17% for the assessment ye&'

3. Surcharge on income-tax is not applicable as income of the assessee does not exceed Rs, 50 lakh

4. Alternative tax regime provisions of section 115BAC are discussed in this book in Chapter 13



Solved problems

Problem P1.6

Income as given in the problem
Add: Depreciation (20% of Rs. 8,16,295)
Less: Depreciation deductible (17% of Rs. 8,16,295)

Taxable income (rounded off)

............................................................................................................................................
................................................................................................................................

........................................................................................................

...............................................................................................................................................

Rs.
10,76,000
1,63,259
(-)1,38,770

11,00,490

PROBLEMS BASED UPON SIMILAR UNSOLVE‘

_STUDENTS’ GUIDE TO INCOME-TA>

oz

N W PL5 [14-E4)* Let the depreciation rates in respect of a depreciable asset be as under —
a. 16 per cent up to April 1, 2024;
b. 36 per cent Sfrom April 2, 2024 to April 10, 2025 ;
c. 40 per cent from April 11, 2025 to May 10, 2025 ;
d. 31 per cent from May 11, 2025 to March 31, 2026 ; and
e. 50 per cent from April 1, 2026 onwards. ;
At what rate depreciation is admissible in respect of that asset for the assessment years 2024-25 to 2026-27.
Solution : Total income is calculated in accordance with the provisions of the Income-tax Act as they stand on the first day
of April of the assessment year. The table gives depreciation rate on the basis of information given in the problem -

HISSUTRRERET.

T ———

Previous Assessment What is the first day of Depreciation rate (given in the problem) as on April 1 of the
year year the assessment year assessment year (applicable for the relevant assessment year)
2023-24 2024-25 April 1, 2024 : 16%
2024-25 2025-26 April 1, 2025 36%
2025-26 2026-27 April 1, 2026 50%
© W P1.6 [14-E5]* Find out the tax liability (ignore section 115BAC) in the following cases pertaining to the assessment year 2024-25 —
Assessee Taxable Long-term Winnings
income capital gain from lotteries
included in included in
‘ taxable income taxable income
X, a resident Hindu undivided family .............covvvvvvvvvvrvvrrevnirnriniens 2,30,000 - 18,000
Y, a Hindu undignded amily Berte. e sississsisevssisissiiossacsossatresrods 2,86,000 2,000 16,000
Z, an individual (AZE : 42 YEATS) cuvvivrrvrrvrsrrrsersrrrnirsrirssssssssssssssssassasens 11,70,000 40,000 70,000
Mrs. A, a resident individual (age : 58 Years) .............ooooccieerrrveeee 42,50,000 Co— -
B Ltd., an Indian company (tax rate : 30 per cent) .........covrvrrerrenrens 1,12,00,000 50,000 73,000
C Ltd., an Indian company (tax rate : 22 per cent) .........ccocvvvsrrveuns 35,000 500 -
D Society, a co-operative society ......... TSttt Letimeatessssessssssenterestineastass 5,000 700 150
E & Co., partnership firth .............. A jm— 10,30,000 60,000 -
E, a non-resident individual (age : 74 YOArs) v.vvuvvvvvvevvvevsvvesssssssssen 2,65,000 12,000 -
Solution : Tax liability will be calculated as follows® -
In the case of X, a resident Hindu undivided family -
Rate of tax Amount of tax
\ Rs.
On winnings from Lotteries v, 30% 5,400
On the remaining income of Rs. 2,12,000 (it is below the exemption limit
Of RS, 2,50,000) ....ovnmnseornesssssrssrsssssssssssssssssanssnsssssssssssssssssssssssssssssssnssmsisssinssisssssssssississsss Nil
TAX ve0ersrsesnersppssives T L r 1 1ree ¢ s00sues b s oasisisssh s raRTORAA0n aEaeyoLr e ssse sesasasns inssitssssssninasusaty 5,400
Add: Health and CAUCALION COBS ..vvvvirerirririssriisrisseissinresssrsssssssssssineensenssessessressessssess 216
Tax hablhty (rounded Off) ............................................... S T T LTI T T I TIIITT, pragsy 5,620

5. Alternative tax regime provisions of section 115BAC are not considered.
*Number given in the bracket represents similar unsolved Problem No. of Students’ Guide to Income-tax, 70th Edition.
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W -
Problem P1.6 Basic conch
R
In the case of Y, a Hindu undivided family - Rate of tax Amount of;;x
s.
FAT R
30% 4,800
On winnings from lotteries 20% 400
Ori long-term capital GAINS st St ——_6\900
On the remaining income of Rs. 2,68,000 wuuvsesssssosssssammsosissarosssssertsst st £
i ekl B0 st g A i L
A Hoaltl, and oducation C88 sttt S0 2 1 6340
Tax liability (rounded Off) ...t srsassnraasesastreatet
In the case of Z, an individual - Rate of tax Amount of tax
Rs,
30% 21,000
o R R PO —————— 20% 8,000
e 130,500
On the remaining income of RS. 10,60,000 vttt 159500
T T —————— 6,380
Add: Health and dUCAHON CESS cerememesmssssesisssssssssssssssssssssssssssssssssssssssss s 16585
S U ITRTTTIuTene . 1 S ————
In tl LA - =it
n the case of Mrs. A Rate of tax Amount of tax
) Rs.
. il Ni
O FESt RS, 250,000 oo esss oot — 15\’; 12503
On next Rs. 2,50,000..........cceemmmermcrsessersessssssensssssssns reeiissesaresiibesterass IS A e 9‘,’ e
On Next RS. 5,00,000 ..........mruemesesecsessssssmssssssessesisssssssssssssssssssssssssasssssassssss s s sty 09Z 9,75,000
On the balance of RS. 32,50,000 ........ceewwrewessssecsissmsssssssssssssssssssssssssssssssssssssssassssssass oo sesss 3 ,75,
TaX cerireerereiereeneseeneneesseeane evetetesesesesesesetesesesetesessEsasasRsas et e ESR SRR S SEsEs S TS SSS SRS 0 S 10,87,500
Add: Health and education cess @ 4% of RS. 10,87,500 .......covevuuerussssmssemssemssssmasensseeeees 43,500
O T ) F S ———————— 11,31,000
In the case of B Ltd. -
Rate of tax Amount of tax
Rs.
On WINNINGS fTOM I0HETIES covvosevvvevesssssssssssssssssssssssssssssssssssss s 30% 21,900
On long-term capital gaiN......ccoosmuesssereesssensenes ueeuess sttt e st s 20% 10,000
On the remaining income of Rs. 1,10,77,000 ....covverrenecmirennsasssenssssssssneseasssssusissssssnsanase 30% 33,23,100
Total .cceeeereeeeereenne so . uzaeussarensisesipenshsnsnsnssanssonsysns estoFisiss 33,55,000
P F AT (v N Ol 4 ——EEEEEEEEE R U 2,34,850
Total ..cocerveereecareneenns e s esesansesasssesannsTibes SEUTHRI L sTunens s nnessns s ies abe e enToRe i S er i uns 35,89,850
Add: Health and education cess @ 4% of Rs. 35,89,850 .......coevuveimmimnieniniinnnnnnnne. 1,43,5%
Tax liability (rounded Off) .....ccconriiimmsrnscmmciiensscinssinnens ; ' 37,33,440
In the case of C Ltd. -
Rate of tax Amount of tax
Rs.
On long-term CAPital GAIN ..uuuumuummmumsssssssssssisssssssssssssssssss s saasanes
On the remaining income of Rs. 34,500 ......cccceuens i lissdeisitsdesiinaiiisitasitansunananns 20% o
O o 3 2% 7,5%
Add: Surcharge (applicable @ 10%) 7’328
TOAL vonverevanersassessssssssssessssssas s AR Rt
Add: Health and edUCAtiON Ce58 @ 4% vttt 8';;:
Tax liability (rounded ff) s AT,
ax ty (rounded Off) .ccccccrerminnincsniinsnenn G, 8,800

In the case of D Society, a co-operative society -

6. For the assessment ye

but not more than Rs. 10 crore. If income is above Rs. 10 crore, surcharge at the rate of 12 per

ar 2024-25, in the case of a domestic company, surcharge is 7 per cent of inc.

cent is applicable.

ome-tay, if taxable income is above Rs. 1 ¢rof®



Solved problems

Problem P1.6

SR A

Rate of tax Amount of tax
Rs.
On Winnings from JOtEIIES ..ot sses bbbt stsabesssasesses 30% 45
OOt AP FAI P AL conmessnupmnss siipmensssmmess sesgossossssastsssamssansrase s ausessss s BIRRS IR SREASSESEN 20% 140
On the remaining income 0f RS. 4,150 ....cvimminnnisnsssssssssssssssessessssssssssses 10% 415
Total w.aiiadsnnind ittt a R R B it o M el 600
Add: Health and education cess @ 4% 0f RS. 600 ..........c..ceoueerrerrreeressmsssessssssssssesssssens 24
Tax liability (rounded Off) ........ooooeoeeccecerreees TN TR 620
In the case of E & Co., a partnership firm - »
Rate of tax Amount of tax
Rs.
On long-term.capital Baili. . msssmsesinee S bl it LA L o B SRR e ssssssassstants 20% 12,000
On the remaining income of Rs. 9,70,000 ..........ccccueemmeunermnsemmmmsnmmssssssssssssssssssssssses 30% 2,91,000
Total it e e s 3,03,000
Add: Health and education cess @ 4% of RS. 3,03,000 ........ccoooeererrenerasasasssssessesenenesesens 12,120
Tax liability (rounded Off) ......cceeerercenrenreniseneneeseisisersensessesessssssssssss s ssssssssssssses v 3,15,120
In the case of F, a non-resident individual -
Rate of tax Amount of tax
Rs.
On long-term capital GaiN:.......ccoceerceerucrreeeecmrercerenreeesiaessesssasssssssssssssssssssssssssssssssss 20% 2,400
On the remaining income of Rs. 2,53,000 (exemption limit is Rs. 2,50,000 in the case
of a non-resident, even if, he is @ senIOr CItiZeN) ..o, : 5% 150
o < | e (T L S 2,550
Add: Health and education cess @ 4% of RS. 2,550 .......cccocoevuirrivninnnerinnsnnsiesnsssnssisenns 102
Tax liability (rounded Off) ... 2,650




~ CHAPTER 2

| Effect on tax incidence

Residential status and its

"~ PROVISIONS IN BRIEF

Relevance of
residential status

There are two types of taxpayers - resident in India and non-resident in India.

Indian income is taxable in India whether the person eammg1 1r"1colr:§.ls r::lswiir;\ltl ((:)}1;
non-resident. Conversely, foreign income of a person is taxable in India 1(,)1 M =
person is resident in India. Foreign income of a non-resident is not taxable in India.

Types of residential
status
Individuals/Hindu
undivided family

Firm, association of
persons, joint stock

company and every
other person

For different taxpayers residential status is as follows—

Ordinarily resident

» Resident in India
\ Not ordinarily resident

» Non-resident in India

» Resident in India
» Non-resident in India

Significance of
residential status

In the case of non-resident, Indian income is taxable but foreign income'is not
chargeable to tax. In the case of resident but not ordinarily resident, Indian income
is taxable but foreign income is taxable only in two cases. In the case of resident (or

resident and ordinarily resident) Indian income as well as foreign income are
chargeable to tax.

Rules for determi-
nation of residential
status

Residential status of an
individual

The tables given below summarize the rule of residence for the assessment

2024-25: year

Resident and Resident but not Non-resident
ordinarily resident ordinarily resident
(1) 2) 3)
Must satisfy at least one of | Must satisfy at least one of Must satisfy none of
the basic conditions and the basic conditions and the basicconditions
both of the additional one or none of the additional :
conditions conditions




Provisions in brief

BASIC CONDITIONS AT A GLANCE

In the case of an Indian
citizen who leaves India

In the case of an Indian
citizen or a person of

In the case of an individual
[other than that mentioned

during the previous year Indian origin (who is in columns (1) and (2)]
for the purpose of employ- abroad) who comes on
ment (or as a member of a visit to India during the
the crew! of an Indian ship) previous year
: 1) (2) (3)

a. Presence of atleast
182 days in India
during the previous
year 2023-24

b. Non-functional.

a. Presence of atleast
182 days in India
during the previous
year 2023-24

b. Non-functional.

a. Presence of at least
182 days in India
during the previous
year 2023-24

b. Presence of at least 60

days in India during
the previous year
2023-24 and 365 days
‘during 4 years imme-
diately preceding the
relevant previousyear
(i.e., during April 1,
2019 and March 31,
2023)
ADDITIONAL CONDITIONS AT A GLANCE
i. ResidentinIndiainatleast2 out of 10 yearsimmediately preceding the relevant
previous year [or must satisfy at least one of the basic conditions, in 2 out of 10
immediately preceding previous years (i.e., 2013-14 to 2022-23)].
ii. Presence of atleast 730 days in India during 7 years immediately preceding the
relevant previous year (i.e., during April 1, 2016 and March 31, 2023).
EXCEPTIONS APPLICABLE FROM THE ASSESSMENT YEAR 2021-22?
Evenif an individual satisfies none of the basic conditions/additional conditions, he
will be deemed as resident but not ordinarily resident in India, if the following
conditions are satisfied - '

Section 6(1A) read with section 6(6)(d)

Section 6(6)(c) read with Expln. 1(b) to
- section 6(1)

1. He is an Indian citizen.

2. His taxable income (other than' the
income from foreign 'sources®) exceeds
Rs. 15,00,000 during the'relevant previ-
ous year. '

3. He is not liable to tax* in any other
country or territory by reason of his do-
micile or residence or any other criteria
of similar nature.

’

1. He is an Indian citizen or a person of

.Indian origin.

2. His taxable income (other than the
income from foreign sources®) exceeds

Rs. 15,00,000 during the relevant previ-

ous year.

3. He comes to India on a visit during the
relevant previous year.

4.Heis in India for 120 days (or more but
less than 182 days) during the relevant
previous year and 365 days (or more)
during 4 years immediately preceding
the relevant previous year.

“In the case of crew member of an Indian ship, the period beginning on the date entered into the Continuous Discharge Certificate in respect
of joining the ship by the said individual for the eligible voyage and ending on the date entered into the Continuous Discharge Cerfificate in
respect of signing off by that individual from the ship in respect of such voyage, shall not be included in the period of stay in India. -

. The rule given by these exceptions is not applicable in the case of a
conditions given above.

n individual who becomes resident in India by satisfying any of the basic

Total income for the ceiling of Rs. 15,00,000 is calculated after ignoring income from foreign sources. “Income from foreign sources” means

income which accrues or arises outside India (except inc

ome derived from a business controlled in or a profession set up in India). Income

which is deemed to accrue or arise in India shall be included in computation of the ceiling of Rs. 15,00,000.

"4. “Liable to tax” (in relation to a person and with reference to a country)

law of that country for the time being in force and shall include a person who has subsequently being exempted from

law of that country.

means that there is an income-tax liability on such person under the

such liability under the
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lence
Residentlal status and 118 effect on tax Incld

went of the affairs of the
Residential status ofa Taxpayers other than Control and mm;gf,;zygr m{; it el
person other than an an individual Wholly oultside Partly in India
individual ' Wholly in India and partly'
India outside India
—osident Resident
Hindu undivided family | Resident 1:2;‘;:1 Sent | Resident
Firm Resident = Resident
. nt esiden
Association of persons Resident Nor"drej: = Resident
Indian company Resident __I}ESI_E/_. —
Non-Indian company® - |~ ——— T Resident
Any other person Resident Non-resident !
except an individual e === ]
Note :

i - ivi ily is ei rdinarily resident or not ord'inarily
1. A resident Hindu undivided family is extlll;ali soordinari}l,y e sident in India if karta

resident. A resident Hindu undivided fami e .
or manager of the family (including successive kartas) satisfies the following two
additional conditions as laid down by section 6(6)(b) : _ - ke
4. he has been resident in India in at least 2 out of 10 previous years imme y
preceding the relevant previous year ; and PR
b. he has been present in India for a period of 730 days or more during / years
immediately preceding the previous year. ' _
If karta or manager of resident Hindu undivided family does not satisfy the two
additional conditions, the family is treated as resident but not ordinarily residentin
India. ‘
2. In order to determine the residential status of the afo_resaid taxpayers, the
residential status of the karta of the family (except as stated in 1 supra), partners of
the firm, members of the association, directors of the company, etc., is not rele.van-t.
For instance, it is possible that partners of a firm are residentin India but the firm is
controlled from a place outside India and, consequently, the firmis a non-resident

in India. - ;
Indian income and In order to understand the relationship between residential status and tax liability,
foreign income - one must understand the meaning of “Indian income” and “foreign income”.
When taxable/not Indian income - Any of the following three is an Indian income —
taxable 1. If income is received (or deemed to be received) in India during the previous year

and at the same time it accrues (or arises or is deemed to accrue or arise) in India
-during the previous year.

2. If income is received (or deemed to be received) in India during the previous year
but it accrues (or arises) outside India during the previous year. -
3.Ifincomeisreceived outside India during the previous year butitaccrues (or arises
or is deemed to accrue or arise) in India during the previous year.

Iforezgn income - 'I'f the following two conditions are satisfied, then such income is
“foreign income” —

a. Income is not received (or not deemed to be received) in India; and
. 4
b. Income does notaccrue or arise (or does not deemed to accrue or arise) in India®

Broad conclusions Indian income - Indian income is always taxable in India irre: : - -
status of the taxpayer. irrespective of the residential

n-Indian company will be resident in India (from the assessment year 2017-18) if its i '

5. ;-Ae lzgant previous )}r)ear, is in India. For this purpose, the place of effective manageme)nt meggc:pfii ce:f‘evc}:xe\;e rl:\anagement_(POEM), during the
decisions that are necessary for the conduct of the business of an entity as a whole are, in substance made He ey managen}ent and commercial

annual turnover/ gross receipts is Rs. 50 crore or less) cannot be resident in India from the aSSessment' 0w2ever, a foreign company (whose

8/2017, dated February 23, 2017. year 2017-18 onwards - Circular No.

-resi for services rendered outside Indi i

_Galary accrued to a non resident seafarer ' a on a forei ! ] ' e

6 no{ﬁ included in the total income merely because the said salary has been credited in tgl:\e%\?g\ﬁg:c}:p (with ‘lndl_an flag or foreign flag) shall
the seafarer - Circular No. 13/2017, dated April 11, 2017, ount maintained with an Indian bank by

SalTO N
41 5



11 Provisions in brief

Foreign income - Foreign income is taxable in the hands of resident (in case of a firm,
an association of persons, a joint stock company and every other person) or resident
and ordinarily resident (in case of an individual and a Hindu undivided family) in
India. Foreign income is not taxable in the hands of non-resident in India.

In the hands of resident but not ordinarily resident taxpayer, foreign income is
taxable only if it is (1) business income and business is controlled wholly or partly
from India, or (b) professional income from a profession which is set up in India. In
any other case, foreign income is not taxable in the hands of resident but not
ordinarily resident taxpayers.

Rec.elpt of income in | If income is received in India, it is always chargeable to tax. The “receipt” of income
India refers to the first occasion when the recipient gets the money under his control. Once
an amount is received as income, any remittance or transmission of the amount to

another place does not result in “receipt” at the other place.

Income df?emed. to be The Act enumerates the following as income deemed to be received in India:
received in India » Interest credited to recognized provident fund account of an employee in excess
of 9.5 per cent.

» Excess contribution of employer in the case of recognized provident fund (i.e., the
amount contributed in excess of 12 per cent of salary). ,

» Transfer balance. _ :

» Contribution by the Central Government or any other employer to the account of
an employee under a notified pension scheme referred to in section 80CCD.

» Tax deducted at source.

» Deemed profit under section 41.

Income accrued in India is chargeable to tax in all cases irrespective of residential
status of an assessee. The words “accrue” and “arise” are used in contradistinction
to the word “receive”. Income is said to be received when it reaches the assessee.
When the right to receive the income becomes vested in the assessee, it is said to
accrue or arise.

In some cases, income is deemed to accrue or arise in India under section 9 even
though it may actually accrue or arise outside India. The cases enumerated by
section 9 are given below —

» Income from business connection in India.

» Income from any property, asset or source of income in India.
» Capital gain on transfer of a capital asset situated in India.”

» Income from salary if service is rendered in India.

» Income from salary (not being perquisite/ allowance) if serviceis rendered outside
India (provided the employer is Government of India and the employee is a citizen
of India). A

» Dividend paid by the Indian company.

» Interest, royalty or technical fees received from the Government of India.
» Interest, royalty or technical fees received from a resident (except when the
payment pertains to business carried on by the payer outside India).
» Interest, royalty or technical fees received from a non-resident if the payment
pertains to business carried on by the payer in India.
» Gift of money [covered by section 56(2)(x)] received from a resident (on or after
July 5, 2019) by a non-resident/foreign company or received (on or after April 1,
2023) by a resident but not ordinarily resident individual /HUF.

Accrual of income

Income deemed to
accrue or arise in India

7. An asset or a capital asset (being any share or interest in a company or entity registered or incorporated outside India) shall be deemed to be
situated in India if the share or interest derives, directly or indirectly, its value substantially® from the assets located in India.
[2014] 49 taxmann.com 125 (Delhi). The Finance Act, 2015 has

8. “Substantially” means not less than 50 per cent - DIT'v, Copal Research Ltd. 15h
' ded version, the share or interest of a foreign company or entity

ded the law with effect from assessment year 2016-17, Under the amen fa pa
:}Taflnbe deemed to derive its value substantially from the assets (whether tangible or intangible) located in India, if on the specified date, the

value of Indian assets,~

a. exceeds the amount of Rs. 10 crore; and

b. represents at least 50 per cent of the value of all the assets owned by the company or entity, . ‘ : .
If a foreign company declares dividend outside India, it cannot be deemed to accrue or arise in qula even if 'the foreign company decla‘u'x‘ng »
dividend have substantial assets (held by it directly or indirectly) located in India. This rule is applicable even if the foreign company satisfies
the conditions given above - Circular No. 4/2015, dated March 26, 2015.



Problem P2.1 Residential status and its effect 0

77 SOLVED PROBLEMS |
S ook the a'tizenshipof that country with
1 in Sydney. He cones to India on

December 2022 and t
2024-25 on the assumption that

Iris gmndparmts were bort
of X for the assessm

P2.1 X was born in Pune in 1978. Later on he migrated to Australiain
effect from January 1, 2023. His parents were born in Nasik in 1948 but
February 15, 2024 for a visit of 190 days. Find out the residential status
before 2022, he was present in India for at least 275 days €very year.
Solution : X is a foreign citizen. He, his parents and his grandparents
of Indian origin. During the previous year 2023-24, he was inIndiafor4
He cannot satisfy any of the two basic conditions. Consequently, b
2024-25.

P2.2 X was born in Karachi on January 2, 1947. He has been staying i USA since 1986 He <o
December 10, 2023. Determine the residential status of X for the assessment year 2024-25. . avisit during the previous
Solution : X is a person of Indian origin, as he was born inundivided India. He comes to Fndﬁ‘o“ evious year. He comes to
year 2023-24. He can become resident in India if he visits India for at least 182 days during 3‘; P£024 i g,f 1 155 days. Heis
I}l;tdia on December 10, 2023. His total stay in India during the previous year ending Marct.2. ' ,
therefore, non-resident in India for the assessment year 2024-25. . ;

P2.3 X (40 years), an Indian citizen, leaves India for the first time on October 10, 2021 for employment outsrfgllrgi?}oée{g;fdgcgo:’:’f
10, 2021, he was never out of India since his birth. During the previous years 2022-23 and 2023-24 he comes 10 1; 2024—25yD 1
April 2, 2022) and 195 days (on July 10, 2023), respectively. Find out the residential status of X for the assessment year « Does
it make any difference if X comes to India on October 10, 2023 (and not on July 10, 2023)? . .
Solution : X is an Indian citizen. He comes to India on a visit of 195 days during the previous year 2023-24. He is res:d:ent
in India. From the information given above, it is clear beyond any doubt that he was in India f.or more than 730.days during
the preceding 7 years and he was resident in India for more than 2 years out of the preceding 10 years. He is, therefore,
resident and ordinarily resident in India for the previous year 2023-24 (i.e., the assessment year 2024-25).

If he comes to India on October 10, 2023 for a visit of 195 days, his total stay in India during the previous year 2023-24 will

be of 174 days (i.e., October 10, 2023 to March 31, 2024). In such a case, he will be non-resident in India for the assessment

year 2024-25.
rents were not born in undivided India. However, his relatives (like brothers of

P2.4 X is a foreign citizen. He, his parents and grandpa
his father, sisters of his mother and brothers and sisters of his grandmother and grandfather) were born in undivided India. He s in India

ent year

ed India. He is not a person
15,2024 to March 31, 2024).
for the assessment year

were not born in undivid
6days (i-€- from Fe?ruarc}l’.
e is non-resident 11t India

mes to Indiaona visit of 200 days on

as follows-
Previous year Presence in India
2023-24 147 days
2022-23 140 days
2021-22 . 300 days
| 2020-21 25 days
2019-20 32 days -
Before 2018-19 - Nil — |

Find out the residential status of X for the assessment year 2024-25.

Solution : X is a foreign citizen. He is not a person of Indian origin. During the previous 2 i i

147 days and during preceding 4 years.he was in India for 497 days. By satisfying the Sec}c’)::lr bg:_i-24, ;\;e was l:n be::la for

resident in India. However, he is not in a position to satisfy the two additional conditions, h con thl'}, e becomes

ordinarily resident in India for the assessment year 2024-25. _ ns, he will be resident but not

P2.5 X (44 years) is a citizen of India. He leaves India for the first time on September 20, 2023 for the e ot "
orking on an overse

project of his employer-company : ABC Ltd., an Indian company. He will come back on October 10, 2024 Find out hi. idential statu
’ . out his resi status

for the assessment years 2024-25 and 2025-26.

Solution : XisanIndian citizen. During the previous year he is employed by an Indi
on an overseas project of the efnPloyer_-company, he leaves India on September 20 23‘;1
the previous year 2023-24, heisin Indfa for_l?B day§. Asheis an Indian citizen an'd le 8
he can become resident in India only if he is in India for at least 182 days. Since he j aves India for employment purposes:
non-resident in India for the previous year 2023-24 (i.e., assessment year 2024-25) 1sin India only for 173 days, he will be
. In the previous year 2024-25, X {'}n_al.l):’comes back on October 10, 2024. It cannot be stof
the previous year 2024-25, on a “visit’. Consequently, he can become resident in In;?d that he has come to India during
conditions. During the preth}s year 2024-25, he isin India for more than 60 Aavs a by satisfying any of the two basic
for more than 365 days. He will, therefore, be }‘esndent.in India. Moreover, h ¥s and during earlier 4 years, he is in India
to September 20, 2023 he was never out of India. He will be resident and ordinari] fy 2 additional conditions, as priof
2024-25 (i€ assessment year 2025-26). ¥ resident in India for the previous year
n Problem P2.5, X leaves India on September 20, 2023 to meet his £

P2.6 Suppost i o idiids ;
remaining the same, find out the residential status of X for the assessment years 2024-25 a::il ‘;55_’5“ tzives outside India. Other thing’
e S . 6. 5%

p_cgomPa!-‘y inIndia. However, to work
- This is his first foreign trip. During

— R —
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Solved problems

Problem P2.9

Solution : During the previous
in India by satisfying any of th
and during earlier 4 years, heisin In
Moreover, he can satisfy the two additional conditions,
for the previous year 2023-
Even for the assessment

P2.7 Xis a businessman. His parents and

year 2023-24, X does not leave India for the
e two basic conditions. Durin
dia for more than 3

Consequently,
24 (i.e., assessment year 2024-25).

year 2025-26, he will be resident and ordinaril

grandparents were born in Canada. He was born in US

purpose of employment. He can become resident
g the previous year 2023-24, X is in India for more than 60 days
65 days. He will be resident in India for the previous year 2023-24,
he will be resident and ordinarily resident in India

y resident in India as determined in Problem P2.5.
A but later on he migrated to Karachi

and took Indian _citizeuship on June 1, 1946. After division of India, he stayed in Pakistan and took Pakistani citizenship in December
1948. From the information given below, find out the residential status of X for the assessment year 2024-25,

Previous year Presence in India Previous year Presence in India
2024-25 20 days 2018-19 46 days
2023-24 70 days 2017-18 182 days
2022-23 60 days 2016-17 55 days
2021-22 40 days 2015-16 59 days
2020-21 5 days 2014-15 25 days
2019-20 260 days 2013-14 24 days

Solution : X is a foreign citizen. X, his parents and grandparents were not born in undivided India. He is not a person of
Indian origin, even if he was Indian citizen between June 1946 and December 1948. He is in India for 70 days during the
previous year 2023-24 and 365 days during the preceding 4 years. He is resident in India. However, he is unable to satisfy
the 2 additional conditions given by section 6(6)(a), as is evident from the information given below - ;

Previous year Presence in India _ Residential status
2022-23 60 days Non-resident
2021-22 40 days Non-resident
2020-21 5 days Non-resident
2019-20 260 days Resident
2018-19 46 days Non-resident
2017-18 182 days Resident
2016-17 55 days Non-resident
2015-16 59 days Non-resident
2014-15 25 days Non-resident
2013-14 . 24 days Non-resident

Out of preceding 10 years, X is resident in India for 2 years. However,
Consequently, X is resident but not ordinarily resident in India for th
P2.8 In Problem P2.7, assume that X was born on
Re-determine the residential status of X for the
Solution : As per section 2(254), “India”
underlying such waters, continental shelf
inserted by the Finance Act, 2007 with retrospective effect from Augus
to August 25,1976. Consequently, it cannot be said that X was born in India in 1945
He will remain resident but not ordinarily resident in India for the assessment y
P2.9 X was Indian citizen up to March 31, 2018. With effe
country. He was born in Delhi in 1980. His parents were

and the air space above its territo

out of preceding 7 years, X is in India for 648 days.
e assessment year 2024-25.
May 15, 1945 in a ship when the ship was in Indian territorial waters near Andaman.
assessment year 2024-25.

means Indian territory including its territorial waters, seabed and subsoil
ry and territorial waters. This definition was
t25,1976. This definition was not applicable prior
- He will not be a person of Indian origin.
ear 2024-25.
ct from April 1, 2018, he migrated to Kenya and took the citizenship of that
born in Kolkata during 1950. However, grandparents of X were born in South

Africa. From the information given below, find out the residential status of X for the assessment year 2024-25.

Previous year Presence in India Year Presence in India
2024-25 14 days 201819 38 days
202324 60 days 2017-18 180 days
2022-23 181 days 2016-17 181 days
2021-22 180 days 2015-16 175 days
2020-21 58 days 2014-15 181 days
2019-20 60 days 2013-14 44 days

Note - He left India for the first time in 1997 to set u
. in the table above.
Solution : From April 1, 2018, X is a foreign citizen. India was divided on
India (after its division on August 14, 1947). His
is neither Indian citizen nor a person of Indian o

p a business outside India and since then he comes to India every year as shown

August 14, 1947. X and his parents were born in
grandparents were born in South Africa. From April 1, 2018 onwards, X
rigin. However, up to March 31, 2018, he was an Indian citizen.
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Problem P2.10 Residential status and its effect on tax inciden

: ears (i-¢./ April 1, 2019 to March 3],
P;zzf)z:%tiident of India for the previous yea,

. ing 4
During the previous year 2023-24, X was in India for 60 days fmd d:rt“;i -
2023) he was in India for 479 days. He satisfies the second basic condl 1

2023-24. . onal conditions given by secti
addltlona on
g‘z) )find out, whether or not X is ordinarily resident in India, one has to test the two
6)(a) -
i dential status ﬁ
e Yooy it e iti Residential status |
India — basic condition Second basic condition us
e First astcxc ” Non-resi;ient
- 181 days ) . Non-resident
2021-22 180 da?rs S : Non-resident
2020-21 58 days % v Resident
5819'20 60 days o % Non-resident
18- X :
2017-13 13880?}18 A . Not relevant Non-restdent
2016-17 181 d:y: % ~ Not relevant Non-resTdent
2015-16 175 daye x Not relevant i
201415 181 days x Notreleyant Non-resident
2013-14 44 days x Not relevant Non-resident

X was resident in India only in the previous year 2019-20 out of preceding 10 years. But he was m.Indla for n}lc;r;:e tha1:1 730
days in preceding 7 years. He is unable to satisfy simultaneously two additional conditions. Accordingly, he will be resident
but not ordinarily resident in India for the assessment year 2024-25.

© W P2.10 Xisan Indian citizen. Currently, he is in employment with an overseas company located in tax-free zone of an African country.
During different years, he is in India as follows - '

Previous year | PresenceinIndia | Previous year Presence in India | Previous year | Presence in India
2023-24 30 days 2020-21 162 days 2017-18 62 days
2022-23 ' 170 days 201920 205 days 2016-17 60 days
2021-22 220 days 2018-19 239 days 2015-16 58 days

For the previous year 2023-24, X is not taxable in any other country/territory by reason of his domicile or residence. Income of X (other

than income from foreign sources) for the previous year 2023-24 is Rs. 18,00,000.-Find out the residential status of X for the assessment

year 2024-25. : : : ;

Solution : X is in India for 30 days during the previous year 2023-24. He is inable to satisfy any of the basic condition given

by section 6(1). However, he satisfies the following 3 conditions given by section 6(14) -

a. Xis an Indian citizen;

b. his total income (other than the income from
and

c. heisnotliable to tax in any other country or territory by reason
nature. ‘ X

He is deemed to be resident but not ordinarily resident in Indi : ; 1

information given in the above table pertainingyto earlier years, i;anasrglzx:\r:ih gr&gilfal:e L with Seeton (Ol T
.11 X isan [ndian citizen. Currently, he is in employment with. inati T )

:el:lr 2023-24, !he comes to India for a talisit of 122 dZys{ In earlier ; ]’/?;iznaho"al T o D igeri: During the e

he is in Indi i
residential status for the assessment year 2024-25. His annual income for the pre;g:?sf;:a':;'gzgg’; ﬁ)gg f‘:;%sw X wants to know 1
- S -

foreign sources) exceeds Rs. 15,00,000 during the relevant previous year,

of his domicile or residence or any other criteria of similar

B , ' 4 R
Income from salary, rent, consultancy and interest income earned and received in Nigeri ]
Income from business (accrued and received outside India, controlled from Ni eﬁn) e g L
Income from another business (accrued and received outside India, controlledf‘ro I ................ Hie g
Interest on bankﬁxed deposits in India ........., T, T T . P ™ India) ..... A e ik 7'00,000
Any Other inwme !n India or Outside India Y. rerveenriies — o L 4 ALY '"‘""""-------nn----..n.----------f ----- IZIOO’OOO

wﬂ’fmium paid in India ........... onnnreeeres TP B —— i

""""" ""'"u-uu-unu. 0
‘\m.... ............................. 90'00
Solution : —

; 2023-24, X is in India for 120 d i '
In the previous year ays. Total income - :
Re. 18,10,000 (i.¢., Rs. 7,00,000 + Rs. 12,00,000 - deduction under section ;écx , g’_:he‘ than income from foreign sources) )
. exception as follows - ? *18.90,000). X satisfies 4 conditions of secord
" g, Xisan Indian citizen or a person of Indian origin;

t . e Of X (OthEI than the income fr om foreign SOUX‘CQS) exceeds Rs 15 ()0 00 us yeﬂl
tal incom! . »UU,000 during the relevant i I
b. to prev10




