
CS EXECUIVE                                           CS VARDDAN SUMAN 

  

 
1 

 

Lesson 1  

DEFINITIONS  

Assessment Year [Section 2(9)] 
1. Assessment year means the period of twelve months commencing on the first day of April  

every year and ending on 31st March of next year. 
(For June 2018 & Dec 2018 examination Assessment year 2018-19 is applicable) 

2. Year in which income of previous year is chargeable to tax. 

Previous Year [Section 3] 

1. Previous year means the financial year immediately preceding the assessment year. For 

A.Y. 2018-19, previous year is 2017-18, i.e.; from 01-04-2017 to 31-03-2018. 

2. Year in which income is earned. 

However, in the case of 
¶ A business or profession newly set up, or 

¶ A source of income newly coming into existence, in the said financial year. The previous 

year shall be the period 

¶ BEGINNING  with the date of setting up of the business or profession or, the date on which 

the source of income newly comes into existence and 

¶ ENDING with the said financial year. 

Person [Section 2(31)] 

The term Person includes: 
(i) An individual, 

(ii)  A Hindu undivided family (HUF), 

(iii)  A company, 

(iv) A firm, 

(v) An association of person (AOP) or body of individuals (BOI) whether incorporated or not, 

(vi) Local authority, and 

(vii)  Every artificial juridical person, not falling in any of the preceding category. For example 

trust, university, an idol or a deity. 

Assessee [Section 2(7)] 

Assessee means a person by whom tax or any other sum of money is payable under the Income- 

tax Act, 1961. 

In addition, the assessee includes: 

a) Every person in respect of whom any proceeding under the Act has been taken for the 

assessment of his income or loss. 

b) Every person who is deemed to be an assessee under any provision of this Act. 

For example, section 160(1) defines ñRepresentative assesseeò. Section 160(2) states that, every 

representative assessee shall be deemed to be an assessee for the purposes of the Act. 

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

For example, if any person fails to deduct tax at source and deposit into government treasury, 

then, he shall be deemed to be an assessee in default. 

Heads of Income [Section 14] 

All  income shall, for the purposes of computation of total income, be classified under the 

following heads of income: 

A: Salaries. 

B: Income from house property. 

C: Profits and gains of business or profession.  

D: Capital gains.  

E: Income from other sources. 
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RATES OF INCOME TAX FOR ASSESSMENT YEAR 2018-19 

I In the case of every Individual (other than covered below in II  & III),  HUF, Association 

of Persons (AOP), Body of Individuals (BOI) & Artificial  Juridical Person 

Upto Rs.2,50,000 Nil  

Rs.2,50,010 to Rs.5,00,000 10% 5% 

Rs.5,00,010 to Rs.10,00,000 20% 

Above Rs.10,00,000 30% 

II  In the case of every Individual being a resident in India, who is of the age of 60 years or 

more but less than 80 years at any time during the previous year. 

Upto Rs.3,00,000 Nil  

Rs.3,00,010 to Rs.5,00,000 10% 5% 

Rs.5,00,010 to Rs.10,00,000 20% 

Above Rs.10,00,000 30% 

III  In the case of every Individual being a resident in India, who is of the age of 80 years or 

more at any time during the previous year. 

Upto Rs.5,00,000 Nil  

Rs.5,00,010 to Rs.10,00,000 20% 

Above Rs.10,00,000 30% 

Surcharge: Where the total income of an Individual/HUF/AOP/BOI/AJP exceeds Rs.50 lakh but 

does not Rs.100 lakh a surcharge of 10% of tax shall be levied. Where the total income of an 

Individual/HUF/AOP/BOI/AJP exceeds Rs.100 lakh a surcharge at the rate of 15% of tax shall be 

levied. 

Marginal  relief:  However, the total amount payable as income-tax and surcharge on total income 

exceeding Rs.50 lakh but not exceeding Rs.100 lakh, shall not exceed the total amount payable as 

income-tax on a total income of Rs.50 lakh, by more than the amount of income that exceeds Rs.50 

lakh. 

Further, the total amount payable as income-tax and surcharge on total income exceeding Rs.100 

lakh, shall not exceed the total amount payable as income-tax and surcharge on a total income of 

Rs.100 lakh, by more than the amount of income that exceeds Rs.100 lakh. 

Cess: 
¶ Education Cess: 2% 

¶ Secondary and Higher Education Cess (SHEC): 1% 

of income tax (inclusive of surcharge, if applicable) shall also be chargeable. 

Average Rate of Tax [Section 2(10)] 

Average Rate of tax means the rate arrived at by dividing the amount of income tax calculated on 

the total income, by such total income. 

Maximum marginal rate [Section 2(29C)] 
Maximum marginal rate to mean the rate of income-tax (including surcharge on the income- tax, 

if any) applicable in relation to the highest slab of income in the case of an individual, AOP or BOI, 

as the case may be, as specified in Finance Act of the relevant year. 

Rebate u/s 87A 

Rebate of maximum Rs.2,500 for resident individuals having total income up to Rs.3.5 lakh 
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[Section 87A] 

With a view to provide tax relief to the individual tax payers who are in lower income bracket, the 

Act has provided rebate from the tax payable by an assessee, if the following condition and satisfied:. 

(1) The assessee is an individual 

(2) He is resident in India, 

(3) His total income does not exceed Rs.5,00,000 Rs.3,50,000 

Quantum of rebate: The rebate shall be equal to: 

(1) the amount of income-tax payable on the total income for any assessment year or 

(2) Rs. 5,000 Rs.2,500 

whichever is less 

(Amended by Finance Act, 2017) 

TAXATION  OF PREVIOUS YEARôS INCOME DURING THE SAME YEAR, ALSO 

CALLED EXCEPTION TO THE ASSESSMENT YEAR  

1. Income from shipping business of non-resident [Sec. 172] 

2. Income of persons leaving India [Sec. 174] 

3. Transfer of property to avoid tax [Sec. 175] 

4. AOP formed for particular event [Sec. 174A] 

5. Discontinuance of a business or profession [Sec. 176] 

RESIDENTIAL  STATUS OF AN INDIVIDUAL  [SECTION 6(1)] 

Resident in India:  An individual is resident in India if he satisfies any one of the basic 

conditions. 

BASIC CONDITIONS  

1. Individual is in India for 182 days or more during the previous year 

2. Individual is in India for 60 days or more during the previous year AND for 365 days or more 

during 4 years immediately preceding the previous year. 

Notes: 

a. Residential status is to be determined for every previous year separately. 

b. There is no condition that individual should stay regularly or at one place in India. 

c. If exact time of arrival or departure is not known then the day of arrival and day of 

departure shall be taken as complete days. 

Following are the exceptions to second basic condition. In other words, in following cases an 

individual  is resident if  he is India for 182 days or more during previous year 

1. An Indian citizen who leaves India during the previous year for employment outside India. 

2. An Indian citizen who leaves India during the previous year as a member of the crew of an 

Indian ship. 

3. An Indian citizen or person of Indian origin who visits India during the previous year. 

Note: A person is deemed to be of Indian origin if  he or any of his parents or grand-parents were 

born in undivided India. 

Non Resident: If an individual satisfies none of the basic conditions. 

Further, if a Resident individual satisfy both of additional conditions then he is resident & 

ordinarily resident. However, if he does not satisfy both of additional conditions or satisfy only one 

additional condition then he is resident but not ordinarily resident. 

ADDITIONAL CONDITIONS  

1. He has been resident in India in at least 2 out of 10 previous years immediately preceding 

the relevant previous year. 

2. He has been in India for 730 days or more during 7 years immediately preceding the 

relevant previous year. 

RESIDENTIAL  STATUS OF A HUF [SECTION 6(2)] 

Resident in India : A HUF is resident if control and management of its affairs is wholly or 

partly situated in India during relevant previous year. 

(Control and management is situated at that place where decisions relating to the affairs of the 
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HUF are taken.) 

Non Resident in India:  If control and management of its affairs is wholly situated outside India 

during relevant previous year 

Further, if KARTA of a resident HUF satisfy both of additional conditions then HUF is resident & 

ordinarily resident. However, if he does not satisfy both of additional conditions or satisfy only 

one additional condition then HUF is resident but not ordinarily resident. 

RESIDENTIAL  STATUS OF COMPANY [SECTION 6(3)] 

A company is said to be resident in India in any previous year, if:   

i. It is an Indian company; or 

ii.  Its place of effective management, in that year, is in India. 

ñPlace of effective management" 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. 

RESIDENTIAL  STATUS OF FIRM  & EVERY OTHER PERSON 

Resident in India:  If control and management of its affairs is wholly or partly situated in India 

during relevant previous year. 

Non Resident in India:  If control and management of its affairs is wholly situated outside India 

during relevant previous year. 
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Lesson 2 

INCIDENCE OF TAX OR SCOPE OF TOTAL INCOME  

a. ROR assessee is assessable to tax in respect of income which 
i.is received or deemed to be received in India by him or on his behalf. ii.accrues or arises or 

deemed to accrue or arise to him in India.  

iii.accrues or arises to him outside India. 

b. RNOR assessee is assessable to tax in respect of income which 
i. is received or deemed to be received in India by him or on his behalf, 

ii.  accrues or arises or deemed to accrue or arise to him in India. 

iii.  accrues or arises to him or received outside India from a business controlled or profession set 

up in India. 

c. Non Resident assessee is assessable to tax in respect of income which 

i. is received or deemed to be received in India by him or on his behalf. 

ii.  accrues or arises or deemed to accrue or arise to him in India. 

INCOME  RESIDENT NOR NR 

Income receive or deemed to be received in India YES YES YES 

Income accrue/ arise or deemed to be accrued or Arise in India YES YES YES 

Income accrue/ arise outside India from business controlled or 

profession Set up in India 

YES YES NO 

Income accrue or arise out side India YES NO NO 

Agricultural income from Indian Land EXEMPT  EXEMPT  EXEMPT  

Dividend from an Indian company EXEMPT  EXEMPT  EXEMPT  

Past untaxed income (shall not be considered) NA NA NA 

 

INCOME  DEEMED TO ACCRUE OR ARISE IN INDIA  [SECTION 9] 

1. Income from business connection in India. 

2. Income from any property, asset or source of income situated in India. 

3. Income from transfer of any capital asset situated in India. 

4. Any income from salary if it is payable for service rendered in India. 

5. Salary by Government of India to an Indian citizen for service rendered outside India. 

6. Dividend paid by an Indian company outside India. 

7. Interest payable by: 

a. Government of India 

b. Resident in India except where interest is payable in respect of money borrowed and used for 

the purpose of business or profession or earning any income from any source outside India. 

c. A non resident only if  interest is payable for money borrowed and used for a business or 

profession in India. 

8. Royalty payable by: 

a. Government of India 

b. Resident in India except where it is payable for any right/ information/ property used for the 

purpose of a business or profession carried on outside India or earning any income from any 

source outside India 

c. A non-resident only if  it  payable in respect of any right/ information/ property used for the 

purpose of a business or profession carried on outside India. 

9. Fees for technical services payable by: 
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a. Government of India 

b. Resident in India except where services are utilized for the purpose of business or profession 

or earning any income from any source outside India. 

c. A non resident only if  fee is payable in respect of any service utilised for a business or 

profession in India. 

Example: The following information is given for previous year 2017-18: 

Particulars Rs. 

(i) Income from business in India 10,000 

(ii)  Income from business in Nepal 10,000 

(iii)  Income from business in Nepal but received in India 10,000 

(iv) Income from business in India but received in Nepal 10,000 

(v) Income from business in Nepal received there but 50% was remitted to India 10,000 

(vi) Income from business in Nepal received there, business was controlled from India 10,000 

(vii)  Income from business in Nepal but 50% was received in India, business was controlled 

from India 

10,000 

(viii)  Dividend from a domestic company 10,000 

(ix) Dividend from a foreign company received in India 10,000 

(x) Winning from a horse race in India 10,000 

(xi) Rental income from a house situated in Nepal, received in India 10,000 

(xii)  Rental income from a house situated in Nepal 10,000 

(xii i) Agriculture income from land in India 10,000 

(xiv) Agriculture income from land in Nepal 10,000 

(xv) Past untaxed income brought to India 10,000 

(xvi) Royalty received in Nepal from Ram a resident in India for technical service provided 

for a business carried on in Nepal 

10,000 

(xvii)  Interest from bond of an Indian company 10,000 

(xviii)  Interest from bond of a company in USA 10,000 

Solution: 

Particulars ROR NOR NR 

(i) Income from business in India    

(ii)  Income from business in Nepal    

(iii)  Income from business in Nepal but received in 

India 

   

(iv) Income from business in India but received in 

Nepal 

   

(v) Income from business in Nepal received there 

but 50% Was remitted to India 

   

(vi) Income from business in Nepal received there, 

business was controlled from India 

   

(vii)  Income from business in Nepal but 50% was 

received in India, business was controlled from 

India 

   

(viii)  Dividend from a domestic company    

(ix) Dividend from a foreign company received in 

India 

   

(x) Winning from a horse race in India    

(xi) Rental income from a house situated in Nepal, 

received in India 

   

(xii)  Rental income from a house situated in Nepal    



CS EXECUIVE                                           CS VARDDAN SUMAN 

  

 
7 

 

(xiii)  Agriculture income from land in India    

(xiv) Agriculture income from land in Nepal    

(xv) Past untaxed income brought to India    

(xvi) Royalty received in Nepal from Ram a resident 

in India for technical service provided for a 

business carried on in Nepal 

   

(xvii)  Interest from bond of an Indian company    

(xviii)  Interest from bond of a company in USA    

Total Income    
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Lesson 3 

INCOME UNDER THE HEAD SALARIES  

BASIS OF CHARGE [SECTION 15] 
¶ Salary is taxable on ñDue basisò or ñPaid basisò whichever is earlier. 

¶ Arrears of salary are taxable on Paid or Allowed basis. 

¶ Advance salary is taxable on Paid basis. 

¶ Bonus is taxable on paid basis. 

CONCEPT OF DUE / PAID 

If  salary is due or same in same month: All  the elements of salary shall be calculated from April 

to March. 

If  salary becomes due &  paid in next month: All  the elements of salary shall be calculated from 

March to February. 

SALARY  [SECTION ï 17(1)] 

Salary Includes 

1. Wages; 

2. Any annuity or pension; 

3. Any gratuity; 

4. Any fees, commissions, perquisites or profits in lieu of or in addition to any salary or 

wages; 

5. Any advance of salary; 

6. Leave encashment 

7. Employers contribution to Recognised Provident Fund in excess of 12% of salary 

8. Interest credited to Recognised Provident Fund in excess of 9.5% pa. 

9. The contribution made by the Central Government or any other employer in the previous year, 

to the account of an employee under a pension scheme referred to in section 80CCD. 

PROFIT IN LIEU OF SALARY  [SECTION 17(3)] 

1. Terminal compensation 

2. Payment from unrecognized provident fund 

3. Payment under keyman insurance policy 

4. Any amount due or received before joining or after cessation of employment 

5. Any other sum received by the employee from the employer 

ALLOWANCES  

Part I:  Allowances paid to perform official duties [Section 10(14)(i) & Rule 2BB] 

Treatment: Following allowances (by whatever name called) are exempt to the extent of actual 

amount received or amount spent, whichever is less. 

Allowance Paid for  

1 Traveling allowance Granted to meet the cost of travel on tour or on transfer. 

2 Daily allowance Granted on tour or on transfer to meet the ordinary daily charges 

3 Conveyance allowance Granted to meet the expenditure incurred on conveyance official duties. 

4 Helper allowance Granted to meet the expenditure on a helper for official duties. 

5 Academic allowance Granted for encouraging academic, research and training pursuits. 

6 Uniform allowance Granted to meet expenditure on purchase or maintenance of uniform. 

Part II:  Allowances paid for meeting out personal expenses [Section 10(14)(ii) & Rule 2BB] 

Treatment: Following allowance are exempt to the extent of amount received or the limit  specified 

whichever is less. 

 Allowance Nature &  Treatment 

1 Children education allowance Exempt upto amount received per child, OR Rs.100 p.m. per 

child upto a maximum of 2 children, whichever is less 

2 Hostel expenditure allowance Exempt up to actual amount received per child, OR Rs.300 

p.m. per child upto a maximum of 2 children, whichever is less 
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3 Transport allowance Granted for commuting between residence and the place of his 

duty. Exempt upto a maximum of Rs.1,600 per month. 

[Rs.3,200 p.m. for blind/ handicapped employee] 

4 Allowances allowed to 

transport employees 

Given to the employee working in any transport system, to 

meet his personal expenditure during the course of such 

transport from one place to another. 

The amount of exemption shall be 

(a) 70% of such allowance or 

(b) Rs. 10,000 p.m., whichever is less. 

However he should not be receiving daily allowance. 

5 Tribal area allowance Exempt upto Rs.200 p.m. 

6 Underground allowance Exempt upto Rs.800 p.m. 

7 Hill/Border/Remote Area 

allowance 

Varying from Rs.200 p.m. to Rs.7,000 p.m. 

8 Compensatory field area 

allowance 

Exempt upto a maximum of Rs. 2,600 p.m. 

9 Compensatory modified 

field area allowance 

Exempt upto a maximum of Rs. 1,000 p.m. 

Part III:  House Rent Allowance [Sec. 10(13A) & Rule 2A] 

Treatment: Least of following shall be exempt 

(i) Allowance actually received 

(ii)  Rent paid less 10% of salary 

(iii)  50% of salary (if house taken on rent is situated in Kolkata, Chennai, Delhi or Mumbai) / 

40% of salary-for other cities. 

Salary:  Basic + DA (forming part  of salary for RB) + Commission at fixed % on turnover  

Circumstances when an employee is not entitled for HRA exemption 
¶ When the assessee stays in his own house. 

¶ When he does not pay any rent or incur any expenditure towards rent. 

¶ When the rent paid is less than 10% of salary. 

RETIREMENT  BENEFITS 

1. PENSION [SEC. 10(10A)] 
Part I:  Uncommuted pension / Monthly Pension 

Treatment: It is taxable for all employees as salary. 

Part II:  Commuted pension received by govt. employee (CG/SG/local authority/ Stat.corp.) 

Treatment: Wholly exempt 

Part III:  Commuted pension received by non govt. employees 

Treatment: Following is exempt: 

a) If gratuity is received = one-third X [Commuted value of full  pension] 

b) If gratuity is not received = one-half X [Commuted value of full  pension] 

GRATUITY  [SEC. 10(10)] 

Part I:  For govt. employees (CG/SG/local authority but not statutory corporation) 

Treatment: Wholly exempt 

Part II:  Employees covered by the Payment of Gratuity Act, 1972 

Treatment: Least of following is exempt: 

c) Amount received  

d) Rs.10,00,000 

c) 15/26 *  salary *  completed year of service or part thereof in excess of 6 months 

Meaning of salary: last drawn basic and DA only 
Part III:  Employees not covered by Gratuity Act 

Treatment: Least of following is Exempt 
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a) Amount received  

b) Rs.10,00,000 

C) 15/30 *  average salary *  every completed year of service 

Meaning of salary: Same as in HRA  

Average salary of last 10 months preceding the month of retirement 

Point to remember: 

If gratuity received from previous employer was exempted, exempted amount shall be deducted 

from Rs.10,00,000 

LEAVE  SALARY  [SEC. 10(10AA)] 

Part I:  During continuity of employment (yearly encashment) 

Treatment: Taxable in hands of all the employees 

Part II:  Received by Govt. employees (CG/SG), at the time of retirement or leaving job 

Treatment: Wholly exempt 

Part III:  Received by Non Govt., at the time of retirement or leaving job 

Treatment: Least of following is Exempt 

a) Amount received  
b) Rs.3,00,000 
c) Average salary *  10  
d) [(leaves allowed* x completed years of service) ς Actual leaves taken] * daily/ monthly salary 
[*  If leaves allowed are more than 30 days/1 month, excess shall be ignored] 

Meaning of salary: Same as in HRA  

Average salary of last 10 months preceding the date of retirement 

Points to remember: 
i. If leave salary received from previous employer was exempted, exempted amount shall be 

deducted from Rs.3,00,000. 

ii.  Leave encashment paid to legal heirs is not taxable. 

COMPENSATIONS 

Part I:  Retrenchment compensation [Sec. 10(10B)] 

Treatment: Least of the following amount is exempt 

a) 15/26 dayôs salary, for every completed year of service or any part thereof in excess of 6 months 

(as calculated in accordance with Industrial Disputes Act.) 

b) Rs.5,00000 

c) Amount received 

Salary includes all but does not include bonus and employerôs PF contribution.  

Average salary for preceding 3 months is taken. 
Part II:  Compensation on voluntary retirement [Sec. 10(10C)] 

Treatment: Least of the following amount is exempt 

a) amount received or receivable or  

b) Rs.5,00,000 

Conditions for claiming exemption 

1. It should be received on his voluntary retirement. 

2. It should be received by employees of central/state govt. public sector undertakings, any other 

company, statutory corporation, local authority, university, IIT  or notified institute of 

management. 

It must be received in accordance with the scheme of voluntary retirement which is framed 

in accordance with the prescribed guidelines of the govt. 

TREATMENT  OF VARIOUS PROVIDENT FUNDS 

 

 PARICULARS  SPF RPF URPF 
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1 Contribution of employee Deduction u/s 

80C is available 

Deduction u/s 80C 

is available 

No deduction u/s 

80C is available 

2 Contribution of employer Fully exempt 

from tax 

Taxable in excess 

of 12% of salary* 

Not taxable 

3 Interest on provident fund Fully exempt 

from tax 

Taxable in excess 

of 9.5% 

Not taxable 

4 Repayment of lump sum amount at 

the time of retirement / termination 

etc. 

Fully exempt Exempt subject to 

some conditions 

Taxable 

Refer note 2 

below 

Notes: 
1. Salary for RPF = same as in HRA 

2. Treatment of accumulated balance received from URPF 
a) Accumulated contribution of employer and interest thereon: taxable as profit in lieu of 

salary 

b) Interest on accumulated balance of employee: taxable under income from other sources 

3. Payment from RPF is tax free in following cases: 

a) if he has rendered continuous service with his employer for a period of five years or more, or 

b) the service has been terminated by reason of the employeeôs ill -health, or by the contraction 

or discontinuance of the employerôs business or other cause beyond the control of the 

employee, or 

c) if employee has transferred his RPF balance to RPF with new employer. 

PERQUISITES [SECTION 17(2) & RULE 3] 

1. Value of rent free accommodation (RFA) 

2. Concession in rent in respect of accommodation provided by employer 

3. Value of any benefit or amenity granted or provided free of cost or at concessional rate to 

specified employees 

i. Motor car 

ii.  Personal journey for employees of transport undertaking 

iii.  Facility of Sweeper, Gardener, Watchman & any other personal attendant 

iv. Education facility 

v. Facility of Gas, Electricity and Water 

4. Obligation of employee met / paid / reimbursement by employer 

5. Any sum payable by employer to effect an assurance on the life of the assessee 

6. ESOP 

7. Any contribution to an approved superannuation fund, by the employer in respect of the 

assessee, to the extent it exceeds Rs.1,00,000 1,50,000; and 

8. The value of any other fringe benefit or amenity, such as 

a) Value of benefit from interest free or concessional loan given by employer 

b) Traveling, touring, accommodation & any other expenses on holiday 

c) Free food 

d) Gifts 

e) Club facility 

f) Credit Card facility 

g) Use of moveable assets 

h) Transfer of moveable assets 

i) Value of any other benefit shall be determined on the basis of fair market value as 

reduced by employeeôs contribution, excluding expenses on phone including mobile 

phone. 

However, medical facility & leave travel concession shall be tax free perquisites (subject to 

conditions & limit  specified). 

Specified employee [Section 17(2)(iii)] 
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1. Director of the company or 

2. Employee having 20% or more voting power in the employerôs company or 

3. Employee having salary more than Rs.50,000. [Salary means all taxable monetary payments, 

after deduction u/s 16] 

PERQUISITES - TAXABLE IN THE HANDS OF ALL  EMPLOYEES 

Part I:  Valuation of rent free accommodation 

 EMPLOYEES  VALUATION  OF PERQUISITE  

a) Government Employee As per government rules. 

b) Other Employees Accommodation is owned by employer 

a) 15% of salary, if population of area exceeds 25 Lakhs 

b) 10% of salary, if population of area exceeds 10 Lakhs but does not 

exceed 25 Lakhs 

c) 7.5% of salary, if  population of area does not exceed 10 Lakhs 

Accommodation is taken on rent or lease 

d) 15% of salary or actual rent, whichever is lower 

Notes: If accommodation is furnished then add the following to 

the above 

a) 10% of cost of furniture, if owned by employer, or 

b) Actual rent, if taken on rent or lease. 

c) Accommodation in hotel 

(Govt.& others) 

The value of accommodation shall be 24% of salary or actual 

charges paid / payable to hotel, whichever is lower. 

Not taxable if  

a) It has been provided on transfer of the employee from one place 

to another and 

b) Period of accommodation does not exceed 15 days. 

Rent paid by employee: The value determined as per (a), (b) or (c) above shall be reduced by the 

rent actually paid by employee to avail the benefit. 

Meaning of salary: Basic salary + DA (if under terms of employment) + Bonus + Commission + 
Taxable portion of all allowances + monetary payment, from one or more employers but does 
not include PF contribution and perquisites u/s 10(2) 
Two houses on transfer:  At the time of transfer from one place to another, if employee is 

provided house at the new place and also allowed to retain house at the old place then 

1. For first 90 days from the transfer the value of one house with lower value will  be taxable 

2. After 90 days value of both houses will  be taxed. 

Part II:  Obligation of Employee 

Value of benefit: Any obligation of employee discharged by employer shall be taxable (for 

example, a watchman is hired by employee and the salary of the watchman is paid by employer.) 

Part III:  Value of any specified security or sweat equity shares (ESOP) 

Value of benefit: Fair market value of any specified security or sweat equity share on the date on 

which the option is exercised by the employee 

Part IV:  Contribution to an approved superannuation fund by employer 

Value of benefit: Contribution to the extent it exceeds Rs.1,00,000 1,50,000 is taxable 

Part V:  Value of other benefits 

a) Benefit: Interest free or concessional loan for any purpose made available to the employee or 

any member of his household 

Value of benefit: Interest saved (calculated on the maximum outstanding monthly balance at same 
rate that is charged by SBI on 1st day of p/y for similar loan less interest paid to employer) 
Exception: However nothing shall be taxable if  

i. Loans in aggregate do not exceed Rs, 20,000 or 

ii.  Loan is provided for the treatment of specified diseases. But if such loan has been reimbursed 

under any medical insurance scheme, it shall be taxable. 
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Member of his household shall include: 
¶ spouse(s), 

¶ children and their spouses, 

¶ parents, and 

¶ servants and dependents. 

ñMaximum outstanding monthly balanceò means the aggregate outstanding balance for each loan 

as on last day of each month 

b) Benefit: Use of Movable Assets by employee or any member of his household 

Value of benefit: As follows 

i. Laptops and computers: Nil values is taxable 

ii.  Other assets: 10% p.a. of the actual cost, or actual hire charges if taken on lease 

c) Benefit: Transfer of Movable Assets to employee or any member of his household 

Value of benefit: The value of the benefit shall be Actual cost to the employer as reduced by the 

following % for each completed year during which the asset was put to use by the employer 

i. Computers and electronic items: 50% on the basis of WDV 

ii.  Motor cars: 20% on the basis of WDV 

iii.  Any other assets: 10% on the basis of SLM 

d) Benefit: Traveling, touring, accommodation & any other expenses on holiday availed by 

employee on any member of his household 

Value of benefit: Actual amount incurred by employer shall be taxable 

Note: This rule is not applicable for LTC  

e) Benefit: Free Food 

Value of benefit: Amount incurred by employer shall be taxable. 

Exception: However, Nothing shall be taxable for 

i. Tea or snacks provided during office hours. 

ii.  Meals at office premises or through non transferable paid vouchers ï amount in excess of 

Rs.50 per meal shall be taxable. 

iii.  Meals in a remote area or offshore installation. 

f) Benefit: Gift  

Value of benefit: Amount of such gift shall be taxable. 

Exception: Tax free, if aggregate value of gifts during previous year does not exceed Rs.5,000. 

g) Benefit: Credit Card 

Value of Benefit: Expenses including membership fees and annual fees incurred by the employee 

or any member of his household on card provided by the employer or reimbursed by such employer 

Exception: Nothing shall be taxable if expenses are incurred wholly and exclusively for official 

purposes provided 

h) Benefit: Club facility 

Value of benefit: Expenses (including the amount of annual or periodical fee) incurred by 

employee or any member of his household in club and paid or reimbursed by employer. 

Exception: Following are not taxable 

i. Initial fee paid, if employer has obtained corporate membership of the club 

ii.  If expenditure is incurred wholly and exclusively for business purposes provided 

iii.  Use of health club, sports and similar facilities provided uniformly to all employees by the 

employer. 

PERQUISITES - TAXABLE IN THE HANDS OF SPECIFIED EMPLOYEES  

1. Benefit: Sweeper, gardener, watchman or personal attendant 

Value of benefit: Actual cost to the employer 

2. Benefit: Gas, electricity or water 

Value of benefit: If it is from employerôs own sources then manufacturing cost per unit. In 

other case - amount paid to outside agency. 

3. Benefit: Children education 

Value of benefit: As follows 
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a) Education facility is owned and maintained by the employer 

Value: fees charged by a similar school in a similar locality 

b) Free education is provided in any other educational institution by reason of employee being in 

employment of that employer 

Value: fees charged by a similar school in a similar locality 

Exempt if value does not exceed Rs.1,000 per month per child in a & b above 

c) In any other case 

Value: Actual expenditure incurred by the employer 

Some tax free perquisites: 
Rent-free official house and conveyance facilities provided to a judge of Supreme Court/ High Court 

are not a taxable perquisite. 

Rent free furnished residence provided to an officer of the parliament, a union minister or leader of 

opposition in parliament, is not a taxable perquisite. 

Allowance or perquisites paid or allowed outside India by Govt. to a citizen of India for rendering 

services outside India are exempt from income tax. [Sec. 10(7)] 

Tax paid by the employee on non-monetary perquisite of the employee shall be exempt in the 

hands of employee 

4. Benefit: Personal journey for employees of transport undertaking 

Value of benefit: Amount at which such services are offered to general public. 

Exception: Employees of airlines & railways 

5. Benefit: Car facility 

Value of benefit: As follows 

 

 CASES TAXABLE  VALUE  

1 Where the motor car is owned or hired by the employer 

(a) Used exclusively for official 

duties 

No value (Specified documents are maintained by the employer) 

(b) Used exclusively for the 

private or personal purposes 

of the employee or any 

member of his household 

Expenditure incurred by the employer on the running and 

maintenance of motor car + remuneration of chauffeur + normal 

wear and tear of the motor car (10% of actual cost) less any amount 

charged form the employee for such use. 

(c) Used partly in the 

performance of duties and 

partly for private or personal 

purposes of his own or any 

member of his household 

Expenses on maintenance and running are met or 

reimbursed by the employer: 

Car upto 1.6 litres: Rs.1,800 pm (plus Rs.900 pm, if chauffeur is 

also provided) 

Car above 1.6 litres: Rs.2,400 pm (plus Rs.900 pm, if chauffeur 

is also provided) 

Expenses on running and maintenance for personal use are 

fully  met by the assessee: 

Car upto 1.6 litres: Rs.600 pm (plus Rs.900 pm, if  chauffeur is 

also provided) 

Car above 1.6 litres: Rs.900 pm (plus Rs.900 pm, if chauffeur is 

also provided) 

2 Where the employee owns a motor car but the actual running and maintenance charges 

(including remuneration of the chauffeur) are met or reimbursed to him by the employer 

(a) Such reimbursement is for 

the use of the vehicle wholly 

& exclusively for official 

purpose 

No value (Specified documents are maintained by the employer) 

(b) such reimbursement is for 

the use of the vehicle partly 

Car upto 1.6 litres: actual amount of expenditure incurred by the 

employer as reduced by Rs.1,800 pm (plus Rs.900 pm, if  
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for official purposes and chauffeur is also provided) 

 partly for personal or private 

purposes of the employee

 or any member of his 

household 

Car above 1.6 litres: actual amount of expenditure incurred by 

the employer as reduced by Rs.2,400 pm (plus Rs.900 pm, if  

chauffeur is also provided) 

3 Where the employee owns any other automotive conveyance but the actual running 

and maintenance charges are met or reimbursed to him by the employer 

(a) such reimbursement is for 

the use of the vehicle wholly 

and exclusively for official 

purposes 

No value (Specified documents are maintained by the employer) 

(b) Such reimbursement is for 

the use of vehicle partly for 

official purposes and partly 

for personal or private 

purposes of the employee 

Actual amount of expenditure incurred by the employer as 

reduced by the amount of Rs. 900 pm 

4 Where two or more cars are owned or hired by the employer and the employee or any 

member of his household are allowed the use of such motor cars 

(a) Car wholly and exclusively 

in the performance of his 

duties 

No value (Specified documents are maintained by the employer) 

(b) Other cars in fleet Any one as partly official & partly personal use Other cars as 

wholly for personal purpose 

Notes: 

If employer or employee claims that the motor-car is used wholly and exclusively in the 

performance of official duty or that the actual expenses on the running and maintenance of the 

motor-car owned by the employee for official purposes is more than the amounts deductible in Sl. 

No. 2(b) or 3(b) above, he may claim a higher amount attributable to such official use provided 

that the following conditions are fulfilled:  

a) Employer has maintained complete details of journey undertaken for official purpose which 

may include date of journey, destination, mileage and the amount of expenditure incurred 

thereon; 

b) Employer gives a certificate to the effect that the expenditure was incurred wholly and 

exclusively for the performance of official duties. 

Nothing shall be taxable if  facility  of car provided for commuting between residence &  palace 

of work. 

TAX FREE PERQUISITES 

Part I:  Leave Travel Concession [Sec. 10(5) & Rule 2B] 

Exemption: Any concession received by employee for himself or his family for traveling to any 

place in India is exempt, to the extent amount spent, subject to the following conditions: 

(i) Exemption can be claimed for two journeys in a block of 4 years i.e. 2014-2017 and so on 

(ii)  Out of two journeys, exemption for one journey can be claimed in the calendar in the calendar 

year succeeding the end of the block. 

(iii)  Exemption is available only for two children. 

(iv) Amount of exemption, If journey is performed 

a) by air then air economy fair of the Nation Carrier by the shortest route 

b) by any mode other than air, where 

¶ destination is connected by rail then first AC rail fare by the shortest route 

¶ destination is not connected by rail then 
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¶ 1st class or deluxe class fare, if recognised public transport system exist 

¶ first AC rail fare, if it does not exist. 

Part II:  Medical facilities [proviso to section 17(2)] 

Exemption: If provided in India, following amount shall not be taken as taxable perquisite 

1. Health insurance premium reimbursed for insurance on the health of employee or any member 

of his family is fully exempt without limit. 

2. Expenditure incurred or reimbursed on any medical treatment provided to an employee or any 

member of his family is fully exempt without limit.  Treatment in any hospital, dispensary etc. 

i. Maintained by the employer. 

ii.  Maintained by the Govt. 

iii.  Maintained by any local authority or 

iv. Approved by govt. for its employees or 

v. Approved for specified disease. 

3. Reimbursement by the employer of any amount actually spent by the employee for obtained 

his family memberôs treatment in any hospital, nursing home or clinic, exempt upto maximum 

of Rs.15,000. 

Exemption: If provided outside India: 

1. Such medical expenses shall be tax free to the extent permitted by RBI 

2. Expenses on stay abroad of the employee or any member of his family for medical treatment 

with one attendant who accompanies the patient in connection with such treatment, to the 

extent permitted by RBI 

3. Travel expenses of patient (employee or his family member) and one attendant who 

accompanies the patient in connection with such treatment, if gross total income (before 

including such travel expenses) does not exceed Rs.2,00,000 

Family for valuation of medical facilities & LTC means: 

(i) Spouse and children of the employee, whether dependent or not 

(ii)  Parents, brother and sister of the employee who are mainly dependent on employee 

DEDUCTIONS [SECTION 16] 

1. Entertainment Allowance: Allowed to Govt. employees only Quantum of Deduction: 

Deduction is least of the followings 

(a) Actual amount received during the year 

(b) 20% of Basic Salary (c) Rs.5,000 

2. Professional Tax: Any amount paid by the employee shall be allowed as deduction in the 

year of payment. 

Note: If professional tax of employee is paid by employer then first it shall be included in the 

gross salary of all employees and then deduction shall be allowed u/s 16. 

FOREGOING / SURRENDER OF SALARY  

Foregoing of salary ï Waiver by an employee of his salary is foregoing of salary. Once salary 

accrues, subsequent waiver does not absolve him from liability to income-tax. 

Surrender of salary ï If any employee surrenders his salary to the Central Government under the 

Voluntary Surrender of Salaries (Exemption from Taxation) Act, 1961, the surrendered salary 

would not be included in computing his taxable income, whether he is a private sector/public sector 

or Government employee. 
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Lesson 4 

INCOME FROM HOUSE PROPERTY  

BASIS OF CHARGE [SECTION 22] 
Annual value of a House Property is taxable under this head if the following conditions are 

satisfied: 

(i) Property should consist of building or land appurtenant thereto. 

(ii)  Property should not be occupied for business or profession carried on by assessee. 

(iii)  Assessee should be the owner of property. (Also see section 27 for deemed owner) 

1. Even if letting out is the business of the assessee, still rental income of building is taxable 

under head house property only. 

2. However in following cases rental income of building is not taxable under this head: 

(a) If the building is let out to carry rental income of building more efficiently and it is incidental 

to the main business. 

(b) In case of composite rent, if it is inseparable. 

CONCEPT OF ANNUAL VALUE  

Annual value is the inherent capacity of a property to earn income. It is the only income that is 

charged to tax on a notional basis. The annual value is the amount for which the property might 

reasonably be expected to let out from year to year. 

To understand the concept of annual value one should be familiar with the following terms: 

¶ Municipal  Value (MV)  ï Value determined by municipal authorities to levy municipal tax on 

house property. 

¶ Fair Rent of Property (FRV) ï Rent that a similar property can fetch in the same or similar 

locality, if it is let out for a year. 

¶ Standard Rent (SR) ï Rent fixed under Rent Control Act. 

¶ Actual Rent (AR) ï Actual rent received or receivable for the house. However, it should not 

include charges for other facilities paid along with rent. 

Gross Annual Value ***  

Less: Municipal Taxes paid by owner ***  

Annual Value (Net Annual value) ***  

The calculation of Gross annual value depends on the category of property for which income is 

being calculated. Normally, it is result the Expected Rent (ER) compared with the actual rent of 

house. So, before moving further one should know how to determine expected rent (ER) of a 

house. 

Expected Rent is the higher of municipal value and fair rental value of the house. However it 

cannot exceed standard rent. Mathematically, 

ER = [(MV  or FRV) higher or SR] lower 
Note: if  SR is not given then, ER = (MV or FRV) higher  

COMPUTATION  OF INCOME  UNDER THE HEAD HOUSE PROPERTY  
Gross Annual Value ***  

Less: Municipal Taxes paid by owner ***  

Annual Value (Net Annual value) ***   

Less: Deduction u/s 24 

(i) Standard Deduction ***  

(ii)  Interest on borrowed capital ***  

(iii)  Income from House property ***  

DEDUCTIONS [SECTION 24] 

 Let Out Property Self Occupied 

Standard deduction 30% of NAV. 

However, if NAV is nil or 

No Deduction shall be allowed. 
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negative then no 

deduction shall be 

allowed. 

Interest on 

Borrowed Capital 

taken for:  

¶ Construction or 

purchase 

¶ Repair or renewal 

etc. 

Actual amount of interest 

(paid or payable) 

Actual amount of interest 

(paid or payable) 

Rs. 30,000 

[Rs.2,00,000, if loan was taken on or after 

1.4.99 & construction of house was completed / 

house is purchased within 3 years 5 years from 

the end of financial year in which loan was taken.] 

Rs. 30,000 

 

DETERMINATION OF GAV FOR LETOUT HOUSE  

Section 23(1) The annual value of any let out property  shall be deemed to be: 

a) the sum for which the property might reasonably be expected to let from year to year; or 

b) where the property or any part of the property is let and the actual rent received or receivable 

by the owner in respect thereof is in excess of the sum referred to in clause (a), the amount 

so received or receivable; or 

c) where the property or any part of the property is let and was vacant during the whole or any part 

of the previous year and owing to such vacancy the actual rent received or receivable by the 

owner in respect thereof is less than the sum referred to in clause (a), the amount so received 

or receivable. 

DETERMINATION  OF GAV/NAV FOR SELF OCCUPIED HOUSE 

¶ Net Annual Value of Self Occupied House is NIL 

¶ If assessee has occupied more than one house for his residential purpose, then one house 

shall be considered as self occupied & all other house(s) shall deemed to be let out 

Self-Occupied: NAV = NIL Deemed Let Out: GAV = ER 

¶ Property, which could not be occupied due to employment NAV = NIL 

PROPERTY HELD  AS STOCK IN TRAD E 

Where the property consisting of any building or land appurtenant thereto is held as stock-in- trade 

and the property or any part of the property is not let during the whole or any part of the previous 

year, the annual value of such property or part of the property, 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, shall be taken to be nil. 

Inserted by Finance Act, 2017  
TREATME NT OF UNREALISED  RENT  
Actual rent shall not include the rent which was payable but not paid by the tenant and so 

proved to be lost and irrecoverable if  

(i) Tenancy is bonafide. 

(ii)  Defaulting tenant has vacated property or steps have been taken to compel him to vacate 

the property and 

(iii)  The defaulting tenant is not in occupied of any other property of the assessee and 

(iv) The assessee has taken all reasonable steps to institute legal proceedings for the recovery 

of the unpaid rent or satisfies the assessing officer that legal proceedings would be useless. 

COMPUTATION  OF PRE CONSTRUCTION PERIOD INTEREST 

¶ Interest for the period prior to the previous year in which the property has been acquired 

or construction is completed shall be aggregated. 

¶ It is deductible in 5 equal installments. 

¶ Deduction is allowed from the year in which property is property is acquired, or 

construction is completed. 
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Notes on interest on borrowed capital: 
1. No deduction is allowed for any brokerage or commission for arranging loan. 

2. Interest on fresh loan taken to repay the original loan is allowed as deduction 

3. Interest on unpaid interest is not deductible. 

4. Section 25: Interest on borrowed capital, payable outside India shall be allowed deduction 

if:  

(i) Tax on the same has been paid and deducted at source or 

(ii)  In respect of such income any person in India may be treated as agent 

COMPOSITE RENT 

Sometimes owner charges rent from the tenant not only on account of rent of house property but 

also on account of services for various facilities such as lift,  gas, water, electricity, watchman etc. 

provided with the house. Such rent is known composite rent. In such a case composite rent 

should be split up. Part attributable to house property should be charged under the head house 

property & other part should be taxable under the head other sources. 

Example: Ram is the owner of a house property in Delhi. It has been let out for Rs. 1,80,000. 

Municipal tax payable by the owner amount to Rs. 20,000 but the tenant has agreed to pay them 

direct to municipality. Mr. Ram, However, bears the following expenses in connection with the 

house during the p/y. Water charges Rs. 1,000; lift  maintenance Rs. 2,000; salary of gardner Rs. 

2,400; lighting of stairs Rs. 2,000. Compute the income from house property. 

Answer: Rs.1,72,600 

SPECIAL PROVISION FOR ARREARS OF RENT AND UNREALISED  

  RENT RECEIVED SUBSEQUENTLY [SECTION 25A]   

(i) The amount of arrears of rent received from a tenant or the unrealised rent realised 

subsequently from a tenant, as the case may be, by an assessee shall be deemed to be the 

income from house property in respect of the financial year in which such rent is received or 

realised, and shall be included in the total income of the assessee under the head "Income 

from house property". 

(ii)  Whether the assessee is the owner of the property or not in that financial year. 

(iii)  A sum equal to thirty per cent of such arrears of rent or the unrealised rent shall be allowed as 

deduction. 

CO-OWNERSHIP [SECTION 26] 

If property is co- owned by two or more persons and the share of co- owner are definite, Then the 

share of each such person shall be included in his income. 

Explanation: If the property is self occupied by co-owner, 

¶ Then annual value of such property for co-owner shall be taken to be nil and 

¶ Each of the co-owner shall be entitled to the deduction of Rs.30,000 / 2,00,000. 

INCOME  FROM THE HOUSE PROPERTY IS NOT CHARGED TO TAX  

(i) Farm House: A building that is in the immediate vicinity of agricultural land is used as a 

dwelling unit or as a storehouse or other out building. 

(ii)  Property held for charitable purposes (section 11). 

(iii)  Property used for own business or profession. 

(iv) Self occupied house: Annual value of one self-occupied house is always nil. 

(v) Property of registered trade union or local authority. 

(vi) Place of ex-ruler: The annual value of any one palace in the occupation of ex-ruler shall 

be exempted from tax. 

DEEMED OWNER [SECTION 27] 

(1) In the case of transfer to 

(a) Spouse or 

(b) Minor child (not being a minor married daughter) 

(c) Without adequate consideration Transferor shall be deemed as owner. 
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(2) Holder of impartable estate is deemed as owner. 

(3) In the case of allotment or lease under a house building scheme of society, company or other 

association, the person to whom building has been allotted shall be deemed as owner. 

(4) The person who acquired house without registration in part performance of a contract u/s 53A 

transfer of property Act, 1882 is deemed as owner. 

(5) A person who acquires any rights (excluding any rights by way of a lease from month to 

month or for a period not exceeding one year) in or with respect to any building or part 

thereof. 
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Lesson 5 

Income From Business 

The provisions relating to income chargeable under the head profit & gains from business or 

profession can be classified into four categories: 

A. General provisions u/s 28(i) 

Profits and Gains of any business or profession 

B. Special provisions u/s 28(ii)  to (vii) 

1. Income derived by a trade, professional or similar association from specific services 

performed for its members. 

2. Export incentives: 

a) Profits on sale of a import license granted on account of export, 

b) Cash assistance against exports, 

c) Duty drawback, 

d) Any profit on the transfer of the Duty Entitlement Pass Book Scheme, 

e) Any profit on the transfer of the Duty Free Replenishment Certificate. 

3. Value of any benefit or perquisite arising from business or profession. 

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

such firm. 

5. Any sum received or receivable under an agreement for: 

a. Not carrying out any activity in relation to any business or 

b. Not sharing any know-how, patent, copyright, trade-mark, license, franchise or any other 

business or commercial right of similar nature or information or technique likely to assist in the 

manufacture or processing of goods or provision for services. 

6. Any sum received under a Keyman insurance policy including bonus. 

7. Any sum, whether received or receivable, in cash or kind, on account of any capital asset 

(other than land or goodwill or financial instrument) being demolished, destroyed, discarded or 

transferred, if the whole of the expenditure on such capital asset has been allowed as a deduction 

under section 35AD. 

C. Business receipts chargeable under other heads 

¶ Rent from house property ï Income under the head óHouse Propertyô. 

¶ Dividend income ï Income under the head óIncome from Other Sourcesô. 

¶ Winning from lottery, races etc. - Income under the head óIncome from Other Sourcesô. 

COMPUTATION  OF PGBP [SECTION 29] 

The income under the head Profits and Gains of Business or Profession shall be computed in 

accordance with the provisions contained in sections 30 to 43D. 

EXPENSES FOR BUILDINGS  [SECTION 30] 

In respect of rent, taxes, repairs and insurance for premises, used for the purposes of the business or 

profession, deductions shall be allowed. 

Here 

The amount paid on account of the cost of repairs and the amount paid on account of current 

repairs shall not include any expenditure in the nature of capital expenditure. 

EXPENSES ON MACHINERY,  PLANT  & FURNITURE [SECTION 31] 

In respect of repairs and insurance of machinery, plant or furniture used for the purposes of the 

business or profession, deductions shall be allowed. 

Here 
The amount paid on account of current repairs shall not include any expenditure in the nature of 

capital expenditure. 

DEPRECIATION  [SECTION 32] 
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In respect of 

(i) tangible assets, being buildings, machinery, plant or furniture & 

(ii)  intangible assets, being know-how, patents, copyrights, trademarks, licences, franchises or 

any other business or commercial rights of similar nature (acquired on or after the 1st day of April,  

1998) 

owned, wholly or partly, by the assessee and used for the purposes of the business or profession, 

depreciation shall be allowed on written down value of block of asset [Section 32(1)(ii)]. 

"Block of assets" means a group of assets falling within a class of assets comprising 

a) tangible assets, being buildings, machinery, plant or furniture, 

b) intangible assets, being know-how, patents, copyrights, trade-marks, licences, franchises or 

any other business or commercial rights of similar nature, in respect of which the same 

percentage of depreciation is prescribed. 

Rate of Depreciation 

1. Buildings: 

a) Residential: 5% 

b) Purely temporary Structure: 100% (now 40%) 

c) General: 10% 

2. Furniture  &  Fittings (including electrical fittings) : 10% 

3. Plant &  Machinery 
a) Plant & Machinery (General): 15% 

b) Renewable Energy Devices: 80% (now 40%) 

c) Motor Cars (other than those used in a business of running them on hire): 15% 

d) Motor Buses, Motor Lorries, Motor Vans and Motor Taxis used in a business of 

running them on hire: 30% 

e) Books (owned by assessees carrying on a profession) 

¶ Books, being annual publications: 100% (now 40%) 

¶ Other books: 60% (now 40%) 

f) Books (owned by assessees carrying on business in running lending libraries): 100% (now 

40%) 

g) Aeroplanes: 40% 

h) Air  Pollution Control Equipments, Water Pollution Control Equipments & Solidwaste Control 

Equipments: 100% (now 40%) 

i) Computers including Computer Software: 60% (now 40%) 

j)  Ships & Vessels: 20% 

4. INTANGIBLE  ASSET 
Know-how, patents, copy-rights, trade marks, licences, franchises or any other business or 

commercial rights of similar nature: 25% 

Here 

Plant includes ships, vehicles, books, scientific apparatus and surgical equipment used for the 

purposes of the business or profession but does not include tea bushes or livestock or buildings or 

furniture and fittings [Section 43(3)]. 

Computation of WDV [Section 43(6)] 

W.D.V. of the block at the beginning of Previous Year(opening WDV) 

Add: Actual Cost of the assets falling within this block acquired during the Previous Year 

Less: Moneys payable in respect of assets falling in this block which are sold, discarded, 

demolished or destroyed during the Previous Year and the amount of scrap value  

W.D.V. of block at the end of Previous Year (closing WDV) 

Remember 
i. It is mandatory for the assessee to claim depreciation. Depreciation shall be allowed to the 

assessee whether or not the assessee has claimed deduction in respect of depreciation in computing 
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his total income [Explanation 5 of Section 32(1)]. 

ii.  Where any asset falling within a block of assets is acquired by the assessee during the 

previous year and is put to use for the purposes of business or profession for a period of less than 

180 days in that previous year, then the deduction of depreciation in respect of such asset shall be 

restricted to 50% of the depreciation allowable. This is applicable for depreciation under sections 

32(1)(i), 32(l)(ii) and 32(1)(iia) [Proviso to section 32(1)]. 

iii.  Depreciation on asset partially owned by the assessee shall be allowed to him to the extent of 

his share in asset. 

iv. The aggregate deduction, in respect of depreciation of buildings, machinery, plant or 

furniture, being tangible assets or know-how, patents, copyrights, trademarks, licences, franchises 

or any other business or commercial rights of similar nature, being intangible assets allowable to 

the predecessor and the successor in the case of succession referred to in clause (xiii), clause (xiiib) 

and clause (xiv) of section 47 or section 170 or to the amalgamating company and the 

amalgamated company in the case of amalgamation, or to the demerged company and the resulting 

company in the case of demerger, as the case may be, shall not exceed in any previous year the 

deduction calculated at the prescribed rates as if  the succession or the amalgamation or the 

demerger, as the case may be, had not taken place 

and 
such deduction shall be apportioned between the predecessor and the successor, or the 

amalgamating company and the amalgamated company, or the demerged company and the 

resulting company, as the case may be, in the ratio of the number of days for which the assets 

were used by them. 

v. Buildings include roads, bridges, culverts, wells and tubewells. 

ADDITIONAL  DEPRECIATION  [SECTION 32(1)(iia)] 

In the case of any new machinery or plant (other than ships and aircraft), which has been 

acquired and installed by an assessee engaged in the business of: 

¶ manufacture or production of any article or thing or 

¶ in the business of generation or generation and distribution in the business of 

generation, transmission or distribution of power 

a furth er sum equal to twenty per cent of the actual cost of such machinery or plant shall be 

allowed as deduction under clause (ii ) (amended by Finance Act, 2016) 

However, 

Where an assessee, sets up an undertaking or enterprise for manufacture or production of any 

article or thing, on or after the 1st day of April,  2015 in any notified backward area in the State of 

¶ Andhra Pradesh or 

¶ Bihar or 

¶ Telangana or 

¶ West Bengal 

and 
acquires and installs any new machinery or plant (other than ships and aircraft) for the purposes of 

the said undertaking or enterprise during the period beginning on the 1st day of April,  2015 and 

ending before the 1st day of April,  2020 in the said backward area 

then 

the rate of additional depreciation shall be 35%. [inserted by Finance Act, 2015] 

Donôt forget 

Where an asset is acquired by the assessee during the previous year and is put to use for the 

purposes of business for a period of less than 180 days in that previous year 

Then 
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the deduction for the 50% of additional depreciation is allowed in previous year & balance 50% shall 

be allowed in the immediately succeeding previous year in respect of such asset. [inserted by 

Finance Act, 2015] 

But 
No additional depreciation shall be allowed in respect of: 

A. any machinery or plant which, before its installation by the assessee, was used either 

within or outside India by any other person; or 

B. any machinery or plant installed in any office premises or any residential accommodation, 

including accommodation in the nature of a guest-house; or 

C. any office appliances or road transport vehicles; or 

D. any machinery or plant, the whole of the actual cost of which is allowed as a deduction 

(whether by way of depreciation or otherwise) in computing the income chargeable under the 

head "Profits and gains of business or profession" of any one previous year. 

UNABSORBED DEPRECIATION  [SECTION 32(2)] 

1. The current year depreciation shall be set off 

(i) Against the profits of any business carried on during the year. 

(ii)  The balance, if  any, against income under any other head. 

2. The unabsorbed depreciation can be carried forward for any number of assessment years 

and set off against income under any other head. 

Here 

Even if business is discontinued unabsorbed depreciation can be set off or carry forward & set 

off. 

CAPITAL GAIN  FOR DEPRECIABLE ASSETS [SECTION 50] 

(i) Where sale consideration on transfer of one or more capital asset in the block exceeds the 

aggregate value of the followings 

(a) Expenditure incurred wholly & exclusively in connection with transfer 

(b) WDV of block of assets at the beginning of the p/y 

(c) Actual cost of any assets falling within the block of assets acquired during the p/y then, 

such excess shall be deemed to be short term capital gain. 

(ii)  Where entire block is transferred, then following shall be STCG 

Sale consideration *****  

Less: value of the block at the beginning of p/y *****   

Less: actual cost of any assets falling within the block acquired during the p/y *****   

Less: expenditure on transfer *****  

Short Term Capital Gain *****  

ADDITIONAL DEDUCTION [SECTION 32AC]  

Incentive for acquisition and installation of new plant or machinery by manufacturing 

company [Section 32AC(1A)] 

Where an assessee, being a company, engaged in the business of manufacture or production of any 

article or thing, acquires and installs new assets and the amount of actual cost of such new assets 

acquired and installed during any previous year exceeds twenty-five crore rupees acquired during 

any previous year exceeds twenty-five crore rupees and such assets are installed on or before 

the 31st day of March, 2017, then, there shall be allowed a deduction of a sum equal to fifteen per 

cent. of the actual cost of such new assets for the assessment year relevant to that previous year. 

(Amended by Finance Act, 2016) 

Provided that where the installation of the new assets are in a year other than the year of 

acquisition, the deduction under this sub-section shall be allowed in the year in which the new 
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assets are installed. (Inserted by Finance Act, 2016) 

Note: No deduction shall be allowed for any assessment year commencing on or after the 1st day 

of April,  2018 [Section 32AC(1B)]. 

Consequences if the new asset acquired and installed is transferred [Section 32AC(2)] 
If any new asset acquired and installed by the assessee is sold or otherwise transferred except in 

connection with the amalgamation or demerger, within a period of 5 years from the date of its 

installation, the consequence of the same shall be as under: 

i. The amount of deduction allowed under section 32AC(1A) in respect of such new asset shall 

be deemed to be income chargeable under the head profit and gains of business and profession 

of the previous year in which new asset is sold or otherwise transferred. 

ii.  In addition to the above, if any capital gain arises under section 50 on account of transfer of such 

new asset that too shall become taxable in that previous year. 

Consequences if  amalgamated company or resulting company transfers such assets [Section 

32AC(3)] 

If after amalgamation or demerger, the amalgamated company or the resulting company, as the case 

may be, sells or transfers any such asset within 5 years from the date of its installation by the 

amalgamating company or the demerged company, then the amalgamated company or resulting 

company shall be taxed in the same manner as it would have been taxed in the hands of the 

amalgamating or demerged company, as the case may be. 

Meaning of new asset [Section 32AC(4)] 

New asset means any new plant or machinery (other than ship or aircraft) but does not include: 

i. any plant or machinery which before its installation by the assessee was used either within 

or outside India by any other person; 

ii.  any plant or machinery installed in any office premises or any residential accommodation, 

including accommodation in the nature of a guest house; 

iii.  any office appliances including computers or computer software; 

iv. any vehicle; 

v. 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 any previous year. 

INVESTMENT  IN NEW PLANT OR MACHINERY IN NOTIFIED  

 BACKWARD AREAS IN CERTAIN STATES [SECTION 32AD]   

Incentive for acquisition and installation of new plant or machinery by manufacturing 

company [Section 32AD(1)] 

[inserted by Finance Act, 2015] 
Where an assessee, sets up an undertaking or enterprise for manufacture or production of any 

article or thing, on or after the 1st day of April,  2015 in any notified backward area 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 during the 

period beginning on the 1st day of April,  2015 and ending before the 1st day of April,  2020 in the 

said backward area, 

then 
there shall be allowed a deduction of a sum equal to 15% of the actual cost of such new asset for 

the assessment year relevant to the previous year in which such new asset is installed. 

Consequences if the new asset acquired and installed is transferred [Section 32AD(2)] 
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If any new asset acquired and installed by the assessee is sold or otherwise transferred, except in 

connection with the amalgamation or demerger or re-organisation of business referred to in clause 

(xiii)  or clause (xiiib)  or clause (xiv) of section 47, within a period of 5 years from the date of its 

installation, the consequence of the same shall be as under: 

i. The amount of deduction allowed under section 32AD(1) in respect of such new asset shall 

be deemed to be income chargeable under the head profit and gains of business and 

profession of the previous year in which new asset is sold or otherwise transferred. 

ii.  In addition to the above, if any capital gain arises under section 50 on account of transfer of 

such new asset that too shall become taxable in that previous year. 

Consequences if  amalgamated company etc transfers such assets [Section 32AD(3)] 
Where the new asset is sold or otherwise transferred in connection with the amalgamation or 

demerger or re-organisation of business within a period of five years from the date of its 

installation, the provisions of sub-section (2) shall apply to the amalgamated company or the 

resulting company or the successor, as they would have applied to the amalgamating company or 

the demerged company or the predecessor. 

Meaning of new asset [Section 32AD(4)] 
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 (whether 

by way of depreciation or otherwise) in computing the income chargeable under the head 

"Profits and gains of business or profession" of any previous year. 

DEVELOPMENT  ACCOUNT [SECTION 33AB] 

Applicability:  

Assessee is engaged in the business of growing and manufacturing tea or coffee or rubber in India. 

Conditions: 
1. He has deposited any amount with National Bank for Agriculture and Rural Development 

(NABARD) or in deposit account as specified & approved by Board(s) 

a. Within six month from the end of the previous year or 

b. On or before due date of furnishing return of income, whichever is earlier. 

2. He gets his accounts Audited by Chartered Accountant. 

Quantum of Deduction: 
(a) Amount deposited, or 

(b) 40% of the profits of such business computed under the head PGPB whichever is less. 

Utilisation  of Amount deposited: 
Amount deposited with NABARD or in Deposited Account shall be utilised for business of the 

assessee in accordance with the specified scheme. 

However: it cannot be utilized for following purposes: 

(a) any machinery or plant to be installed in any office premises or residential accommodation, 

including any accommodation in the nature of a guest house; 

(b) any office appliances (not being computers) 

(c) any machinery or plant, the whole of the actual cost of which is allowed as a deduction under 

the head PGBP in any one previous year; 

(d) Any new machinery or plant to be installed in an industrial undertaking for purposes of 
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business of construction, manufacture or production of any articles or thing specified in the 

list in the Eleventh Schedule. 

Withdrawal  of deposit: 
(a) For the purposes specified in scheme or 

(b) In the following circumstances: 

1. Closure of business: deemed to the Profit of previous year in which amount is withdrawn. 

2. Dissolution of a firm: deemed to the Profit of previous year in which amount is 

withdrawn. 

3. Death of an assessee: Shall not be Taxable 

4. Liquidation of a company: Shall not be Taxable 

Withdrawal  of deduction: 

1. Amount withdrawal but not utilized in same previous year ï income of previous year in which 

amount was withdrawn. 

2. Where asset acquired under scheme is sold within 8 years from end of previous year in which 

it was acquired ï income of previous year in which asset is sold. 

Exception to the restriction of 8 years: 

1. Where asset is sold to Govt. local Authority are statutory corporation or a government 

company. 

2. Where asset is sold to company because of succession of a firm by company, if : 

a. All  the asset and all the liabilities of firm becomes the assets and liabilities of the company. 

b. All  the shareholders of the company were partners of firm before such succession. 

SITE RESTORATION  FUND [SECTION 33ABA] 

Applicability  

Allowed to assessee engaged in the business of prospecting or extraction or production of petroleum 

or natural gases in India and in relation to which the Central Government has entered into an 

agreement for such business. 

Condition:  
The assessee has deposited before the end of previous year, an amount 

a. With SBI in a special account as per the scheme of ministry of petroleum and natural gas, or 

b. In Site restoration account opened as per the scheme of the ministry. 

Quantum of Deduction: 
(i) Amount deposited, or 

(ii)  20% of PGBP before 33ABA, whichever is lower. 

EXPENDITURE ON SCIENTIFIC  RESEARCH [SECTION 35] 

In  House Expenses [Research Must be Related to Business] 

A:  Revenue Expenses 

100% deduction is allowed for all revenue expenditure incurred on scientific research during 

previous year [Section 35(1)(i)]. 

Pre commencement: Aggregate of all expenditure (being salary to research staff, excluding 

perquisites & material used for research) incurred within last three years immediately preceding the 

commencement of the business shall be deemed to have been incurred in the previous year in which 

the business is commenced. 

B: Capital Expenses 

100% deduction is allowed for all capital expenses (excluding expenses incurred for acquisition of 

land) incurred during previous year [Section 35(1)(iv) &  35(2)]. 

Pre commencement: Aggregate of all expenditure (excluding expenses incurred for acquisition of 

land) incurred within last three years immediately preceding the commencement of the business 

shall be deemed to have been incurred in the previous year in which the business is commenced. 

C: 200% Deduction to Company [Section 35(2AB)] 

¶ Where a company engaged in any business of manufacture or production of any article or 

thing 
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¶ not being an article or thing specified in the list of the Eleventh Schedule 

¶ incurs any expenditure on scientific research (not being expenditure in the nature of cost of 

any land or building) 

¶ on in-house research and development facility as approved by the prescribed authority, 

then 
there shall be allowed a deduction of a sum equal to 200% of the expenditure so incurred. 

Remember 
i. Where the cost of any capital asset has been written off u/s 35, no depreciation will  be 

allowed under section 32 for the same or any other previous year in respect of that asset. 

ii.  Where a house property is used for the purpose of scientific research, the cost of the land shall 

be excluded from the cost of building as expenditure on acquisition of land shall not be allowed 

as deduction. 

iii.  Deduction of capital expenditure shall be allowed to the extent of the profit from that 

business. There cannot be business loss due to such deduction. Therefore, if full  effect 

cannot be given in a previous year on account of deduction of capital expenditure on 

scientific research owing to there being no profits or gains chargeable for that previous year 

or owing to profit being less than the expenditure, 

then 
Such expenditure or part of such expenditure shall be known as unabsorbed capital expenditure 

on scientific research 

and 

It will  be deemed to be an expenditure of the following previous years and so on for the 

succeeding previous year [Section 35(4)]. 

And 

What if  an asset used for scientific research is sold? 

Case 1 

Sold without  having been used for other purposes [Section 41(3)] 

then 

¶ The net sale price of the asset, or the cost of the asset, which was earlier allowed as 

deduction under section 35, whichever is less, shall be treated as business income of the 

previous year in which such asset is sold. 

¶ Any excess of sale price over cost shall be taxable as capital gains. 

Here 

It shall apply even if  the business is not in existence in that previous year. 

Case 2 

Sold after having been used for business 

then 

¶ The actual cost of such asset to be included in the relevant block of asset shall be taken as 

nil as the full  amount has been allowed as deduction under section 35. 

¶ If this asset is later on sold, the money payable shall be deductible from the block in which 

such asset was earlier included. 

Donations [Research May or May Not be Related to Business] 

A:  Donations for Scientific Research 

[Section 35(1)(ii)] 

175% 150% deduction is allowed for any sum paid to a research association which has as its 

object the undertaking of scientific research or to a university, college or other institution to be used 

for scientific research (amended by Finance Act, 2016 w.e.f. AY 2018-19). 

Such association, university, college or other institution: 

a) is for the time being approved, in accordance with the guidelines, in the manner and subject 



CS EXECUIVE                                           CS VARDDAN SUMAN 

  

 
29 

 

to such conditions as may be prescribed; and 

b) such association, university, college or other institution is specified as such, by 

notification in the Official Gazette, by the Central Government. 

Note: Where any sum is paid to such association, university, college or other institution in a 

previous year relevant to the assessment year beginning on or after the 1st day of April,  2021, the 

deduction under this clause shall be equal to the sum so paid (inserted by Finance Act, 2016 

w.e.f. AY 2018-19). But 

200% 150% deduction is allowed for any sum paid to 

a) a National Laboratory or 

b) a University or 

c) an Indian Institute of Technology or 

d) a specified person 

[Section 35(2AA)] 

with 

a specific direction that the said sum shall be used for scientific research undertaken under a 

programme approved in this behalf by the prescribed authority (amended by Finance Act, 2016 

w.e.f. AY 2018-19). 

Once payment is made by assessee to a National Laboratory, University, Indian Institute of 

Technology or a specified person, deduction shall be allowed even if approval is withdrawn by 

prescribed authority subsequently. 

Note: Where any sum is paid to such National Laboratory or university or Indian Institute of 

Technology or specified person in a previous year relevant to the assessment year beginning on or 

after the 1st day of April,  2021, the deduction under this sub-section shall be equal to the sum so 

paid (inserted by Finance Act, 2016 w.e.f. AY 2018-19). 

B: Donation to Company [Section 35(1)(iia) 
125% 100% deduction is allowed for any sum paid to a company to be used by it for scientific 

research (amended by Finance Act, 2016 w.e.f. AY 2018-19). 

Here 
Such company: 

a) is registered in India, 

b) has as its main object the scientific research and development, 

c) is, for the purposes of this clause, for the time being approved by the prescribed authority 

in the prescribed manner, and 

d) fulfils  such other conditions as may be prescribed. 

C: Donation for Social or Statistical Research [Section 35(1)(iii) 

125% 100% deduction is allowed for any sum paid to a research association which has as its 

object the undertaking of research in social science or statistical research or to a university, 

college or other institution to be used for research in social science or statistical research 

(amended by Finance Act, 2016 w.e.f. AY 2018-19). 

Here 

Such association, university, college or other institution: 

a) is for the time being approved, in accordance with the guidelines, in the manner and subject 

to such conditions as may be prescribed; and 

such association, university, college or other institution is specified as such, by notification in the 

Official Gazette, by the Central Government. 

TELECOM  LICENCE FEE [SECTION 35ABB] 

Where 

¶ any capital expenditure is incurred by the assessee 

¶ for acquiring any right to operate telecommunication services 

¶ either before the commencement of the business to operate telecommunication service or 

thereafter any time during any previous year 
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¶ and for which payment has actually been made to obtain a license 

¶ a deduction shall be allowed on pro-rata basis for each of the relevant previous years. 

Here, 

Relevant Previous Year means: 

a) If the fee is paid for acquiring any right to operate telecommunication services before the 

commencement of such business, the deduction shall be allowed for the previous years 

beginning with the previous year in which such business commenced 

b) If the fee is paid for acquiring such rights after the commencement of such business the 

deduction shall be allowed for the previous years beginning with the previous year in which 

the license fee is actually paid 

and the subsequent previous year or years during which the licence, for which fee is paid, shall 

be inforce. 

And, what if  licence is sold? Case 1 

Entire licence is transferred 

¶ If the sale proceeds and the deductions already allowed are less than the cost of acquisition, 

such deficiency shall be allowed as deduction in the year in which the licence is transferred. 

¶ If the sale proceeds and the deductions already allowed exceed the cost of acquisition of the 

licence, then the amount of such excess or the aggregate of the deductions already allowed in 

the past, whichever is less, shall be taxable as business income of the year in which the licence 

is transferred. 

Case 2 

A part of the licence is transferred 

¶ Where a part of the licence is transferred for a sum less then the written down value of the total 

licence, the balance amount not yet written off shall be allowed as deduction in the balance 

number of equal instalments. 

¶ If part of the licence is transferred for a sum exceeding the written down value of the licence, 

the sale proceeds minus the written down value of the full licence shall be the profit from such 

sale. 

SPECTRUM FOR TELECOM SERVICES [SECTION 35ABA]  

Where  

(inserted by Finance Act, 2016) 

i. There will  be capital gain on sale of entire/part of the licence if the sale price of the licence is 

more than the cost of the licence. There shall be no capital gain if the sale price of the licence 

is less than the cost of the licence. And for computing long-term capital gain indexation 

of cost shall be allowed if  such licence is sold after 36 months. 

ii.  No deduction shall be allowed on account of depreciation under section 32(1). 

¶ any capital expenditure is incurred by the assessee 

¶ for acquiring any right to use spectrum for telecommunication services 

¶ either before the commencement of the business to operate telecommunication service or 

thereafter any time during any previous year 

¶ and for which payment has actually been made to obtain a license 

¶ a deduction shall be allowed on pro-rata basis for each of the relevant previous years.  

Remember 

All  the provisions of section 35ABB, shall apply as if for the word "licence", the word 
"spectrum" had been substituted. 

DONATION  FOR ELIGIBLE  PROJECT [SECTION 35AC] 
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Applicability  
Any assessee who paid any sum to 

¶ a public sector company or a local authority or 

¶ an association or institution approved by the National Committee for carrying out any 

eligible project or scheme 

However, a company may also incur expenditure directly on the eligible project or scheme. 

Deduction 
100% of the amount of such expenditure incurred during the `previous year. 

No Deduction 
No deduction under this section shall be allowed in respect of any assessment year commencing on 

or after the 1st day of April,  2018 (inserted by Finance Act, 2016). 

DONATION  FOR RURAL DEVELOPMENT  [SECTION 35 CCA] 

Deduction will  be allowed to the assessee in respect of payment made by assessee to ï 

(a) an association having the object of undertaking of any rural development program 

approved by prescribed authority 

(b) an association engaged in training of person for the implementing rural development 

program. 

(c) Rural development fund set up by the central govt. 

(d) The national urban poverty eradication fund set up and notified by central govt. 

AGRICULTURAL  EXTENSION PROJECT [SECTION 35 CCC] 

Where AN ASSESSEE incurs any expenditure on AGRICULTURAL  EXTENSION 

PROJECT notified by the Board in this behalf in accordance with the guidelines as may be 

prescribed, then, there shall be allowed a deduction of a sum equal to 150% of such expenditure. 

Note: w.e.f. AY 2021-22, deduction shall be 100% (inserted by Finance Act, 2016) 

SKILL DEVELO PMENT PROJECT [SECTION 35CCD] 

Where A COMPANY  incurs any expenditure (not being expenditure in the nature of cost of any 

land or building) on any notified SKILL  DEVELOPMENT  PROJECT, then, there shall be 

allowed a deduction of a sum equal to150% of such expenditure. 

Note: w.e.f. AY 2021-22, deduction shall be 100% (inserted by Finance Act, 2016) 

PRELIMINARY EXPENSES [SECTION 35D]  

1. Type of assessee: The deduction is available to Indian company or non corporate resident 

assessee. 

2. Eligible expenditure: 

(i) Incurred before the commencement of business or 

(ii)  Incurred after the commencement for 

i. Extension of existing undertaking or 

ii.  For setting up new unit. 

Such expenditure may be for (i) feasibility report (ii)  project report (iii)  survey (iv) drafting of 

agreement between the assessee and any other persons (v) expenditure of M/A, A/A, 

registration or issue of share or debentures (vi) other expenditure as may be prescribed. 

3. Qualifying amount: 
(i) For non corporate assessee it can not exceed 5% of cost of project. 

(ii)  For a company it can not exceed 5% of 

(a) Cost of project, or 

(b) Capital employed, whichever is higher. 

4. Quantum of deduction: Deduction is allowed in 5 equal installments. 

5. Amount must be audited by CA. 

AMORTISATION  OF EXPENDITURE  IN CASE OF AMALGAMATION  

OR DEMERGER [SECTION 35DD]  

Deduction is allowed of an amount equal to 1/5th of such expenditure for each of five successive 
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previous years beginning with the previous year in which the amalgamation or demerger takes 

place. 

VOLUNTARY RETIREMENT  SCHEME [SECTION 35DDA] 

Expenditure on payment to employee, during any previous year, on his voluntary retirement, in 

accordance with voluntary retirement scheme shall be allowed deduction in five installments for 

five years starting from the year of payment. 

EXPENDITURE ON PROSPECTING OF MI NERALS [SECTION 35E] 

1. Deduction is available to an Indian Co. and Resident non-corporate assessee engaged in any 

operations relating to prospecting, extraction or production of specified minerals. 

2. the expenditure should be incurred at any time during the year of commercial production or 4 

years preceding the year. 

3. No deduction is allowed for capital expenditure. 

4. Amount of deduction: 

a. One-tenth of expenditure or 

b. Income from such prospecting etc., whichever is less 

DEDUCTION  IN RESPECT OF EXPENDITURE ON SPECIFIED 

BUSINESS [SECTION 35AD] 

Specified Business 

1. Setting-up and operating ócold chainô facilities for specified products; 

2. Setting-up and operating warehousing facilities for storing agricultural produce; 

3. Laying and operating a cross-country natural gas or crude or petroleum oil pipeline network 

for distribution, including storage facilities being an integral part of such network; 

4. Building and operating a hotel of two-star or above category, anywhere in India; 

5. Building and operating a hospital, anywhere in India, with at least 100 beds for patients; 

6. Developing and building a housing project under a scheme for slum redevelopment or 

rehabilitation framed by the central government or a state government, as the case may be, 

and notified by the CBDT in accordance with the prescribed guidelines; 

7. Developing and building a housing project under a notified scheme for affordable housing 

framed by the central government or state government; 

8. Production of fertilizer in India; 

9. Setting up and operating an inland container depot or a container freight station notified 

or approved under the customs act, 1962; 

10. Bee-keeping and production of honey and beeswax; 

11. Setting up and operating a warehousing facility for storage of sugar; 

12. laying and operating a slurry pipeline for the transportation of iron ore; 

13. setting up and operating a semiconductor wafer fabrication manufacturing unit, if such unit 

is notified by the Board in accordance with the prescribed guidelines; 

14. developing or maintaining and operating or developing, maintaining and operating a 

new infrastructure  facility.  

Deduction 
¶ 100% of the capital expenditure would be allowed as deduction. 

¶ No deduction is allowed for expenditure incurred on acquisition of any land, goodwill or 

financial instrument 

¶ No deduction is allowed for any capital expenditure in respect of which the payment or aggregate 

of payments made to a person in a day, otherwise than by an account payee cheque drawn on 

a bank or an account payee bank draft or use of electronic clearing system through a bank 

account, exceeds ten thousand rupees (inserted by Finance Act, 2018) 

¶ Expenditure incurred prior to commencement of operation would be allowed as deduction 
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during the previous year in which the assessee commences operation of his specified business 

provided that such amount should be capitalized in the books of account of the assessee on 

the date of commencement of its operations. 

Weighted ñinvestment-linkedò tax deduction for certain specified businesses 
The following ñspecified businessesò would be eligible for weighted deduction @ 150% of the 

capital expenditure (including capital expenditure incurred before commencement of operations and 

capitalized in the books of account on the date of commencement of operations), if  they commence 

operations on or after 1st April,  2012: 

1. setting up and operating a cold chain facility, 

2. setting up and operating a warehousing facility for storage of agricultural produce, 

3. building and operating, anywhere in India, a hospital with at least 100 beds for 

patients, 

4. developing and building a housing project under a scheme for affordable housing 

framed by the Central Government or a State Government. Such scheme should be notified 

by the CBDT in accordance with the prescribed guidelines, and 

5. production of fertilizer in India. 

Remember 

Any sum, whether received or receivable, in cash or kind, on account of any capital asset (other than 

land or goodwill or financial instrument) being demolished, destroyed, discarded or transferred, if 

the whole of the expenditure on such capital asset has been allowed as a deduction under section 

35AD, shall be fully taxable under PGBP [section 28]. 

Conditions 

1. Any asset in respect of which a deduction is claimed and allowed under this section shall be 

used only for the specified business, for a period of eight years beginning with the previous 

year in which such asset is acquired or constructed [sub section 7A]. 

Consequences 

Where such asset is used for a purpose other than the specified business during such specified 

period (otherwise than by way of a mode referred to in clause (vii) of section 

28) the total amount of deduction so claimed and allowed in one or more previous years, as reduced 

by the amount of depreciation allowable in accordance with the provisions of section 32 (as if no 

deduction under this section was allowed) shall be deemed to be the income of the assessee 

chargeable under the head ñProfits and gains of business or professionò of the previous year in 

which the asset is so used [sub section 7B]. 

2. Where the business is of laying and operating a cross country natural gas or crude or 

petroleum oil pipeline network etc., it should satisfy the following conditions also: 

(i) It is owned by a Indian company or by a group of Indian companies. 

(ii)  It has been approved by the Petroleum and Natural Gas Regulatory Board. 

(iii)  It has made not less than such proportion of its total pipeline capacity as specified by 

regulations, available for use on common carrier basis by any person other than the assessee 

or an associated person. 

3. Where the business is of infrastructure facility,  such business should also satisfy following 

conditions also: 

(i) is owned by a company registered in India or by a consortium of such companies or by an 

authority or a board or corporation or any other body established or constituted under any 

Central or State Act; 

(ii)  such entity has entered into an agreement with the Central Government or a State Government 

or a local authority or any other statutory body for developing or operating and maintaining 

or developing, operating and maintaining, a new infrastructure facility. 
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OTHER DEDUCTIONS [SECTION 36(1)] 

(i) Insurance Premium 

¶ Insurance premium paid against risk of damage or destruction of stock-in-trade; 

¶ Insurance premium paid by milk co-operative society on the life of cattle owned by a member 

of the society. 

¶ Insurance premium paid by any mode other than cash on the health of employees. 

(ii)  Bonus or commission to employees shall be allowed as deduction provided that it is not 

paid in place of profits or dividends. 

(iii)  Interest paid on capital borrowed for business or profession. 

(iv) Amount of discount on a zero coupon bond over the period of life of such bond. 

(v) Employerôs contribution to approved gratuity fund 

(vi) Employer contribution to RPF or any superannuation fund. 

(vii)  Any sum which employer received from employees as contribution to any provident 

fund or employeeôs state insurance or any other welfare fund. 

Conditions: 
¶ Such sum is credited to the employeeôs account in the relevant fund 

¶ Deposit was made on or before due date under relevant fund. 

Note : As per section 2(24)(x) any sum received by the assessee from his employees as contributions 

to any provident fund or superannuation fund or any fund set up under the provisions of the 

Employeesô State Insurance Act or any other fund for the welfare of such employees shall be 

treated as business income. 

(viii)  Animals which have been used for the purposes of the business or profession (other than as 

stock-in-trade) and have died or become permanently useless, the difference between the 

actual cost of the animals and the amount realised in respect of the carcasses or animals. 

(ix) Bad Debts. 

Conditions: 

¶ Such amount must have already been included in income of any previous year or it represents 

money lent in the ordinary course of the business of banking or money- lending. 

¶ It must have been written off as irrecoverable in books of accounts. 

¶ It shall not include provision for bad and doubtful debt made in books of accounts. 

Recovery of bad debts allowed as deduction in any earlier previous year [Section 41(4)] 

¶ where a deduction has been allowed for bad debts and 

¶ such amount subsequently recovered then 

amount so recovered shall be deemed to be profits and gains of business or profession 

¶ of the previous year in which it is recovered 

¶ whether the business or profession in respect of which the deduction has been allowed is in 

existence in that year or not.   

(x) Family planning expenditure for employees by a company 

Conditions: 

¶ Capital expenditure shall be allowed in five equal installments. 

¶ If any family planning expenditure cannot be allowed as deduction because profits are 

insufficient, then it shall be set off and carry forward as if it is unabsorbed depreciation. 

¶ If any asset purchased for family planning is sold after or without using in business then 

provisions of section 35 and 41 regarding scientific research shall be applied. 

(xi) Securities transaction tax 

(xii)  Commodity transaction tax 

GENERAL  DEDUCTION  [SECTION 37] 

Any expenditure 

¶ not being expenditure of the nature described in sections 30 to 36 and 

¶ not being in the nature of capital expenditure or personal expenses of the assessee 

¶ laid out or expended wholly and exclusively for the purposes of the business or 
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profession 

shall be allowed in computing the income chargeable under the head "Profits and gains of 

business or profession". 

Here 

Any expenditure incurred by an assessee for any purpose 

¶ which is an offence or 

¶ which is prohibited by law 

shall not be deemed to have been incurred for the purpose of business or profession and no 

deduction or allowance shall be made in respect of such expenditure. 

Further 

Any expenditure incurred by an assessee on the activities relating to corporate social 

responsibility referred to in section 135 of the Companies Act, 2013 shall not be deemed to 

be an expenditure incurred by the assessee for  the purposes of the business or profession.ò 

[Explanation 2.....w.e.f. AY 2015-16]. 

And also 

No allowance shall be made in respect of expenditure incurred by an assessee on advertisement in 

any souvenir, brochure, tract, pamphlet or the like published by a political party [Section 37(2B)]. 

Remember 
i. Gift, travel facility, hospitality, cash or monetary grant given by the pharmaceutical and allied 

health sector Industries to medical practitioners and their professional associations shall not 

be allowed as deduction as per explanation to section 37(1) as it is in violation of the 

regulation issued by Medical Council of India [Circular  No. 5/2012, dated 1.8.2012]. 

ii.  Explanation to section 37 restricting the allowability of expenditures for infringement of law 

applies to business expenditures and not to business loss. If smuggled goods are confiscated, 

it is a case of business loss & such loss shall be allowable...as decided in the case of Dr. TA. 

Quereshi v CIT by the Supreme Court. 

DEDUCTIONS SPECIFICALLY  DISALLOWED  

Section 40(a)(i) 

Deduction is not allowed for... 

Any 

¶ Interest 

¶ Royalty 

¶ Fees for technical services or 

¶ Other sum chargeable under this Act (other than salary) 

which is payable 

(A) outside India or 

(B) in India to a non-resident, not being a company or to a foreign company 

¶ on which tax is deductible at source under Chapter XVII -B 

¶ and such tax has not been deducted 

¶ or after deduction has not been paid on or before the due date specified in sub- section 

(1) of section 139 

and 

Where in respect of any such sum 

¶ tax has been deducted in any subsequent year or 

¶ has been deducted in the previous year but paid in any subsequent year after the due date 

specified in sub-section (1) of section 139 

then 
Such sum shall be allowed as a deduction in computing the income of the previous year in 

which such tax has been paid. 

Section 40(a)(ia) 
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Deduction is not allowed for... 

¶ 30% of ANY sum payable to a resident 

on which 

¶ tax is deductible at source under Chapter XVII -B 

¶ and such tax has not been deducted 

¶ or after deduction, has not been paid on or before the due date specified in sub- section 

(1) of section 139. 

and 

Where in respect of any such sum 

¶ tax has been deducted in any subsequent year or 

¶ has been deducted in the previous year but paid after the due date specified in sub- section 

(1) of section 139 

then 

30% of such sum shall be allowed as a deduction in computing the income of the previous year in 

which such tax has been paid. 

And also 
where an assessee fails to deduct tax but payee has submitted tax, it shall be deemed that the 

assessee has deducted and paid the tax on such sumé(no disallowance). 

Section 40(a)(ib) [inserted by Finance Act, 2016 w.e.f. 1.6.2016] Deduction is not allowed for... 

Any consideration paid or payable to 

¶ a non-resident 

¶ for a specified service 

¶ on which equalisation levy is deductible under the provisions of Chapter VIII  of the 

Finance Act, 2016 

but 
¶ such levy has not been deducted 

¶ or after deduction, has not been paid on or before the due date specified in sub-section 

(1) of section 139 

and 

where in respect of any such consideration 

¶ the equalisation levy has been deducted in any subsequent year or 

¶ has been deducted during the previous year but paid after the due date specified in sub- 

section (1) of section 139 

then 

such sum shall be allowed as a deduction in computing the income of the previous year in which 

such levy has been paid. 

Section 40(a)(iii) 

Deduction is not allowed for... 

Any payment which is chargeable under the head "Salaries", if it is payable: 

A. outside India; or 

B. to a non-resident, 

and 

If the tax has not been paid thereon nor deducted therefrom under Chapter XVII -B. 

Followings are also disallowed u/s 40(a) 

1. Any tax actually paid by an employer on non monetary perquisites. 

2. Wealth tax 

3. Income tax 

Notes: 

a) Any provision for income tax or wealth tax or any other tax is not allowed as deduction. 

b) Any interest paid under income tax or wealth tax Act is also not allowed deduction. But 

interest paid under any other law is allowed deduction. 
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PAYMENT TO SPECIFIED PERSONS [SECTION 40A(2)] 

If payment of expenditure has been made to specified persons, and AO is of the opinion that such 

expenditure is excessive or unreasonable having regard to the fair market value of the goods, 

services or facilities etc., then expenditure considered by him to be excessive or unreasonable, shall 

be disallowed. Specified person means relative, partner, director or person having substantial 

interest. 

PAYMENTS MADE  OTHERWISE  THAN  BY ACCOUNT PAYEE CHEQUE OR 

ACCOUNT PAYEE BANK DRAFT [SECTION 40A(3)]  

Case 1 

Where the assessee incurs any expenditure in respect of which a payment or aggregate of 

payments made to a person in a day, otherwise than by an account payee cheque drawn on a bank 

or account payee bank draft or use of electronic clearing system through a bank account, 

exceeds Rs.10,000 Rs.20,000, no deduction shall be allowed in respect of such expenditure [Section 

40A(3)]. 

Case 2 
Where an allowance has been made in the assessment for any year in respect of any liability  

incurred by the assessee for any expenditure and subsequently during any previous year the 

assessee makes payment in respect thereof, otherwise than by an account payee cheque drawn on 

a bank or account payee bank draft or use of electronic clearing system through a bank account, 

the payment so made shall be deemed to be the profits and gains of business or profession and 

accordingly chargeable to income-tax as income of the such previous year if the payment or 

aggregate of payments made to a person in a day, exceeds Rs.10,000 Rs.20,000 [Section 

40A(3A)]. 

Here 

In  the case of payment made for plying, hiring or leasing goods carriages limit  is Rs.35,000. 

Remember 
i. As the word expenditure has not been defined, it is a word of wide import. Purchases are also 

covered under expenditure...as decided in the case of Attar Singh Gurmukh Singh by the 

Supreme Court. 

ii.  Where the assessee was doing more than one transaction in a day but if the amount in each 

transaction does not exceed the limit  prescribed in section 40A(3), the rigors of section 

40A(3) will  not apply...as decided in the case of Kothari Sanitation & Tiles (P) Ltd. by 

Madras (HC). 

Cases and circumstances in which a payment or aggregate of payments exceeding twenty 

thousand rupees may be made to a person in a day, otherwise than by an account payee 

cheque drawn on a bank or account payee bank draft  [Rule 6DD] 

No disallowance under sub-section (3) of section 40A shall be made and no payment shall be 

deemed to be the profits and gains of business or profession under sub-section (3A) of section 40A 

where a payment or aggregate of payments made to a person in a day, otherwise than by an account 

payee cheque drawn on a bank or account payee bank draft or use of electronic clearing system 

through a bank account, exceeds Rs.10,000, in the cases and circumstances specified hereunder, 

namely: 

a) where the payment is made to 

(i) the Reserve Bank of India or any banking company as defined in clause (c) of section 5 of 

the Banking Regulation Act, 1949 (10 of 1949); 

(ii)  the State Bank of India or any subsidiary bank as defined in section 2 of the State Bank of 

India (Subsidiary Banks) Act, 1959 (38 of 1959); 

(iii)  any co-operative bank or land mortgage bank; 

(iv) any primary agricultural credit society or any primary credit society as defined under section 
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56 of the Banking Regulation Act, 1949 (10 of 1949); 

(v) the Life Insurance Corporation of India established under section 3 of the Life Insurance 

Corporation Act, 1956 (31 of 1956); 

b) where the payment is made to the Government and, under the rules framed by it, such 

payment is required to be made in legal tender; 

c) where the payment is made by 

(i) any letter of credit arrangements through a bank; 

(ii)  a mail or telegraphic transfer through a bank; 

(iii)  a book adjustment from any account in a bank to any other account in that or any other 

bank; 

(iv) a bill  of exchange made payable only to a bank; 

(v) the use of electronic clearing system through a bank account; 

(vi) a credit card; 

(vii)  a debit card. 

Explanation: For the purposes of this clause and clause (g), the term "bank" means any bank, 

banking company or society referred to in sub-clauses (i) to (iv) of clause (a) and includes any bank 

[not being a banking company as defined in clause (c) of section 5 of the Banking Regulation 

Act, 1949 (10 of 1949)], whether incorporated or not, which is established outside India; 

d) where the 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; 

e) where the payment is made for the purchase of: 

(i) agricultural or forest produce; or 

(ii)  the produce of animal husbandry (including livestock, meat, hides and skins) or dairy or 

poultry farming; or 

(iii)  fish or fish products; or 

(iv) the products of horticulture or apiculture, 

to the cultivator, grower or producer of such articles, produce or products; 

f) where the payment is made for the purchase of the products manufactured or processed 

without the aid of power in a cottage industry, to the producer of such products; 

g) where the payment is made in a village or town, which on the date of such payment is not 

served by any bank, to any person who ordinarily resides, or is carrying on any business, 

profession or vocation, in any such village or town; 

h) where any payment is made to an employee of the assessee or the heir of any such employee, 

on or in connection with the 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; 

i) where the payment is made by an assessee by way of salary to his employee after deducting 

the income-tax from salary in accordance with the provisions of section 192 of the Act, and 

when such employee: 

(i) 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 

(ii)  does not maintain any account in any bank at such place or ship; 

j) where the payment was required to be made on a day on which the banks were closed either 

on account of holiday or strike; 

k) where the payment is made by any person to his agent who is required to make payment 

in cash for goods or services on behalf of such person; 
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l) where the payment is made by an authorised dealer or a money changer against purchase of 

foreign currency or travellers cheques in the normal course of his business. 

PROVISION FOR GRATUITY  [SECTION 40A(7)] 

No deduction shall be allowed in respect of any provision (whether called as such or by any other 

name) made by the assessee for the payment of gratuity to his employees on their retirement 

or on termination of their employment for any reason. 

However, the following shall be allowed as deduction: 

a) Any provision made by the assessee for the purpose of payment of a sum by way of any 

contribution towards an approved gratuity fund, or 

b) Any provision made by the assessee for purpose of payment of any gratuity, that has 

become payable during the previous year. 

DISALLOWANCE  IN RESPECT OF CONTRIBUTIONS  TO NON- 

STATUTORY FUNDS [SECTION 40A(9)] 

No deduction shall be allowed in respect of any sum paid by the assessee towards setting up or 

formation of, or as contribution to any fund trust, company, association of persons, body of 

individuals, society or any institution except where such sum is required to be paid under any law 

in force or where such sum is pa id for an approved gratuity fund recognised provident fund or 

approved superannuation fund or pension scheme referred to in section 80CCD. 

DEDUCTION  IS ALLOWED  ON ACTUAL PAYMENT [SECTION 43B] 

(amended by Finance Act, 2016) 
Under the chapter PGBP, paid means actually paid or incurred according to the method of 

accounting upon the basis of which the profits or gains are computed under the head "Profits and 

gains of business or professionò [Section 43(2)]. 

If  an assessee follows mercantile system of accounting then expenses paid means expenses 

actually incurred weather paid or not and income earned means income actually earned 

weather received or not. However, if  assessee follows cash system of accounting then expenses 

paid means actually paid and income earned means actually received weather related to 

previous year or not. 

But as per section 43B, even if  assessee follows mercantile system of accounting then following 

expenses are allowed as deduction only if  they are actually paid during previous year or paid in 

assessment year on or before due date of filing income tax return. 

(i) Any tax, duty, cess or fee; 

(ii)  Interest on loan from any public financial institution or state financial corporation; 

(iii)  Interest on any 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; 

(iv) Payment of leave encashment to employee; 

(v) Any sum payable to an employee as bonus or commission; 

(vi) Any sum payable by the assessee as employer by way of contribution to any provident 

fund or superannuation fund or gratuity fund or any other staff welfare fund; 

(vii)  any sum payable by the assessee to the Indian Railways for the use of railway assets. 

Means 

Amount incurred during previous year 2017-18 must have been paid either in previous year 

or in assessment year 2018-19 upto 31st July / 30th September / 30th November 2018, as the case 

may be. If they are paid after due date of filing income tax return then deduction is allowed in the 

year of payment. 

And 

If such amount is paid after due date of filing of income tax return then deduction is allowed in year 
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of payment. 

PRESUMPTIVE INCOME  [SECTION 44AD] 

sub section 1 

Notwithstanding anything to the contrary contained in sections 28 to 43C, in the case of an 

eligible assessee engaged in an eligible business, a sum equal to eight per cent of the total 

turnover or gross receipts of the assessee in the previous year on account of such business or, as 

the case may be, a sum higher than the aforesaid sum claimed to have been earned by the eligible 

assessee, shall be deemed to be the profits and gains of such business chargeable to tax under the 

head "Profits and gains of business or profession". 

Provided that this sub-section shall have effect as if for the words "eight per cent", the words "six 

per cent" had been substituted, in respect 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 specified 

in sub-section (1) of section 139 in respect of that previous year (inserted by Finance Act, 

2017). 

Here 

Eligible assessee means: 

i. an individual, Hindu undivided family or a partnership firm, who is a resident, but not a 

limited liability partnership firm; and 

ii.  who has not claimed deduction under any of the 10AA or deduction under any provisions 

of Chapter VIA  under the heading "C - Deductions in respect of certain incomes" in the 

relevant assessment year; 

Eligible business means: 

i. any business except the business of plying, hiring or leasing goods carriages referred to in section 

44AE; and 

ii. whose total turnover or gross receipts in the previous year does not exceed an amount of 

one two crore rupees...(amended by Finance Act, 2016) 

sub section 2 
Any deduction allowable under the provisions of sections 30 to 38 shall, for the purposes of sub-

section (1), be deemed to have been already given full  effect to and no further deduction under 

those sections shall be allowed. 

Here 

If the eligible assessee is a firm, the salary and interest paid to its partners shall be deducted from 

the income computed under sub-section (1) subject to the conditions and limits specified under 

section 40(b). (deleted by Finance Act, 2016) 

sub section 3 
The written down value of any asset of an eligible business shall be deemed to have been 

calculated as if the eligible assessee had claimed and had been actually allowed the deduction in 

respect of the depreciation for each of the relevant assessment years. 

sub section 4 
The provisions of advance tax shall not apply to an eligible assessee in so far as they relate to the 

eligible business. (amended by Finance Act, 2016) 

Where an eligible assessee declares profit for any previous year in accordance with the provisions 

of this section and he declares profit for any of the five assessment years relevant to the previous 

year succeeding such previous year not in accordance with the provisions of sub- section (1), he 

shall not be eligible to claim the benefit of the provisions of this section for five assessment years 

subsequent to the assessment year relevant to the previous year in which the profit has not been 

declared in accordance with the provisions of sub-section (1). 

For example, an eligible assessee claims to be taxed on presumptive basis under section 44AD for 

Assessment Year 2017-18 and offers income of Rs. 8 lakh on the turnover of Rs. 1 crore. For 
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Assessment Year 2018-19 and Assessment Year 2019-20 also he offers income in accordance with 

the provisions of section 44AD. However, for Assessment Year 2020-21, he offers income of Rs.4 

lakh on turnover of Rs. 1 crore. 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 2020-21, he will  not be eligible to claim the benefit of section 44AD for next five assessment 

years i.e. from Assessment Year 2021-22 to 2025-26. 

sub section 5 
Notwithstanding anything contained in the foregoing provisions of this section, an eligible 

assessee who claims that his profits and gains from the eligible business are lower than the 

profits and gains specified in sub-section (1) and whose total income exceeds the maximum 

amount which is not chargeable to income-tax, shall be required to keep and maintain such 

books of account and other documents as required under sub-section (2) of section 44AA and get 

them audited and furnish a report of such audit as required under section 44AB. (amended by 

Finance Act, 2016) 

Notwithstanding anything contained in the foregoing provisions of this section, an eligible 

assessee to whom the provisions of sub-section (4) are applicable and whose total income 

exceeds the maximum amount which is not chargeable to income-tax, shall be required to keep and 

maintain such books of account and other documents as required under sub-section (2) of section 

44AA and get them audited and furnish a report of such audit as required under section 44AB. 

sub section 6 

The provisions of this section, notwithstanding anything contained in the foregoing provisions, 

shall not apply to 

(i) a person carrying on profession as referred to in sub-section (1) of section 44AA; 

(ii)  a person earning income in the nature of commission or brokerage; or 

(iii)  a person carrying on any agency business. 

SPECIAL PROVISION FOR COMPUTING  PROFITS AND GAINS OF PROFESSION 

ON PRESUMPTIVE BASIS [SECTION 44ADA]   

(inserted by finance act, 2016 w.e.f. 1.4.2017) 

sub section 1 

Notwithstanding anything contained in sections 28 to 43C, in the case of an assessee 

¶ being a resident in India 

¶ who is engaged in a profession referred to in section 44AA(1) and 

¶ whose total gross receipts do not exceed fifty  lakh rupees in a previous year 

a sum equal to fifty  per cent of the total gross receipts of the assessee in the previous year on 

account of such profession or, as the case may be, a sum higher than the aforesaid sum claimed to 

have been earned by the assessee, shall be deemed to be the profits and gains of such profession 

chargeable to tax under the head "Profits and gains of business or profession". 

sub section 2 

Any deduction allowable under the provisions of sections 30 to 38 shall, for the purposes of sub-

section (1), be deemed to have been already given full  effect to and no further deduction under 

those sections shall be allowed. 

sub section 3 
The written down value of any asset used for the purposes of profession shall be deemed to have 

been calculated as if the assessee had claimed and had been actually allowed the deduction in respect 

of the depreciation for each of the relevant assessment years. 

sub section 4 

Notwithstanding anything contained in the foregoing provisions of this section, an assessee who 

claims that 

(i) his profits and gains from the profession are lower than the profits and gains specified in sub-

section (1) and 

(ii)  whose total income exceeds the maximum amount which is not chargeable to income- tax 
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shall be required to 

¶ keep and maintain such books of account and other documents as required under section 

44AA(1) and 

¶ get them audited and furnish a report of such audit as required under section 44AB. 

PRESUMPTIVE INCOME  [SECTION 44AE] 

1. This section overrides sections 28 to 43C. 

2. This section is applicable to any person who owns not more than ten goods carriages vehicles 

at any time during the previous year and who is engaged in the business of plying, hiring or 

leasing such goods carriages. 

3. Deemed income of such business shall be: Rs.7,500 for every month or part of a month 

during which the goods carriage is owned by the assessee in the previous year or an amount 

claimed to have been actually earned from such vehicle, whichever is higher. 

4. No deduction shall be allowed u/s 30 to 38. 

5. However, firm  can deduct salary and interest paid to its partners subject to limits 

given u/s 40(b). 

6. Assessee is not required to maintain any books of accounts. 

7. Assessee is not required to get his account audited. 

8. However, if  assessee claims that his profits and gains from such business are lower than 

deemed income then he is required to maintain books of account and get them audited. 

MAINTENANCE OF ACCOUNTS BY CERTAIN  PERSONS CARRYING  

  ON PROFESSION OR BUSINESS [SECTION 44AA]   

Person carrying on specified profession 
Every person carrying on legal, medical, engineering or architectural profession or the profession 

of accountancy or technical consultancy or interior decoration or any other profession as is notified 

by the Board (authorized representatives, film artists, company secretary & information technology 

professionals have been notified) shall keep and maintain books of account as follows: 

CASE I   
If gross receipts of the profession 

exceed Rs.1,50,000 in all the 3 years 

preceding the previous year 

OR If  profession is newly set up in the 

previous year &  gross receipts for that 

year likely  to exceed Rs.1,50,000 

CASE II    
If gross receipts of the profession 
does 
not exceed Rs.1,50,000 in any one of 

the 3 years preceding the previous 

year 

OR If  profession is newly set up in the 

previous year &  gross receipts for that 

year not likely  to exceed Rs.1,50,000 

Such Books 

Person carrying on business or other profession 

If income from business or profession 

exceeds Rs.1,20,000 OR total sales / 
turnover / gross receipts in business or 

profession exceed Rs.10,00,000 in 
any 

one of the three years preceding the 
previous year 

OR If  business or profession is newly set up 

in the previous year &  income from 

business or profession likely  to exceed 

Rs.1,20,000 OR total sales / turnover / 

gross receipts in business or profession 

likely  to exceed Rs.10,00,000 for that 

   

Such Books Otherwise No Books 

Note: For an individual or a Hindu undivided family 

¶ Income should exceed Rs.1,20,000 Rs.2,50,000 

¶ Sales/Receipts should exceed Rs.10,00,000 Rs.25,00,000 

(inserted by Finance Act, 2017) 

Person carrying on business covered u/s 44AD 
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If income is declared below 8% of turnover AND total income exceeds maximum exemption limit  

where the provisions of section 44AD(4) are applicable in his case and his income exceeds the 

maximum amount which is not chargeable to income-tax in any previous year 

Such Books 

Person carrying on business covered u/s 44AE / BB / BBB 

If income is declared below deemed income specified under relevant section 

Such Books 
ALL  PRESCRIBED / SUCH BOOKS ARE REQUIRED TO BE KEPT AND MAINTAINED  FOR 6 

YEARS FROM END OF RELEVANT  ASSESSMENT YEAR. 

Prescribed Books: 

(i) Cash book 

(ii)  Journal, if accrual method adopted 

(iii)  Ledger 

(iv) Carbon copies of bills exceeding Rs. 25 

In case of medical profession, additional books are as follows: 

(i) Daily case register 

(ii)  Stock register. 

TAX  AUDIT [SECTION 44AB] 

Every person       amended by Finance Act, 2016 

a) Carrying on business shall, if his total sales, turnover or gross receipts, as the case may be, 

in business exceed one crore rupees in any previous year, or 

b) Carrying on profession shall, if  his gross receipts in profession exceed twenty five lakhs fifty 

lakhs rupees in any previous year, or 

c) Carrying on the business shall, if the profits and gains from the business are deemed to be the 

profits and gains of such person under section 44AE or section 44BB or section 44BBB, as 

the case may be, and he has claimed his income to be lower than the profits or gains so deemed 

to be the profits and gains of his business, as the case may be, in any previous year, or 

d) carrying on the business profession shall, if the profits and gains from the business profession 

are deemed to be the profits and gains of such person under section 44AD 44ADA and he has 

claimed such income to be lower than the profits and gains so deemed to be the profits and 

gains of his business and his income exceeds the maximum amount which is not chargeable 

to income-tax in any previous year, or 

e) carrying on the business shall, if the provisions of sub-section (4) of section 44AD are 

applicable in his case and his income exceeds the maximum amount which is not chargeable 

to income-tax in any previous year, 

get his accounts of such previous year audited by an accountant before the specified date and 

furnish by that date the report of such audit in the prescribed form duly verified and signed 

by an accountant. 

Here 

i. Specified date in relation to the accounts of the previous year relevant to an Assessment Year 

means the due date of filing of return of income. 

ii.  Where a person is required to get his accounts audited under any other law, then it shall be 

sufficient compliance with the provisions of this section if such person gets the accounts audited 

under such other law before the specified date and furnish by that date the report of the 

audit as required under such other law and a further report by an accountant in the form 

prescribed under this section. 

iii.  Tax audit is not required for a person who derives income of nature referred to in section 44B, 

or section 44BBA. 
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iv. That this section shall not apply to the person, who declares profits and gains for the 

previous year in accordance with the provisions of sub-section (1) of section 44AD and his 

total sales, turnover or gross receipts, as the case may be, in business does not exceed two 

crore rupees in such previous year (inserted by Finance Act, 2017) 

Penalty provisions [Section 271B] 
If any person 

i. Fails to get his accounts audited under section 44AB in respect of any previous year, or 

ii.  Fails to furnish a report of such audit by the specified date as defined in section 44AB 

then 

penalty shall be a sum equal to ½% of the total sales, turnover or gross receipts in the business, 

or of the gross receipts in profession, in such previous year, or a sum of Rs.1,50,000, whichever 

is less. 

RECOVERY OF EXPENSES OR LOSSES ALLOWED  AS DEDUCTION  IN ANY 

EARLIER  PREVIOUS YEAR, ALSO KNOWN  AS DEEMED 

INCOME  [SECTION 41(1)]   

¶ Where deduction has been made in any earlier previous year in respect of loss, 

expenditure or trading liability incurred by the assessee and 

¶ subsequently during any previous year such amount has been recovered by assessee himself or 

by his successor then 

¶ the amount so realised shall be deemed to be profits and gains of business or profession of 

that previous year 

¶ whether the business or profession in respect of which the allowance or deduction has been 

made is in existence in that year or not 

Note: Successor in business means amalgamated company or resulting company. 
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LESSON 6 

INCOME FROM CAPITAL GAINS  

BASIS OF CHARGE [SECTION 45(1)] 
Any profits or gains arising from the transfer of a capital asset, effected in the previous year shall 

be chargeable to income tax under the head ócapital gainsô and shall be deemed to be the income 

of previous year in which transfer took place, unless such capital gain is exempt u/s 54 etc. 

V There must be capital asset owned by assessee. 

V Transfer of such asset during the previous year. 

V There must be profits or gains as a result of such transfer. 

V Such capital gain should not be exempted u/s 54 etc. 

V Then capital gain shall be taxable during the previous year when transfer took place. 

V However, in following cases capital gain may not be taxable during the year of transfer: 

¶ Conversion of capital asset into stock-in-trade [Section 45(2)]. 

¶ Insurance claim received due to damage or destruction of a capital asset due to certain 

calamities [Section 45(1A)]. 

¶ Compensation received on account of compulsory acquisition under any law [Section 

45(5)]. 

CAPITAL ASSET [SECTION 2(14)]  

It means 

a) property of ANY KIND , held by assessee, whether or not connected with his business or 

profession 

b) any securities held by a Foreign Institutio nal Investor which has invested in such securities 

in accordance with  the regulations made under the Securities and Exchange Board of 

India Act, 1992 

However, it does not include: 

1. Stock-in-trade [other than the securities referred to in sub-clause (b) above]: consumable stores 

or raw material held for the purpose of business or profession as these will  be taxed under the 

head PGBP. 

2. Personal effects: movable property (including wearing apparel and furniture) held for personal 

use by the assessee or any member of his family dependent on him. But excludes: 

¶ Jewellery; 

¶ Archaeological collections; 

¶ Drawings; 

¶ Paintings; 

¶ Sculptures; or 

¶ Any work of art. 

It means all these are capital assets 

Jewellery include 
(a) Ornaments made of gold, silver, platinum or any other precious metal or any alloy containing 

one or more of such precious metals, whether or not containing any precious or semi-

precious stone, and whether or not worked or sewn into any wearing apparel. 

(b) Precious or semi-precious stones, whether or not set in any furniture, utensil or other article or 

worked or sewn into any wearing apparel. 

Rural agriculture land in India  

Rural agriculture land means an agriculture land in India  

a) If situated in any area which falls in jurisdiction of a municipality and its population is less 

than 10,000 as per last census, or 

b) If situated outside the limit  of municipality then it  should be situated at a distance 

c) Being more than 2 kilometers from local limits of any municipality or containment board and 

which has a population of more than 1,0,000 but not exceeding 1,00,000 
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d) Being more than 6 kilometers from local limits of any municipality or containment board and 

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

e) Being more than 8 kilometers from local limits of any municipality or containment board and 

which has a population of more than 10,00,000. 

4. Gold Deposit Bonds issued under Gold Deposit scheme 1999 or deposit certificates 

issued under the Gold Monetisation Scheme, 2015 

Here  

¶ Property includes and shall be deemed to have always included any rights in or in relation 

to an Indian company, including rights of management or control or any other rights 

whatsoever. 

TYPES OF CAPITAL ASSETS 

Short Term Capital Asset [section 2(42A)] 
A capital asset held by an assessee for not more than 36 months immediately preceding the 

date of its transfer. 

In the following cases the period of holding should be 12 months or less to treated an asset as 

short-term capital asset- 

(i) A security LISTED in a recognized stock exchange (other than a unit) 

(ii)  Units of UTI 

(iii)  Units of an Equity Oriented Fund as per explanation to Section 10(38) 

(iv) Zero Coupon Bonds 

And for UNLISTED  SHARES OF A COMPANY  the period of holding should be 24 

MONTHS or less to be treated as short-term capital asseté(inserted by Finance Act, 2016) 

Long Term Capital Asset [Section 2(29A)] 
Any capital asset which is not a short term capital asset. 

TRANSFER [SECTION 2 (47)] 

Transfer, in relation to capital asset, includes: 

1. the SALE, EXCHANGE  or RELINQUISHMENT  of the asset; or 

2. the EXTINGUI SHMENT of any rights therein; or 

3. the COMPULSORY ACQUISITION  thereof under any law; or 

4. in a case where the ASSET IS CONVERTED by the owner there of into, or is treated by 

him, as STOCK IN TRADE of a business carried on by him, such conversion or treatment; 

or 

5. the maturity or redemption of Zero Coupon Bonds; or 

6. any transaction involving the allowing of the possession of any immovable property to be 

taken or retained in part performance of a contract of the nature referred to in section 53A 

of the Transfer of Property Act, 1882; or 

7. any transaction (whether by way of becoming a member of, or acquiring shares in a co-

operative society, company or other association of persons or by way of any agreement or 

any arrangement or in any other manner whatsoever) which has the effect of transferring, or 

enabling the enjoyment of any immovable property. 

METHOD  OF COMPUTATION  OF CAPITAL GAINS [SECTION 48] 

INDEXED COST OF ACQUISITION  

#/! Ø
         

        
INDEXED COST OF ACQUISITION  

 #/) Ø
#)) ÆÏÒ ÔÈÅ ÙÅÁÒ ÉÎ ×ÈÉÃÈ ÁÓÓÅÔ ÉÓ ÔÒÁÎÓÆÅÒÒÅÄ 

#)) ÆÏÒ ÔÈÅ ÙÅÁÒ ÉÎ ×ÈÉÃÈ ÁÓÓÅÔ ×ÁÓ ÉÍÐÒÏÖÅÄ
 

Computation of Short Term Capital Gains 

Sale consideration received/ accrued on transfer  

Less: cost of acquisition 
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Less: cost of improvement 

Less: Expenditure incurred wholly and excursively in connection with such transfer 

Computation of Capital Gains where asset was acquired before 1.4.2001 

(i) Cost of Acquisition means: 

¶ Actual cost of acquisition to him, or 

¶ Fair market value of the asset on 1.4.2001, at the option of assessee [Higher] 

However, in relation to goodwill of a business, tenancy rights, route permits, loom 

hours, rights to carry business patents, copyright or trademark, option of FMV is not 

available. 

(ii)  Cost of Improvement incurred before 1.4.2001 shall not be considered 

COST INFLATION  INDEX  (CII)  

 

Financial Year Cost Inflation  

Index 

Financial Year Cost Inflation  

Index 

2001-02 100 2010-11 167 

2002-03 105 2011-12 184 

2003-04 109 2012-13 200 

2004-05 113 2013-14 220 

2005-06 117 2014-15 240 

2006-07 122 2015-16 254 

2007-08 129 2016-17 264 

2008-09 137 2017-18 272 

2009-10 148 

 

ADVANCE MONEY FORFEITED [SECTION 51]  

If  advance money was forfeited upto 31.03.2014 
Any advance or other money forfeited (received and retained) by the assessee shall be deducted from 

the cost for which the asset was acquired or the written down value or the fair market value, as 

the case may be, in computing the cost of acquisition. 

V Any sum forfeited by previous owner shall not be deducted from cost of asset. 

V If money was forfeited before 1.4.81 & assessee has taken FMV of asset as on 1.4.81 as cost of 

acquisition, such money shall also be deducted from FMV. 

V If advance money forfeited exceeds cost of acquisition, such excess shall not be considered 

[Travancore Rubber & Tea Co. Ltd. (SC)]. 

If  advance money is forfeited on or after 1.4.2014 

It is fully taxable as IFOS in hands of person who has forfeited such advance money, in the year 

of forfeiture 

CAPITAL GAIN  ON SHARES, SECURITIES & UNITS 

Cost of acquisition: 

Cost of Improvement : Nil  

Cost of Transfer Commission / brokerage paid on transfer of such asset shall be 

allowed as transfer cost. 

However, Securities Transaction Tax (STT) paid on purchase or 

sale of shares shall neither be added to COA nor be allowed as 

COT 

Indexation of COA Sovereign Gold Bond, Debentures & Bond shall not be indexed, 

even if  held as LTCG 

Tax Rate on LTCG/STGC  

(to be discussed in classes) 

STCG ï Normal rate applicable to assessee LTCG 

 20% 

¶ [20% after indexation or 10% without indexation] 
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Lower 

However, 

¶ CG covered by Sec. 10(33) is exempt from tax 

¶ LTCG covered by Sec. 10(38) is exempt from tax 

¶ STGC covered by Sec. 111A is taxable at 15%. 

Notes: 
¶ Section 10(33): Any capital gain arising from the transfer of unit of US-64, issued by 

UTI, shall be exempt from tax. 

¶ Section 10(38): Any LTCG arising from the transfer of an equity share or a unit of an 

equity oriented fund or a unit of a business trust shall be exempt, if  

(i) transfer took place on or after 1-10-2004 

(ii)  they are sold through recognised stock exchange 

(iii)  Security transaction tax is chargeable on such transaction. 

¶ Section 111A: Any STCG arising from the transfer of an equity share or a unit of an equity 

oriented fund or a unit of a business trust shall be taxable @15%, if 

(i) transfer took place on or after 1-10-2004 

(ii)  they are sold through recognised stock exchange 

(iii)  Security transaction tax is chargeable on such transaction. 

¶ Zero coupon bond [Section 2(48)]: It means a bond 

a. Issued by any infrastructure capital company or infrastructure capital fund or public sector 

company on or after the 1st day of June, 2005; 

b. In respect of which no payment and benefit is received or receivable before maturity or 

redemption from infrastructure capital company or infrastructure capital fund or public sector 

company; and 

c. Which the Central Government may, by notification in the Official Gazette, specify in this 

behalf. 

INSURANCE CLAIM  [SECTION 45(1A)] 

Damage/destruction of assets as a result of Chargeability 

Flood, typhoon, hurricane, cyclone, earth or 

other convulsion of nature or riot or civil  

disturbance or accidental fire or explosion or 

action by an enemy or action taken in combating 

an enemy (whether with or without a declaration 

of war) 

¶ Chargeable as income of the year in 

which the money or other asset was 

received from the insurer. 

¶ In case of receipt of other Assets the Fair 

Market Value (FMV) of the Asset is the 

consideration received 

¶ Capital Gain = Money receive or FMV 

of Asset received less Cost of Acquisition 

or indexed cost of acquisition. 

 

CONVERSATION OF CAPITAL  ASSET INTO STOCK [SECTION 45(2)] 

 

Year of Chargeability The Capital Gain is taxable is the previous year in which 

converted stock is sold or otherwise transferred 

Computation In the year of sale or transfer of stock, the income shall be 

computed in the following manner. 

Capital Gain 

Fair Market Value of the stock on Conversion less 

Cost/Indexed Cost of Acquisition 

Note: Indexation shall apply on the basis of the year in 

which conversion takes place 

Business Income 

Consideration received on sale less FMV of Capital Asset 
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on conversion. 

TRANSFER BY PARTNER TO FIRM [SECTION 45(3)]  

Capital Gain in the hands of partner 

Amount credited in books in the Partnersô Capital Account less Cost or Indexed cost of Acquisition 

DISSOLUTION OF FIRM [SECTION 45(4)]  

Capital Gain in the hands of firm  
Fair Market Value of asset transferred less Cost or Indexed cost of Acquisition or WDV of asset 

COMPULSORY ACQUISITION OF CAPITAL  ASSET [SECTION 45(5)] 

Where a capital asset is compulsorily acquired under any law, then 

(i) Capital gains for original compensation shall be taxable in the year in which such 

compensation or part thereof is first received by the assessee. 

(ii)  Any increased compensation is taxable in the year in which final  order is passed by court 

*  Nature of increased compensation shall be same as the nature of original compensation 

*  For increased compensation COA and COI shall be nil. 

*  Any expenses incurred on released of increased of increased compensation may be deducted 

as expenses on transfer. 

Section 45(5A) 
Where the capital gain arises to an individual or a Hindu undivided family, from the transfer 

of land or building or both, under a specified agreement, the capital gains shall be chargeable as 

income of the previous year in which the certificate of completion for the whole or part of the 

project is issued by the competent authority. 

For the purposes of section 48, the stamp duty value, on the date of issue of the said certificate, 

of his share, being land or building or both in the project, as increased by the consideration 

received in cash, if  any, shall be deemed to be the full  value of the consideration received or 

accruing as a result of the transfer of the capital asset. 

Provided that the provisions of this sub-section shall not apply where the assessee transfers his share 

in the project on or before the date of issue of said certificate of completion, and the capital gains 

shall be deemed to be the income of the previous year in which such transfer takes place and 

the provisions of this Act, other than the provisions of this sub- section, shall apply for the purpose 

of determination of full  value of consideration received or accruing as a result of such transfer. 

Explanation.ðFor the purposes of this sub-section, the expressionð 

(i) "competent authority" means the authority empowered to approve the building plan by or 

under any law for the time being in force; 

(ii)  "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; 

(iii)  "stamp duty value" means the value adopted or assessed or assessable by any authority of 

Government for the purpose of payment of stamp duty in respect of an immovable property 

being land or building or both.'. 

DISTRIBUTION OF ASSETS ON LIQUIDATION [SECTION 46]  

1. Tax treatment in Companyôs hands: 

a. Sale by Liquidator and distribution of Sale Proceeds to Shareholders: In case of sale of assets 

by liquidator and distribution of cash to the shareholders of the Company, then the Capital 

Gains will  be taxed in the hands of the Company. 

b. Distribution of Assets: In case of distribution of capital assets in specie among the shareholders, 

the distribution is not a transfer and is not taxable in the hands of the Company. [Section 46(1)] 

2. Tax treatment in Shareholders hands: 

Step 1 Total Value Received = Fair Market Value of asset received and amount received 

in cash 

Step 2 Determine the Shareholderô Interest in accumulated profit on the date liquidation 
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i.e.Deemed divided u/s 2(22)(c). 

Step 3 Consideration for Transfer for determining Capital Gain = Step 1 ï Step 2 

Step 4 Capital Gain 

Consideration for Transfer for determining Capital Gain (Step 3) less Cost of 

Acquisition of Shares (index cost, in suitable cases.) 

 

COMPULSORY ACQUISITION OF AGRO LAND [SECTION 10(37)]  

In the case of individual or HUF , any income chargeable under the head ñcapital gainsò arising 

from the transfer of urban agriculture land shall be exempt   

(i) such land, was being used for agriculture purpose by such HUF or individual or a parent of 

his, during two years immediately preceding the date of transfer, 

(ii)  transfer is by way of compulsory acquisition under any law, or consideration is determined 

by central Govt. or RBI; 

(iii)  such income has arisen from the compensation received assessee on or after the 1st April  

,2004. 

EXEMPTION [SECTION 54]  

Exemption: Any LTCG arising to an Individual or HUF on transfer of residential house shall be 

exempt if such LTCG is invested to purchase or construction of ONE residential house, if  

following conditions are satisfied: 

i) New house has already been purchased within one year before the date of transfer of old house 

or within two years after the date of transfer of old house. 

ii)  Construction of new house is completed with three year from the date of transfer of old 

house. 

iii)  Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

iv) Exemption: Amount invested & deposited OR Long Term Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new house is sold within three year from the date of purchase or 

completion of construction, then amount exempted earlier shall be reduced from cost of acquisition 

of new house. 

EXEMPTION [SECTION 54B]  

Exemption: Any capital gain arising to an Individual on transfer of an urban agriculture land shall 

be exempt if such capital gain is invested to purchase of any agriculture land, if following conditions 

are satisfied: 

i) New land is purchased within two years from the date of transfer of old land. 

ii)  Old land was used by Individual or his Parents atleast for 24 months for agriculture 

purpose. 

iii)  Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

iv) Exemption: Amount invested & deposited OR Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new land is sold within three year from the date of purchase, then 

amount exempted earlier shall be reduced from cost of acquisition of new land. 

EXEMPTION [SECTION 54D]  

Exemption: Any capital gain arising to any assessee on compulsory acquisition of land & 

building under industrial undertaking shall be exempt if such capital gain is invested to purchase land 

& building for industrial undertaking, if following conditions are satisfied: 

i) New land & building is purchased within three years from the date of receipt of compensation. 

ii)  Old land & building was used by assessee atleast for 24 months under industrial undertaking. 

iii)  Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

iv) Exemption: Amount invested & deposited OR Capital Gain, whichever is lower. 
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Withdrawal  of exemption: If new asset is sold within three year from the date of purchase or 

completion of construction, then amount exempted earlier shall be reduced from cost of acquisition 

of new asset. 

EXEMPTION [SECTION 54EC]  

Exemption: Any LTCG arising to any assessee on transfer of any capital asset shall be exempt if 

such capital gain is invested to purchase specified asset, if following conditions are satisfied: 

i) Specified asset means Bonds (redeemable after 3 years) issued by National Highway 

Authority of India or Rural Electrification Corporation Limited or any other notified bond. 

ii)  New asset is purchased within six months from the date of transfer. 

iii)  Investments in year of transfer & in next financial year can not exceed Rs.50,00,000. 

iv) Exemption: Amount invested OR Long Term Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new asset is sold within three year from the date of subscription, 

then amount exempted earlier shall be taxable as LTCG in the year of sale. 

INVESTMENT IN UNITS OF A SPECIFIED FUND [SECTION 54EE] 

Exemption: Any LTCG arising to any assessee on transfer of any capital asset shall be exempt if 

such capital gain is invested to purchase specified asset, if following conditions are satisfied: 

i) Specified asset means a unit or units, issued before the 1st day of April,  2019, of such fund 

as may be notified by the Central Government in this behalf. 

ii)  New asset is purchased within six months from the date of transfer. 

iii)  Investments in year of transfer & in next financial year can not exceed Rs.50,00,000. 

iv) Exemption: Amount invested OR Long Term Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new asset is sold within three year from the date of subscription, 

then amount exempted earlier shall be taxable as LTCG in the year of sale. 

EXEMPTION [SECTION 54F]  

Exemption: Any LTCG arising to an Individual or HUF on transfer of any capital asset other than 

residential house, shall be exempt if  net sales consideration is invested to purchase or construction 

of ONE residential house, if following conditions are satisfied: 

i) New house is has been already purchased within one year before the date of or within two 

years after the date of transfer of old asset. 

ii)  Construction of new house is completed with three year from the date of transfer of old asset. 

iii)  Assessee does not own more than one residential house (excluding new house) on date of 

transfer of original asset 

iv) Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

Remember: If  amount invested/deposited exceeds net sales consideration then LTCG  is fully  

exempt. 

Withdrawal  of exemption: If new house is sold within three year from the date of purchase or 

completion of construction, then amount exempted earlier shall be taxable as LTCG in the year 

of sale. 

EXEMPTION [SECTION 54G]  

Exemption: Any capital gain arising to any assessee on transfer of plant & machinery or land 

& building under industrial undertaking in urban area shall be exempt if such capital gain is 

invested to purchase plant & machinery or land & building for industrial undertaking in any area 

other than urban area or incurred for shifting expenditure, if  following conditions are satisfied: 

i) New asset has been already purchased within one year before the date of or within three years 

after the date of transfer of old asset. 

ii)  Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

iii)  Exemption: Amount invested & deposited OR Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new asset is sold within three year from the date of purchase or 

completion of construction, then amount exempted earlier shall be reduced from cost of acquisition 
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of new asset.  
EXEMPTION  [SECTION 54GA]  
Exemption: Any capital gain arising to any assessee on transfer of plant & machinery or land 

& building under industrial undertaking in urban area shall be exempt if such capital gain is 

invested to purchase plant & machinery or land & building for industrial undertaking in any 

Special Economic Zone (SEZ) or incurred for shifting expenditure, if following conditions are 

satisfied: 

iv) New asset has been already purchased within one year before the date of or within three years 

after the date of transfer of old asset. 

v) Unutilized amount is deposited in capital gain account scheme of government on or before 

due date of filling  of income tax return. 

vi) Exemption: Amount invested & deposited OR Capital Gain, whichever is lower. 

Withdrawal  of exemption: If new asset is sold within three year from the date of purchase or 

completion of construction, then amount exempted earlier shall be reduced from cost of acquisition 

of new asset. 

EXEMPTION [SECTION 54GB]  

Any LTCG arising to an Individual or HUF on transfer a residential property (a house or a plot of 

land) shall be exempt if following conditions are satisfied 

i. Net sales consideration is utilised for subscription of equity shares of an eligible company, before 
the due date of filing of income tax return [31st July / 30th September / 30th November] 

ii.  Company has utilised this amount for purchase of new asset (within one year from the date of 

subscription in equity shares) or has deposited in capital gain account (before the due date of 

filing  of income tax return of Individual or HUF) 

iii.  Exemption: 

Withdrawal  of exemption: If the equity shares of the company sold by Individual/HUF or new asset 

sold by company within five years from the date of their acquisition, then amount exempted earlier 

shall be taxable as LTCG in year of sale . 

Remember 

1. The provisions of this section shall not apply to any transfer of residential property made after 

the 31.03.2017 (31.03.2019 in case of an investment in eligible start-up) 

2. "eligible company" means a company which fulfils  the following conditions, namely: 

i. it  is a company incorporated in India during the period from the 1st day of April of the previous 

year relevant to the assessment year in which the capital gain arises to the due date of furnishing 

of return of income under sub-section (1) of section 139 by the assessee; 

ii.  it  is engaged in the business of manufacture of an article or a thing or in an eligible business; 

iii.  it  is a company in which the assessee has more than fifty  per cent share capital or more than 

fifty  per cent voting rights after the subscription in shares by the assessee; and 

iv. it  is a company which qualifies to be a small or medium enterprise under the Micro, Small 

and Medium Enterprises Act, 2006 or is an eligible start-up; 

3. "new asset" means new plant and machinery but does not include: 

i. any machinery or plant which, before its installation by the assessee, was used either within 

or outside India by any other person; 

ii.  any machinery or plant installed in any office premises or any residential accommodation, 

including accommodation in the nature of a guest-house; 

iii.  any office appliances including computers or computer software; 

iv. any vehicle; or 

v. any machinery or plant, the whole of the actual cost of which is allowed as a deduction 

(whether by way of depreciation or otherwise) in computing the income chargeable under the head 

"Profits and gains of business or profession" of any previous year. 

Provided that in the case of a technology driven start-up, the new asset shall include 

computers or computer software. 
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In  all cases above if  amount deposited in capital gain account is not utilised with time limit, 

then unutilized amount shall become taxable in previous time limit  ends. Nature of capital 

 gain shall be same as the nature of original capital gains.   
 

SLUMP SALE [SECTION 2(42C) & 50B] 

Slump sale means the transfer of one or more undertakings as a result of the sale for a lump sum 

consideration without values being assigned to the individual assets and liabilities in such sales. 

¶ Undertaking shall include any part of an undertaking or a unit or division of an undertaking or 

a business activity taken as a whole, but does not include individual assets or liabilities or 

any combination thereof not constituting a business activity. 

¶ Determination of the value of an asset or liability for the sole purpose of payment of stamp 

duty, registration fees or other similar taxes or fees shall not be regarded as assignment of 

values to individual assets or liabilities. 

LTCG/STCG:  If  undertakings owned and held by an assessee for not more than 36 months 

immediately preceding the date of its transfer shall be deemed to be the capital gains arising from 

the transfer of STCA. If exceeds 36 months, LTCG 

COMPUTATION  OF CAPITAL  GAIN  IN CASE OF SLUMP SALE 
Full value of consideration of an undertaking - 

Less: Cost of acquisition being net worth (indexation not allowed) - Capital Gain (STCG/LTCG 

shall depend upon the holding period of undertaking) - 

Net worth = Book value of non depreciable assets including stock in trade + WDV of depreciable 

assets ï book value of liabilities. 

 

SPECIAL PROVISION FOR FULL VALUE OF CONSIDERATION IN  

CERTAIN CASES [SECTION 50C] 

Where the consideration received or accruing as a result of the transfer by an assessee of a 

capital asset, being land or building or both, is less than the value adopted or assessed or 

assessable by ñstamp valuation authorityò for the purpose of payment of stamp duty in respect of 

such transfer, the value so adopted or assessed or assessable shall be deemed to be the full  value 

of the consideration received or accruing as a result of such transfer. 

Where: 

(a) the assessee claims before any Assessing Officer that the value adopted or assessed or 

assessable by the stamp valuation authority exceeds the fair market value of the property as 

on the date of transfer; 

(b) the value so adopted or assessed or assessable by the stamp valuation authority has not been 

disputed in any appeal or revision or no reference has been made before any other authority, 

court or the High Court, 

the Assessing Officer may refer the valuation of the capital asset to a Valuation Officer 

However, where the value ascertained by Valuation Officer exceeds the value adopted by the 

stamp valuation authority, the value so adopted by such authority shall be taken as the full value of 

the consideration received or accruing as a result of the transfer. 

Following provisos are inserted by the Finance Act, 2016, w.e.f. 1-4-2017 If  

¶ the date of the agreement fixing the amount of consideration and 

¶ the date of registration for the transfer of the capital asset are not the same 

then 
the value adopted or assessed or assessable by the stamp valuation authority on the date of 

agreement may be taken for the purposes of computing full  value of consideration for such 

transfer. 

Condition: The amount of consideration, or a part thereof, has been received by way of an 
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account payee cheque or account payee bank draft or by use of electronic clearing system 

through a bank account, on or before the date of the agreement for transfer. 

Special provision for full value of consideration for transfer of share other than quoted share 

[Section 50CA] 

Where the consideration received or accruing as a result of the transfer by an assessee of a 

capital asset, being share of a company other than a quoted share, is less than the fair market value 

of such share determined in such manner as may be prescribed, the value so determined shall, for 

the purposes of section 48, be deemed to be the full  value of consideration received or accruing 

as a result of such transfer. 

Note: Quoted Share means the share quoted on any recognised stock exchange with regularity 

from time to time, where the quotation of such share is based on current transaction made in the 

ordinary course of business. 

 

Deemed consideration [Section 50D] 

Where the consideration received or accruing as a result of the transfer of a capital asset by an 

assessee: 

a) is not ascertainable , or 

b) cannot be determined 

then, for the purpose of calculating 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. 

CAPITAL  GAIN IN THE CASE OF TRANSFER OF SHARES/DEBENTURES BY NON-

RESIDENTS [PROVISO 1 TO SECTION 48 AND RULE 115A]   

In the case of an assessee who is a NON-RESIDENT any capital gain (short-term or long- 

term) arising from the transfer of a capital asset being SHARES/DEBENTURES OF AN 

INDIAN  COMPANY  bought in FOREIGN CURRENCY shall be computed in the following 

manner and no indexation of cost will  be done, even if it is a long-term capital gain. 

1. Cost of acquisition shall be converted into the foreign currency, which was initially utilised 

in the purchase of such shares/debentures. For the purpose of such a conversion, average rate of 

TT buying and TT selling, on the date of acquisition of such shares/debentures, shall be taken. 

2. Expenses of transfer will  also be converted into the same foreign currency, which was initially 

utilised for acquisition of such shares/debentures. For the purpose of conversion average rate of 

TT buying and TT selling, on the date of transfer, shall be taken. 

3. Full value of consideration shall also be converted into the same foreign currency which was 

initially utilised for purchase of such shares/debentures. Here also the average rate of TT buying 

and TT selling of the foreign currency, on the date of sale, shall be taken. 

4. The capital gain in foreign currency, which may be long-term or short-term, shall be re- converted 

into Indian rupees at the TT buying rate only (not the average rate) on the date of transfer of 

the capital asset. 

Notes: 

i. The share/debentures in this case may be listed or non-listed. 

ii.  TTBR/TTSR shall be the rate as adopted by the State Bank of India. 

iii.  This method shall be applicable in respect of capital gain accruing or arising from every re-

investment thereafter in, and sale of, shares in, or debentures of, an Indian company. 

iv. The transferor should be a non-resident at the time of transfer. Non-resident includes a 

foreign company. 

v. This proviso is not applicable to units of UTI and mutual funds. 

vi. Bonds of Central Government/State Government and RBI are not covered for this purpose. 

vii.  The first proviso to section 48 is mandatory. Thus, indexation is not allowed. 

Remember... 
If the shares and debentures are acquired by the non-resident in Indian currency, the second 
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proviso to section 48 relating to indexation will  apply only to shares as debentures are not 

eligible for indexation. 

Question 
Aman, a non-resident Indian, remits US $ 40,000 to India on 15-1-2001. The amount is partly 

utilised on 15-2-2001 for purchasing 5,000 shares in A Ltd., an Indian company at the rate of 

Rs.20 per share. These shares are sold for Rs.60 per share on 15-1-2018. 

The telegraphic transfer buying and selling rate of US dollars adopted by the State Bank of India is 

as follows: 

 Buying Rate (1 US $) Selling Rate (1 US$) 

15-1-2001 23 24 

15-2-2001 24 25 

15-1-2018 58 62 

Compute capital gain chargeable to tax for the assessment year 2018-19. 

CAPITAL  GAIN ON SALE OF SELF GENERATED CA PITAL ASSETS 

Capital gain arising on the transfer of the following assets is chargeable to tax: 

i. Goodwill of a business (however...there will  be no capital gain on sale of goodwill of a 

profession) 

ii.  Right to manufacture, produce or process any article or thing (for example...patent, 

copyright, formula, design) 

iii.  Right to carry on any business or profession 

iv. Tenancy rights 

v. Route permits 

vi. Loom hours 

vii.  Trademark or brand name associated with the business. 

Here 

Cost of acquisition [Section 55(2)(a)] 
A. If these assets are purchased 

then cost of acquisition shall be the price PAID for acquiring these assets. 

B. If these assets are self generated by assessee 

then cost of acquisition shall be taken to be NIL . 

C. If such asset was acquired by the assessee in any mode given under section 49( 1) (gift, 

will,  inheritance etc.) 

then cost of such asset shall be the cost to the previous owner (if  he had purchased such assets 

from someone else) 

but where such asset was self generated by the previous owner, cost of acquisition will  be taken 

to be nil. 

Cost of improvement 

A. In the case of 

i. goodwill of a business, 

ii.  right to manufacture, produce or process any article or thing and 

iii.  right to carry on any business or profession 

Cost of improvement shall always be taken as NIL  (whether such asset is self generated or 

purchased) 

B. In case of 

i. Tenancy rights 

ii.  Route permits 

iii.  Loom hours 

iv. Trademark or brand name associated with the business 

Cost of improvement shall be taken as actual capital expenditure incurred by the assessee on the 

improvement of that asset (whether such asset is self generated or purchased). 
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Remember 
1. The option to take fair market value as on 1-4-2001 is not available (whether such assets 

are purchased or self generated). 

2. Other self-generated assets like goodwill of a profession, etc. are still not subject to capital 

gains as for such assets cost cannot be identified or envisaged...decided in the case of 

B.C. Srinlvasa Setty by Supreme Court. 

TRANSACTIONS NOT TREATED AS TRANSFER [SECTION 47]  

1. Distribution of capital asset in total or partial partition of HUF 

2. Transfer of a capital asset under a gift or will  or irrevocable trust. 

3. Transfer of capital asset by Holding Company to its Subsidiary or by Subsidiary to its Holding 

Company (Withdrawal of exemption u/s 47A applies) 

¶ Holding Company or its nominees hold 100% shares in Subsidiary Company 

¶ Subsidiary Company is Indian Company 

4. Transfer in a scheme of amalgamation, of a capital asset by the amalgamating company to the 

amalgamated company. Amalgamated Company is an Indian Company 

5. Transfer in a scheme of amalgamation: 

¶ Asset transferred: Shares held in Indian Company 

¶ Transfer from:  Amalgamating Foreign Company to Amalgamated foreign company 

¶ 25% of the shareholders of Amalgamating foreign company remain shareholders of 

amalgamated foreign Company 

¶ Such transfer does not attract capital gain tax in country in which the amalgamating company is 

incorporated. 

6. Transfer of a capital asset by a Banking Company to a Banking Institution in a scheme of 

Amalgamation. Sanctioned and brought into force by Central Government. 

7. Transfer of capital asset by a demerged Company to the resulting Company. Resulting 

company is an Indian company 

8. Transfer of capital asset being shares in Indian Company by a demerged Foreign company 

to the resulting Company 

¶ Not less than 75% of shareholders of demerged foreign Co. continue to remain shareholders 

of resulting foreign Co. 

¶ Such transfer does not attract capital gain tax in the Country in which the demerged company is 

incorporated. 

9. Transfer or issue of shares by a resulting company to the shareholders of demerged 

Company. 

The issue is made in consideration of demerger of the undertaking. 

10. Transfer by shareholder in a scheme of amalgamation: 

¶ Asset transferred: Shares held in Amalgamating Company 

¶ Consideration received: Shares referred in Section 115C(1) 

¶ The amalgamated company is an Indian Company 

¶ If the consideration consists of something more than the share/shares in the amalgamated 

company then the assessee is not entitled to exemption u/s 47. 

11. Transfer of certain bonds or shares referred in Section 115C (1) 

¶ Purchase in Foreign Currency. 

¶ Transfer is made outside India. 

¶ Transfer made by one non-resident to another non-resident. 

12. Transfer of the following: 

¶ Work of Art, Archaeological collections, Books, Manuscripts, Drawings, Paintings, 

Photographs, Printings 

¶ The transfer is made to : Government, University, National Museum, National Art Gallery, 

National Archives, any institution notified by Central Government 

13. Transfer of land under a scheme prepared and sanctioned u/s 18 of Sick Industrial 
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Companies (Special Provision) Act, 1985 

Transferor:  Sick Industrial Company which is managed by its workers Co-operative. 

Period Commencing from : The previous year in which the company has become sick. 

Period Ending with : Previous year during which the entire net worth of the Company equals to or 

exceeds its accumulated losses. 

14. Business Reorganisation: Conversion of a partnership firm / sole proprietary concern into 

Company. 

¶ All  the assets and liabilities of the proprietary concern/firm shall become the assets & 

liabilities of the company 

¶ The aggregate shareholding of the proprietor / partner should not be less than 50% of the total 

voting for a period of 5 consecutive years from the date of the succession. 

¶ The proprietor/partner should not received any consideration or benefit other than by way of 

allotment of shares in company. 

¶ All  the partners of the Firm immediately before the succession become the shareholders of the 

company in ratio of their capital balance in the Firmôs books. 

15. Transfer of Membership rights of a Recognized Stock Exchange. 

16. Reverse mortgage. 

17. Any transfer of a capital asset, being a Government Security carrying a periodic payment 

of interest, made outside India through an intermediary dealing in settlement of securities, by a 

non-resident to another non-resident. 

18. Any transfer of a capital asset, being share of a special purpose vehicle to a business trust in 

exchange of units allotted by that trust to the transferor. 

19. Transfer of units by unit holders in consolidation scheme of mutual funds. 

20. Any transfer of Sovereign Gold Bond (on redemption) by an individual. 

21. Any transfer, made outside India, of a capital asset being rupee denominated bond of an 

Indian company issued outside India, by a non-resident to another non- resident. 

Any transfer by way of conversion of preference shares of a company into equity shares of 

that company 
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Lesson 7 

INCOME FROM OTHER SOURCES  
BASIS OF CHARGE [SECTION 56] 

The following incomes shall be charge under the head Income from other sources only: 

a) Dividends (If taxable); 

b) Casual Income; 

c) Any sum of money received as an advance or otherwise in the course of negotiations for 

transfer of a capital asset, if  

i. such sum is forfeited; and 

ii.  the negotiations do not result in transfer of such capital asset; 

[inserted by Finance Act, 2014] 
d) Interest received on compensation or on enhanced compensation; 

e) Sum of money & certain assets if acquired without consideration or without adequate 

consideration (discussed separately); 

The following incomes are taxable, if  such income is not chargeable under the head 

"Profits  and gains of business or profession: 

f) Any sum received by the assessee from his employees as contributions to any provident 

fund or superannuation fund or any fund set up under the provisions of the Employees' State 

Insurance Act or any other fund for the welfare of such employees; 

g) Interest on securities; 

h) Income from machinery, plant or furniture belonging to the assessee and let on hire; 

i) Composite rent, if it is inseparable; 

The following incomes are taxable, if  such income is not chargeable under the head 

"Profits  and gains of business or profession or under the head "Salaries: 

j) any sum received under a Keyman insurance policy including the sum allocated by way of 

bonus on such policy. 

And 
Every other income 

¶ which is taxable under this Act 

¶ but not covered under any other head 

shall be chargeable to under the head ñIncome from other sourcesò. 

Deductions Allowed [Section 57] 

The income chargeable under the head "Income from other sources" shall be computed after 

making the following deductions, namely: 

1. In the case of interest on securities: Any reasonable sum paid by way of commission or 

remuneration to a banker or any other person for the purpose of realising such interest on 

behalf of the assessee 

2. In the case of family pension: A deduction of a sum equal to 1/3 of such income or 

Rs.15,000, whichever is less; 

Family pension means a regular monthly amount payable by the employer to a person 

belonging to the family of an employee in the event of his death. 

3. In case of interest received on compensation or on enhanced compensation: A deduction of a 

sum equal to 50% of such income and no deduction shall be allowed under any other clause 

of this section. 

However, following amounts are not deductible 
1. Any personal expenses of the assessee; 

2. Any expenditure or allowance in relation to winnings from lotteries, crossword puzzles, races 

including horse races, card games and other games of any sort or from gambling or betting of 

any form or nature. 
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Lesson 8 

EXEMPTED INCOME  

INCOME EXEMPT U/S 10  

The following incomes are absolutely exempt from tax under Sec.10, as they do not form part of total 

income:- 

Agriculture Income [Sec. 10(1)] 

ǒ  Agriculture Income is exempt from tax if it comes within the definition of ñagricultural 

incomeò as given in Sec. 2(1A).  

ǒ  Agricultural income, though exempt, is to be aggregated in case of certain assessee for the 

purpose of determining the rate of tax on non-agricultural income. 

[However, income from tea grown and sold in India is computed in term of Rule 8.] 

Receipt by a member from a Hindu undivided family [Sec. 10(2)]  

¶  Any sum received by an individual, as a member of HUF, either out of income of the family 

or out of income of estate belonging to family is exempt from tax. 

¶  Such receipts are not chargeable to tax in the hands of an individual member even if tax is 

not paid or payable by the family on its total income. 

 

Exception: 

¶ Where, an individual being a member of a Hindu undivided family- 

ü converted its separate property, into property belonging to the family; or 

ü throwing it into the common stock of the family; or 

ü transferred by the individual, directly or indirectly, to the family 

ü otherwise than for adequate consideration, 

then, for the purpose of computation of the total income of the individual under this Act for any 

assessment year:ð 

(a)  The individual shall be deemed to have transferred the converted property, through the family, to 

the members of the family for being held by them jointly; 

(b) The income derived from the converted property or any part thereof shall be deemed to 

arise to the individual and not to the family; 

¶ Where the converted property has been the subject-matter of a partition (whether partial or total) 

amongst the members of the family,  

ü The income derived from such converted property as is received by the spouse on partition  
ü shall be deemed to arise to the spouse from assets transferred indirectly by the individual to the 

spouse and  

shall be deemed to arise to the individual 

 

Share of Profit from Partnership Firm  [Sec. 10(2A)] 

Share of profit received by partners from a firm (which is assessed as firm) is exempt in the hands of 

partners. Since firm is a separate entity under the Income Tax Act and liable to pay income tax on its 

income, the same is not taxable in the hands of partnerôs. 

Interest to Non-Resident (Indian citizens or foreign citizens) [Sec 10(4)] 

ü  Interest on bonds or securities notified by the Central Government before Ist Juneô2002; 

including income by way of premium on the redemption of such bonds is exempt from tax. 

[Sec.10 (4)(i)]. 

ü  In case of an individual resident outside India [u/s 2(q) of FERA 1973] any income from 

interest on money standing to his credit in a NON RESIDENT (EXTERNAL) ACCOUNT 

in any bank in India is exempt from tax. [Sec.10(4)(ii)] 
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ü  In case of an individual being a citizen of India or a person of Indian Origin, who is a non-

resident, any income from interest on National Saving Certificate VI / VII issue issued before 

01.06.2002 is exempt from Tax. [Sec10(4B)] 

Provided that the individual has subscribed to such certificates in convertible foreign 

exchange remitted from a country outside India in accordance with the provisions of the 

FEMA -1999 and rules made there under. 

Note:- In case of a non resident assessee (being an Indian citizen / Person of Indian origin / or Hindu 

undivided family) any income in respect of unit acquired out of fund in a NR-(E) A/C is also not 

chargeable to Tax. 

Allowance / Perquisites paid outside India [Sec.10 (7)] 

Any allowance or perquisites paid or allowed outside India by the Government to a citizen of India 

for rendering service outside India is exempt from Tax 

Amount paid on life Insurance policies [Sec10 (10D)] 

Any sum received under a life insurance policy, including bonus on such policy is wholly exempt 

from tax. However, the following sums received are not exempt under this section:- 

(a)   Any sum received under sub-section 80DD or sub-section (3) of section 80DDA ; or 

(b)  Any sum received under a Keyman insurance policy; or 

(c) Any sum received under an insurance policy issued on or after the 1st April, 2003 [but 

before 31st day of March 2012] in respect of which the premium payable for any of the years 

during the term of the policy exceeds twenty per cent of the actual capital sum assured; or 

Note:  

In calculating capital sum assured as mentioned in clause (c) above no account shall be taken: - 
(a) of the value of any premiums agreed to be returned; or 

of any benefit by way of bonus or otherwise over and above the sum actually assured, which is to be 

or may be received under the policy by any person. 

*(d) Any sum received under an insurance policy issued on or after the first day of April, 2012 in 

respect of which the premium payable for any of the year during the term of the policy exceeds 10 % 

of the actual capital sum assured  

Note: For the purpose of this clause ó actual capital sum assuredô in relation to a life insurance policy 

shall mean the minimum amount assured under the policy on the happening of the insured event at 

any time during the term of the policy not taking into account ï  

(a) the value of any premiums agreed to be returned; or 

(b) any benefit by way of bonus or otherwise over and above the sum actually assured, which is 

to be or may be received under the policy by any person. 

PROVIDED THAT the provision of the above sub ï clause (c) and (d) shall not apply to any sum 

received on the death of a person. (i.e. any sum received from the above policy on the death of the 

policyholder shall be exempt from tax.) 

Provided also that where the policy, issued on or after the 1st day of April 2013, is for Insurance on 

Life of any person who is ï 

(i)  a person with disability or a person with severe disability as referred to in sec. 80U; or 

(ii)  suffering from disease or ailment as specified in the rules made u/s 8oDDB 

the provisions of this sub-clause shall have effects as if for the words 10%, the words 15 % had been 

substituted 

[ñKeyman insurance policyò means a life insurance policy taken by a person on the life of another 

person who is or was the employee of the first-mentioned person or is or was connected in any 

manner whatsoever with the business of the first-mentioned person (and w.e.f 1-4-2014 includes such 

policy which has been assigned to a person at any time during the term of the policy, with or without 

any consideration);] 

Scholarships Granted to meet the cost of education [10(16)]:  

Scholarship granted by school, college, or university to any student to meet the cost of education is 

wholly exempt from tax. 

Payment Received from Provident Funds [Sec.10(11)] 
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Any payment from provident fund to which the Provident Funds Act- 1925 applies or from any other 

provident fund set up by the Central Government and notified by it in this behalf in the Official 

Gazette. 

Payment Received from Sukanya Samriddhi Account [Sec.10(11A)] 

Any payment from an account, opened in accordance with the Sukanya Samriddhi Account Rules, 

2014 made under the Government Saving Bank Act, 1873.  [w.e.f. 1-4-2015] 

PAYMENT RECEIVED FROM RECOGNISED PROVIDENT FUNDS [ Sec.10(12)] 

The accumulated balance due and becoming payable to an employee participating in recognized 

provident fund, to the extent provided in RULE-8 OF PART-A of the FOURTH SCHEDULE. 

PAYMENT RECEIVED FROM NATIONAL PENSION TRUST[ SEC.10(12B)]  

ï Any payment from the National Pension System Trust 

ï to an employee under the pension scheme referred to in section 80CCD, 

ï on partial withdrawal made out of his account in accordance with the terms and 

conditions, specified under the Pension Fund Regulatory and Development Authority Act, 2013 (23 

of 2013) and the regulations made thereunder, 

-to the extent it does not exceed twenty-five per cent of the amount of contributions made by him. 

Analysis: 

There will be an exemption on Partial withdrawal from NPS not exceeding 25% of the contributions 

made by an employee. 

DAILY ALLOWANCES OF MEMBERS OF PARLIAMENT  [Sec. 10(17)]: 

¶ Daily allowance received by any member of Parliament or of any State Legislature or of any 

Committee thereof;  

¶ Constituency Allowance received by any member of Parliament. 

¶ Any constituency allowance received by a member of any State Legislature. 

Award [Sec 10(17A)]: 

The following awards, whether paid in cash or in kind, are exempt from tax:- 

(a) Any award instituted in the public interest by the Central Government or any State Government 

or instituted by any other body and approved by the Central Government. 

(b) Any reward by the Central Government or any State Government for such purposes as may be 

approved by the Central Government in this behalf in the public interest. 

Pension to Gallantry award winner  [(Sec10 (18)] 

Pension received by an individual who has been in the service of the--  

ü Central Government or State Government; and 

ü has been awarded ñParam Vir Chakraò or ñMaha Vir Chakraò or ñVir Chakraò or such other 

gallantry award notified by the Central Government, is exempt from tax. 

ü Exemption is also available, if family pension is received by any member of the family of an 

individual referred above. [Sec 10(18)(ii)]: 

Pension to family member of Armed Forces [(Sec 10(19)] 

Family pension received by the widow or children or nominated heirs, as the case may be, of a 

member of armed forces (including paramilitary forces) of the Union, where the death of such 

member has occurred in the course of operational duties, in such circumstances and subject to such 

condition as prescribed under Rule 2BBA.  

Income of Local Authority [Sec 10(20)]: 

The following income of the local authority is exempt from tax:- 

(a) Income under the head ñIncome from house propertyò, ñcapital gainò or ñincome from other 
sourcesò. 

(b) Income from the supply of a commodity or services (not being water or electricity) within its own 

jurisdiction area; and 

(c) Income from supply of water or electricity within or outside its own jurisdiction area. 

Note: - If local authority supplies commodity or service other than water & electricity to outside its 

own jurisdictional area, income earn from these supply will be taxable under Income tax act. 
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Income of Scientific Research Association [Sec 10(21)] 

Any income of a research association, approved for the purpose of clause (ii) or clause (iii) of sub 

section (1) of sec. 35 is exempt from tax, if the following conditions are satisfied:- 

(i)  It has to apply its income or accumulates it for application, wholly and exclusively to the 

objects for which it is established and the provisions of Sec 11(2) & 11 (3) shall apply in 

relation to such accumulation. 

(ii)   It has not deposited or invested its funds otherwise than its anyone or more of the 

forms/modes specified in sec 11(5). 

(iii)   Exemption is not available in relation to any income of such association being profits and 

gains of business unless the business is incidental to the attainment of its objectives and 

separates books of account are maintained in respect of such business. 

(iv)  Where the research association is approved by the Central Government and subsequently 

that Government is satisfied that :- 

(a)  the research association has not applied its income in accordance with the aforesaid 

provision; or 

(b) the research association has not invested or deposited its fund in accordance with the 

aforesaid provisions; or 

(c)  the activities of the research association are not genuine; or 

(d) the activities of the research association being carried out in accordance with all or any of 

the conditions subject to which such association was approved. 

It may at any time after giving a reasonable opportunities of showing cause against the 

proposed withdrawal to the concerned association, by order, withdraw the approval and 

forward a copy of the order withdrawing the approval to such association and to the 

assessing officer. 

 

Income of News Agency set-up in India  [Sec. 10(22B)] 

Any income of news agency set-up in India solely for collection and distribution of news as the 

Central Govt. may notify in official Gazette, is exempt from tax. 

 PROVIDED that the news agency applies its income or accumulate it for application solely 

for collection and distribution of news and does not distribute its income in any manner to its member.  

Income of Professional Association / Institution [Sec 10(23A)] 

Any income other than: 

ü income chargeable under the head income from house property; or 

ü any income received for rendering any specific services; or 

ü income by way of interest or dividends derived from its investments 

is exempt from tax if the following conditions are satisfied:- 

(a) Such institution is established for the purpose of control, supervision, regulation or 

encouragement of the profession of law, medicine, accountancy, engineering or architecture or 

such other profession as the central government may specify  

(b) the association or institution applies its income or accumulate it for application, solely to the 

objects for which it is established. 

(c) the association or institution is for the time being approved by the central government. 

ǒ Where the association or institution has been approved by the central government and 

subsequently that Government is satisfied that:- 

(i) such institution has not applied or accumulated its income in accordance with the above 

provisions; or 

(ii)  the activities of the institution are not being carried out in accordance with the conditions 

subject to which such institutes approved. 

It may, at any after giving a reasonable opportunity of showing cause against the proposed 

withdrawal, by order withdraw the approval and forward a copy of the order withdrawing the 

approval to such association/institutions and to the assessing officer. 
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Income of fund established for welfare of employees or their dependents [Sec 10 (23AAA)] 

Exempt from tax, if the funds:- 

(i) applies its income or accumulate it for application to the object for which it is established. 

(ii)  invest its funds, contribution and other sums received by it in the forms or modes specified in 

Sec 11(5); 

(iii)  is approved by the Principal Commissioner or Commissioner of income tax. 

Income of Pension Fund [Sec 10(23AAB)] 

Any income of fund setup by the LIC of India or any other insurer under a pension scheme:- 

(i) to which contribution is made by any person from the purpose of receiving pension from such 

fund; and 

(ii)  which is approved by Controller of Insurance or the Insurance Regulatory and Development 

authority, has been exempted from income tax. 

Income from Khadi or village Industries [Sec 10(23B)] 

Any income of an institution constituted as a public charitable trust or registered under the societies 

registration act 1860 or under any other law and existing solely for the development of khadi or village 

industries and not for the purpose of profit is exempt from tax-  

ü to the extent such income is attributable to the business of production, sale or marketing of khadi 

or products of village industries if:- 

(i) it applies its income or accumulate it for application solely for the development of the industries; 

and 

(ii)  the institution is approved by the Khadi and Village Industries Commission. 

ǒ If the commission is satisfied that:---  

ü the institution has not applied or accumulated its income in accordance with the aforesaid 

provisions; and  

ü the activities of the institutes is not being carried out in accordance with condition subjects to 

which such institute was approved  

it may after giving an opportunity of showing cause against proposed withdrawal, withdraw the 

approval of the institution. 

Income of Khadi and Village Industries Boards set up under a State or Provincial Act [Sec.( 

23BB)]   Exempt from Tax. 

Income of Statutory Bodies constituted for the administration of Public Religious or Charitable 

Trust or Societies for Religious or Charitable purpose- [Sec.10 (23BBA)] 

ü Exempt from Tax. 

Income of Trade Unions [Sec.10 (24)]: 

Any income chargeable under the head: 

Ĕ income from house property; and 

Ĕ income from other sources; 

of a registered union and an association of registered union is exempt from tax. 

Income of Provident Funds [Sec10 (25)] 

The following income of Provident Fund to which the Provident Funds Act, 1925 applies is exempt 

from tax--: 

Ĕ Interest on securities held by statutory provident fund; and 

Ĕ Any capital gains arising from the sale, exchange or transfer of such securities; 

Ĕ Any income received by the trustees on behalf of a recognized provident fund, superannuation 

fund and an approved Gratuity fund, 

Ĕ Any income received by the board of trustee on behalf of deposit linked insurance fund. 

Income of the Minor Child [Sec10 (32)] 

In case the income of an individual includes the income of his minor child in terms of Sec.64(1) such 

an individual shall be entitled to exemption of Rs. 1500/- or actual income of minor as included in 

the income whichever is lower, in respect of each minor child is exempt from tax 

Capital Gain on transfer of US-64 [Sec-10(33)] 
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ü Any income arising from the transfer of US-64 on or after April.1, 2002, is not chargeable to tax 

whether the US-64 is long-term capital assets or short-term capital assets. 

ü Capital loss on transfer of such units shall not be allowed to be set off / carried forward to claim 

set off. 

Dividend in the hands of shareholders [Section 10(34)] 

Any income by way of dividend referred to in sec.115-0 [i.e. dividend, not being covered by 

sec.2(22)(e)] is exempt from tax. 

Income of Shareholder on account of buy back of shares by the company [Sec. 34A]: (w.e.f. 

1.4.2014) 

Any income arising to an assessee, being a shareholder, on account of buy back of shares (not being 

listed on a recognized stock exchange ) by the company as referred to in section 115QA is exempt 

from tax 

Income from Unit in the hands of the unit-holders [Section 10(35)] 

Income received on units of UTI and Mutual Funds covered under Sec. 10(23D) shall be exempt in 

the hands of the unit-holders. However, income arising from transfer of units (i.e. capital gain) of 

UTI or units of Mutual fund shall not be exempt from tax. 

Long-term capital gains on compulsory acquisition of urban agricultural land [Sec.10 (37)] 

ü Exemption available to Individual and HUF only; 

ü On capital gain arising on transfer by way of compulsory acquisition of urban agricultural land 

ü If such land was used by the assessee or any of his parents for agricultural purpose. 

ü During two years immediately prior to transfer.  

ü Such transfer may be by way of compulsory acquisition under any law or transfer the 

consideration for which is determined or approved by the Central Govt. or the Reserve Bank of 

India. 

Special provision relating to incomes of Political Parties. [Section 13 A] 

Any income of a political party which is chargeable under the head: 

¶  ñIncome from house propertyò or 

¶  ñIncome from other sourcesò or 

¶  ñCapital gainsò or  

¶  Any income by way of voluntary contributions received by a political party from any person 

shall not be included in the total income of the previous year of such political party: 

Provided thatð 

(a) such political party keeps and maintains such books of account and other documents as 

would enable the Assessing Officer to properly determine its income there from; 

(b) in respect of each such voluntary contribution in excess of twenty thousand rupees, such 

political party keeps and maintains a record of such contribution and the name and address 

of the person who has made such contribution; and 

(c) the accounts of such political party are audited by a Chartered Accountant or other qualified 

Accountants. 

Provided further  that if the treasurer of such political party or any other person authorised by that 

political party in this behalf fails to submit a report under sub-section (3) of section 29C of the 

Representation of the People Act, 1951 in respect of contribution received by political party in excess 

of Rs. 20,000 from any person / company for a financial year, no exemption under this section shall 

be available for that political party for such financial year. 

The term ñPolitical Partyò means a political party registered with the Election Commission of India 

under section 29A of the Representation of the People Act, 1951. 

Special provision relating to voluntary contributions received by electoral trust [Sec. 13 B] 

Any voluntary contributions received by an electoral trust shall not be included in the total income 

of the previous year of such electoral trust, if ð 

(a) such electoral trust distributes to any political party, registered under section 29A of the 

Representation of the People Act, 1951 during the said previous year, ninety-five per cent of 
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the aggregate donations received by it during the said previous year along with the surplus, 

if any, brought forward from any earlier previous year; and 

(b)  such electoral trust functions in accordance with the rules made by the Central Government.

  

 [Inserted w.e.f ï 1st April , 2010] 

Question 

(1) Mr. X (48 years) has presented the following information for previous year 2015-2016. Find 

 out his tax liability for the assessment year 2016-17. 

  Rs. 

(i) X is a resident and ordinary resident in India  

(ii)  He is a member of HUF. His share of profit from the family  2,65,000 

(iii)  He is a partner of XYZ & Co. His share of profit from the firm  8,40,000 

(iv) During the previous year, X has received a scholarship  20,000 

(v) X is employed by a company on part time basis at a monthly salary 

of- 

25,000 

(vi) Interest on Govt. Securities 4,60,000 

(vii)  X is qualified to claim a deduction u/s 80C 60,000 

[Ans. Taxable Income Rs. ééééééé. Tax Liabilities Rséééééééééé.] 

(2) From the following given below information relating to Mr. P, find out his taxable income 

and tax liabilities for A/y ï 2016-2017. 

  Rs. 

(i) Winning from Bihar state Lottery 2,50,000 

(ii)  Expenditure on earning above winning including cost of 

ticket 

10,000 

(iii)  Income from the activity of owning and maintaining horse 

Race 

2,80,000 

(iv) Income from winning in horse race  50,000 

(v) Winning from camel race in Dubai 850,000 

(vi) Salary from X Ltd. (including entertainment allowance of 

Rs.24,000) 

8,64,000 

(vii)  Interest income of minor child (of deposit made out of gift 

received by child from his uncle) 

75,000 

(viii)  Income of Mrs. P [it is interest on company deposit (50 % 

of deposit made out from gift received from Mr. P and 50 

% is made out of gift received from her brother) , Mrs. P 

does not have any other income] 

2,32,000 

(ix) Public Provident fund Contribution 75,000 

  

[Ans. Taxable Income Rs. éééééééé. Tax Liabilities Rséééééééééé. ] 

(3) Xyz Memorial Trust is a wholly charitable Institution. It runs hospital and also engaged in 

other charitable  activities. It is registered under section 12A. From the following information, 

find out the net income and  tax liability of the trust for the assessment year 2016-2017. 

(i) Income from property held for charitable purpose (including income of hospital): Rs.20 

lakhs. 

(ii)  Voluntary contributions (with specific direction that they shall form part of corpus of the 

trust)  (names    and addresses of the donors / contributors are available with 

the trust) :Rs. 20 lakh. 

(iii)  Voluntary contributions (without any specific direction) (name and addresses of donors / 

contributors are   available with trust) : Rs. 8 Lakhs. 

(iv) Voluntary contributions (without any specific direction) (name and addresses of donors / 

contributors are   not available) :Rs. 40 lakhs. 

(v) Amount spent for charitable purpose : 16 lakhs. 
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[Ans. Taxable Income Rs. ééééééé. Tax Liabilities Rséééééééééé. ] 

(4) Xyz Trust is created wholly for religious purposes. It is registered under section 12A. From 

the following  given below information, find out the net income and tax liability of the trust for the 

 assessment year 2016-2017. 

(i) Income from property held for charitable purpose (including income of hospital): Rs.15 

lakhs. 

(ii)  Voluntary contributions (with specific direction that they shall form part of corpus of the 

trust) (names and addresses of the donors / contributors are available with the trust) : Rs. 12 lakh. 

(iii)  Voluntary contributions (without any specific direction) (name and addresses of donors / 

contributors are available with trust) : Rs. 6 Lakhs. 

(iv) Voluntary contributions (without any specific direction) (name and addresses of donors / 

contributors are not available) :Rs. 25 lakhs. 

(v) Amount spent for charitable purpose : 13 lakhs. 

[Ans. Taxable Income Rs. éééééé. Tax Liabilities Rséééééééééé. ] 

(5) Suppose in problem (3) above, the taxpayer trust is partly for religious purposes and partly 

for charitable purposes. Voluntary contributions of Rs. 40 lakhs (without any specific direction) 

(name and addresses of  donors  / contributors are not available), as mention in problem (3) are 

received for hospitals run by the trust. Find out net income and tax liability of the trust for 

assessment year 2016-17.  

[Ans. Taxable Income Rs. éééééééé. Tax Liabilities Rséééééééé. ] 

(6) Suppose in problem (3) above, the taxpayer trust is partly for religious purposes and partly 

for charitable  purposes. Voluntary contributions of Rs. 40 lakhs (without any specific direction) 

(name and  addresses of donors / contributors are not available), as mention in problem (3) are 

received for other  religious / charitable purposes but not for hospitals / educational institution 

run by the trust. Find out net  income and tax liability of the trust for assessment year 2016-17.  

[Ans. Taxable Income Rs. éééééé. Tax Liabilities Rséééééééééé. ] 
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Lesson 9 

AGRICULTURAL INCOME  

[Sec 2(1A)] 

Agriculture income means:- 

(a) any rent or revenue derived from land which is situated in India and is used for agricultural 

purposes. [Sec. 2(1A) (a)] 

Note:-   

(i) Rent is payment, in money or in kind, by one person to another in respect of grant of right 

to use of land. Rent whether received in cash or in kind, constitute agricultural income if 

agricultural land is situated in India.   

(ii)  If the rent is received by an original tenant from sub tenant under sub lease or rent is 

received by mortgagee in possession of agricultural land, the receipt may be ñagricultural 

incomeò, if the land is situated in India and is used for agricultural purposes. 

(iii)  Revenue can be said to be derive from land only if land is effective & immediate source of 

income and not the indirect and secondary source of income. 

(b) any income derived from land situated in India by agricultural operations [Sec. 

2(1A)(b)]: 

Sec. 2(1A)(b) includes the following three as agricultural income: 

(i)  any income derived by agriculture from land situated in India and used for the purpose of 

agriculture;  

(ii)   any income derived by cultivator or receiver of rent in kind of any process ordinarily 

employed to render the produce raised or received by him fit to be taken to the market; or. 

(iii)   any income derived from such land by the sale by a cultivator or receiver of rent in kind 

of the produce raised or received by him in respect of which no process has been performed 

other than a process of the nature described in (ii) above.  

  Where, however, the produce is subject to other process, income arising on 

sale of such produce is partly agricultural income and partly none agricultural income.

  

Note: -- The ordinary process employed to render the produced fit to be taken to market includes 

thrashing, winnowing, cleaning, drying, crushing, boiling and decanting etc. 

However, in respect of such process, the following condition must be satisfied:-- 

(a) The process must be one which is ordinarily employed by a cultivator or receiver of rent in 

 kind; and 

(b) The process must be applied to render the produced fit to be taken to the market. 

Sec.2(1A)(b), does not describe sale of commodity different from what is cultivated and processed 

and where the assessee is growing mulberry leaves, feeding them to silk worms and obtaining silk 

cocoons, income from sale of silk cocoons is not an agricultural income.  

- K. LakshmananCo. V. CIT (1999) 

 (c) Any income derived from any building owned and occupied by the cultivator or receiver of 

the rent or revenue of any such land or receiver of rent- in-kind of any land with respect to which, or 

the produce of which, any process mentioned above is carried on;   [Sec. 2(1A)(c)] 

Provided that- 

(i) The building is on or in the immediate vicinity of (near) the land situated in India and used 

for agricultural purpose and the cultivator or receiver of rent in kind, by reason of his connection with 

the agricultural land, require the building as a:--- 

(a) dwelling house; or 

(b) store house; or 

(c) other out building 

(ii)  The land is either assessed to land revenue in India or subject to a local rate assessed and 

collected by officers of the government; or 

Where the land is not assessed to land revenue in India or subject to local rate, it is situated 
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outside ñurban areaò i.e. 

(a) any area which is comprised within the jurisdiction of any municipality (whether known as 

municipality, municipal corporation, notified area committee, town area committee, town 

committee or by any other name) or a cantonment board and which has a population of not 

less than 10000 ; or 

(b) In any area within the distance, measured aerially:- 

  (i)not being more than two kilometers, from the local limits of any municipality or 

cantonment board and which has a population of more than ten thousand but not exceeding 

one lakh; or 

 (ii)not being more than six kilometers, from the local limits of any municipality or 

cantonment board and which has a population of more than one lakh but not 

exceeding ten lakh; or 

 (iii) not being more than eight kilometers, from the local limits of any municipality or 

 cantonment board and which has a population of more than ten lakh;  

However, 

(i) revenue derived from such land shall not include and shall be deemed never to have included any 

income arising from transfer of such land; and 

(ii)  Income derived from such land or building from the use of any other purpose like ï 

§ letting for residential purpose; or  

§ for the purpose of any business or profession  

shall not be agricultural income and chargeable to tax under the head óIncome from House Propertyô. 

Note:- Section 10(1) exempt agricultural income from tax. However, in some cases agricultural 

income is taken into consideration to determine tax on non-agricultural income.  

INSTANCES OF AGRICULTURE INCOME:  

(i) Income arising from sale of replanted Tree ; 

(ii)  The Fees collected from owners of cattle, normally used for agricultural purposes, for 

allowing them to graze on forest lands covered by jungle and grass grown spontaneously.  

(iii)  Income from growing flowers and creepers. 

(iv) Income derived from sale of seeds. 

(v) Compensation received from an insurance company for damage caused by hailstorm to the 

green leaf forming part of the assesseeôs tea garden. [moreover, no part of such 

compensation consists of manufacturing income, as such compensation cannot be 

apportioned under rule -8 between manufacturing income and agricultural income.  

 [CIT v. B. Gupta (Tea) (P.) Ltd. (1969) (cal.)] 

(vi) Interest on capital from the firm engaged in agricultural operation.  

[ CIT v. M. L. Mahindra (1978)(Gauhati)]  

INSTANCES OF NON ï AGRICULTURAL INCOME:  

The following are held as non-agriculture income: 

(i) INTEREST ON 

Arrears 

Interest on arrears of rent payable in respect of agricultural land as it 

is neither rent nor revenue derived from land. 

(ii)  Natural Growth Income from sale of forest trees, fruits and flowers grawing on land 

naturally and spontaneously and without the intervention of human 

agency. 

(iii)  Salt Income of salt produced by flooding the land with sea water, as it is not 

derived from land used for agricultural income. 

(iv) Purchase of 

standing crop. 

Profit accruing from the purchase of a standing crop and resale of it 

after harvest by a merchant having no interest in land except a mere 

license to enter upon the land and gather , upon the produce, since land 

is not the direct, immediate or effective source of income. 

(v) Poultry Farming Income from poultry farming. 

(vi) Supply of Water Income from supply of water by the assessee from a tank in its 

agricultural land. 
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(vii) Shooting in farm 

house 

Receipts from TV serial shooting infarm house is not agricultural 

income. 

Exemption U/S 10(1) 

Section 10(1) exempts agricultural income from tax. The reason of exemption of agricultural income 

from Central Taxation is that the Constitution gives exclusive power to make laws with respect to 

taxes on agricultural income to the State Legislature. However, in some cases agricultural income is 

taken into consideration to determine tax on non-agricultural income. 

With effect from the assessment year 2009-2010, any income derived from saplings or seedings 

grown in a nursery shall be deemed to be agricultural income. 

Computation of business income in cases where income is partly agricultural and partly Business in 

nature 

Income from the manufacture of Rubber: [Rule 7A] 

(1)  Income derived from the sale of centrifuged latex based crepes or brown crepes or 

technically specified block rubbers manufactured or processed from field latex or coagulum 

obtained from rubber plants grown by the seller in India shall be computed as if it were 

income derived from business, and  

¶ 35% of such income shall be deemed to be income liable to tax and  

¶ 65% is treated as agriculture income. 

(2)  In computing such income, an allowance shall be made in respect of the cost of replacement 

of rubber plant that have died or become permanently useless in an area already planted, if 

such area has not previously been abandoned, and for determining such cost, no deduction 

shall be made in respect of amount of any subsidy which is exempt from tax. 

Income from the manufacture of Coffee: [Rule 7B] 

(1) Income derived from the sale of coffee grown and cured by the seller in India shall be 

computed as if it were income derived from business, and  

¶ 25 % of such income shall deemed to be income liable to tax and  

¶ 75 % of such income is deemed as agricultural income. 

(2) Income derived from sale of coffee grown, cured, roasted and grounded by the seller in 

India, with or without mixing chicory or other flavoring ingredient shall be computed as if 

it were income derived from business and  

¶ 40% of such income shall be deemed to be income liable to tax and  

¶ 60% of such income is treated as agricultural income. 

(3) In computing such income, an allowance shall be made in respect of the cost of replacement 

of coffee plant that have died or become permanently useless in an area already planted, if 

such area has not previously been abandoned, and for determining such cost, no deduction 

shall be made in respect of amount of any subsidy which is exempt from tax u/s 10(31) 

Income from the manufacture of Tea: [Rule 8] 

(1) Income derived from the sale of tea grown and manufactured by the seller in India shall be 

computed as if it were income derived from business after making permissible deduction. 

¶ 40% of income so arrived at is treated as business income and  

¶ the balance 60 % is treated as agricultural income. 

(2) In computing such income, an allowance shall be made in respect of replacement of 

planting bushes that have died or become permanently useless in an area already planted, 

if such area has not previously been abandoned, and for determining such cost, no 

deduction shall be made in respect of amount of any subsidy received from Tea Board 

which is exempt from tax u/s 10(30). 

Note: 

(i) If a person directly sells green tea leaves, income there from is 100 percent agricultural 

income.  [Union of India v. Belagachi Tea Co. Ltd. (2008). [SC]. 

(ii)  These rules are applicable whether income is positive or negative. For instance, loss from the 
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 activity of growing and manufacturing tea in India to the extent of 40% is treated as business 

 (non-agricultural) loss which can be set off against any normal business income under 

 section  70 and 60 % is taken as agricultural loss.  

[Hindustan Unilever Ltd. v. CIT (2010)]  

Income which is partially agricultural and partially from business [Rule 7] 

(1) In case of income which is: 

§ partially agricultural income as defined in section 2; and  

§ partially income chargeable to income tax under the head ñ Profits and gains of businessò, 

in determining that part which is chargeable to income tax : 

Ý the 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 raw material in such business; or 

Ý the sale receipts of which are included in the accounts of the business  

 shall be deducted, and no further deduction shall be made in respect of any expenditure 

incurred by the assessee as a cultivator or receiver of rent in kind. 

(2) For the purpose of sub ïrule (1) ñmarket valueô shall be deemed to be:- 

(a) Where agricultural produce is ordinarily sold in the market, the value calculated according to 

the average price at which it has so sold during the previous year. 

(b) Where the agricultural produce is not ordinarily sold in the market in its raw state or after 

application to it of any process, the aggregate ofð 

Á the expenses of cultivation; 

Á the land revenue or rent paid for the area in which it was grown; and  

Á such amount as the assessing officer finds having regard to all the circumstances in each 

case, to represent a reasonable profit. 

Non- Apportionable expenses shall be fully deducted 

For disintegrating a composite business income, which is partially agricultural and partially non-

agricultural, the market value of any agricultural produce, raised by the assessee or received by him 

as rent-in-kind and utilized as raw material in his business, is deducted. No further deduction is 

permissible in respect of any expenditure incurred by the assessee as cultivator or receiver of rent in 

kind. 

Illustration (1) 

T Ltd grows sugarcane to manufacture sugar. Data for previous year 2016-2017 is as follows:  

Particulars Rs. in lakh 

Cost of cultivation of sugarcane 

Market value of sugarcane when sugarcane is transferred to factory  

Other manufactory cost  

Sales turnover of sugar 

Salary of Managing Director who look after agriculture as well as non-

agricultural operations of the comp.  

12 

18 

12 

44 

 

4 

Calculate income of T Ltd. 

Solution: 

 Income from manufacturing 

(Rs. in lakh) 

Agriculture 

Income 

(Rs. in lakh) 

Sales Turnover / market value of sugarcane  

Less: Expenses: 

Manufacturing expenses 

Market value of raw material (i.e. 

Sugarcane)  

Managing Directorôs. Salary  

Cultivation expenses 

44 

 

12 

18 

4 

---- 

18 

 

--- 

--- 

--- 

12 

Income 10 6 
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Illustration (2)  

S Ltd. is engaged in the business of growing & manufacturing tea in India. The following data is 

available for the previous year 2016-2017. 

Particulars Rs in lakh 

Sales turnover of tea  

Less:  

Expenses on growing tea leaves  

Manufacturing expenses  

45 

 

20 

15 

Total Income  10 

Calculate agricultural and non-agricultural income 

Solution: 

Agricultural Income = 10 ³ 60/100 = 6 lakh  

Non- Agricultural Income 10 ³ 470/100 = 4 lakh  

PARTIAL INTEGRATED TAXATION OF NON -AGRICULTURE INCOME WITH 

INCOME DERIVED FROM AGRICULTURE  

The scheme of partial integration of tax on non-agricultural income with income derived 

from agriculture is applicable only if the following conditions are satisfied:  

¶ The taxpayer is an individual, a Hindu undivided family, a body of individual, an association 

of persons, or an artificial juridical person. 

¶ The taxpayer has non- agricultural income exceeding the amount of exemption limit. 

¶ The agriculture income of the taxpayer exceeds Rs. 5,000.  

Computation of tax in cases covered by the scheme: 

Income Tax will be computed for the Assessment year 2016-2017 in the following manner:  

 (i) Net agricultural income is to be computed as if it were income chargeable to income tax. 

(ii)  Agricultural and non-agricultural income of the assesses will then be aggregated and 

income-tax is calculated on the aggregate income as if such aggregate income were the 

total income. 

(iii)  The net agricultural income is then increased by the first slab of income on which tax is 

charged at Nil Rate (i.e. Rs 2,50,000, Or Rs. 3,00,000, as the case may be) and income 

tax is calculated on net agricultural income so increased, as if such income were the total 

income of the assessees. 

(iv) The amount of income tax determined at step. (ii) Will be reduced by the amount of 

income tax determined under step (iii). 

(v) Find out the balance and add surcharge & education cess.  

(vi) The amount so arrived at is the income tax payable by the assessee.  

Illustration: (3)  

For the Assessment year 2016-2017, net agricultural income of an assessee is Rs 1,86,000 and non-

agricultural income is Rs. 4, 65,000. The taxpayer contributes Rs 40,000 towards public provident 

fund. Find out the tax if the tax payer is -  

(a) Mr. A, an individual  (b) B, a HUF  

(c) AB & Comp. a firm   (d) X Ltd, an Indian comp. 

Solution: 

 Rs 

Gross Total income  

Less: Deduction v/s 80-C 

4,65,000 

40,000 

Total Income  4,25,000 

Computation of tax in case of Mr. A and B (a HUF) 

 

1. Income Tax on Rs 6,11,000 (i.e. Rs 4,25,000+ Rs 1,86,000)  

2. Income tax on agricultural income: Rs 1,86,000 + Exempted slab of Income Rs. 

2,50,000 

Rs. 

47,200 

18,600 
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3. Income tax computed at (1) minus income tax computed at (2) 28,600 

Add:  Education Cess @ 3 %  858 

Tax Payable  29,458 

R/Off  29,460 

Computation of tax in case of AB & Comp. and X Ltd. 

 AB & Comp. X Ltd.  

Tax on non agricultural income of Rs. 4,65,000 @ 30% 

Add:  Surcharge  

Tax & Surcharge 

Add:  Education Cess @ 3%  

1,39,500 

Nil  

1,39,500 

4,185 

1,39,500 

Nil  

1,39,500 

4,185 

Tax Liability 1,43,685 1,43,685 

Note: agricultural income is not considered in case of firm and companies. 

Illustration (4)  

Mr. X, resident, aged 68 years, has income under the head House property Rs.3,25,000, agricultural 

income of Rs.1,00,000, Long term capital gain amounting to Rs. 45,000 and income from gambling 

activities Rs.35,000. He has invested Rs.20, 000 in NSC out of his agricultural income. Calculate the 

Tax Liability of Mr. X. 

Solution: 

Computation of Total Income 

Income under the head house property      3, 25,000 

Income under the head Capital Gains (Long term capital gain)      45,000 

Income under the head Other Sources (Gambling activities)     35,000 

Gross Total income        4, 05,000 

Less: Deduction u/s 80C         20,000 

Total Income          3,85,000 

Agricultural Income         1,00,000 

            4,85,000 

Computation of Tax Liability: 

(1) Tax on (agricultural + non- agricultural income i.e on Rs.4, 05,000)   10,500 

(2) Tax on (Rs.3,00,000 + agricultural income Rs.1,00,000)    10,000 

(3) Deduct Tax at step 2 from Tax at step 1       500 

Tax on Long term capital gain Rs. 45,000 @ 20% u/s 112    9,000 

Tax on Gambling Activities Rs. 35,000 @ 30% u/s 115BB    10,500 

   Total Tax        20,000 

Education Cess @ 2%           400 

Secondary and higher education cess @ 1%       200 

Total Tax Payable         20,600 
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Lesson 10 

CLUBBING OF INCOME  

Section 60: Transfer of income where there is no transfer of the ownership of assets. 

All income arising to any person--- 

Ĕ by virtue of a transfer whether revocable or not  

Ĕ shall, where there is no transfer of the assets from which the income arises,  

Ĕ be chargeable to income-tax  

Ĕ as the income of the transferor and shall be included in his total income. 

Illustration:  

Mr. R owns, 5,000, 12 % Debentures of X Ltd. of Rs. 100 each. (Annual interest being Rs. 60,000). 

On April 1, 2015, he transfers interest income to his brother Mr. S, without transferring the ownership 

of these debentures. Although during f/y 2015-2016 interest of Rs. 60,000 will be received by S, it is 

taxable in the hands of R, as he has transferred income without transferring the ownership of the 

assets. 

Section 61:  Revocable transfer of assets. 

All income arising to any person ð 

Ĕ by virtue of a revocable transfer of assets  

Ĕ shall be chargeable to income-tax  

Ĕ as the income of the transferor and shall be included in his total income. 

Illustration:  

(i) Mr. P transfers a house property to a trust for the benefits of R and S. However, Mr. P has 

a right to revoke the trust during the lifetime of R and / or S. It is revocable transfer and 

income arising from the house property is taxable in the hands of Mr. P.  

(ii)  Mr. A transfers a house property to Mr. B. However, A has a right to revoke the transfer 

during the life time of B. It is revocable transfer and income arising from the house property 

is taxable in the hands of Mr. A. 

(iii)  Mr. S transfers an asset in previous year 2013-14. Under the terms of transfer, he has a right 

to utilize the income of the asset for his benefit. However, he has not exercised this right 

yet.  on or after April-1, 2015, income of the asset would be taxable in the hands of Mr. 

S, even if he has not exercised the aforesaid right. 

(iv) Mr. R transfers an asset. Under the terms and conditions of transfer, he has a right to use 

the asset for the personal benefits of his family members whenever he wants. Till date even 

he has not exercised his right, it is a revocable transfer. The entire income from the assets 

would be taxable in the hands of Mr. R 

Section 62: Transfer irrevocable for a specified period. 

(1) The provisions of Section 61 shall not apply to any income arising to any person by virtue of a 

transferð 

(i) by way of trust which is not revocable during the lifetime of the beneficiary, and, in the 

case of any other transfer, which is not revocable during the lifetime of the transferee ; or 

(ii ) made before the 1st day of April, 1961, which is not revocable for a period exceeding six 

years: 

Provided that the transferor derives no direct or indirect benefit from such income in either case. 

(2) Notwithstanding anything contained in sub-section (1), all income arising to any person by 

virtue of any such transfer shall be chargeable to income-tax as the income of the transferor as and 

when the power to revoke the transfer arises, and shall then be included in his total income. 

Section 63: ñTransferò and ñRevocable Transferò defined. 

For the purposes of sections 60, 61 and 62 and of this section,ð 

(a) a transfer shall be deemed to be revocable ifð 

 (i)  it contains any provision for the re-transfer directly or indirectly of the whole or any part of 

the income or assets to the transferor, or 
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(ii ) it, in any way, gives the transferor a right to re-assume power directly or indirectly over the 

whole or any part of the income or assets ; 

(b) ñtransferò includes any settlement, trust, covenant, agreement or arrangement.  

Section 64 (1)(ii): Income of individual to include income of spouse: 

In computing the total income of any individual, 

Ý there shall be included all such income as arises directly or indirectly 

Ý to the spouse of such individual by way of ï 

(a)  salary,  

(b) commission,  

(c) fees; or  

(d) any other form of remuneration 

Ý whether in cash or in kind  

Ý from a concern in which such individual has a substantial interest. 

Provided that nothing in this section shall apply in relation to any income arising to the spouse where 

the spouse possesses technical or professional qualifications and the income is solely attributable 

to the application of his or her technical or professional knowledge and experience; 

Note: 

(i) For the purpose of clubbing above, salary will be calculated in accordance with the 

provisions of Sec.15 to 17. 

(ii)   Concern means both business and professional concern. 

(iii)   This section is applicable even if an individual has substantial interest in a concern at any 

time during the previous year. 

(iv)  Where both the husband and wife have a substantial interest in the concern and both are in 

receipt of remuneration for such concern, remuneration will be included in the total income 

of husband or wife whose total income excluding such remuneration is greater.  

(v)  Where such income is once included in the total income of the either spouse, any such 

income arising in any subsequent year cannot be included in the total income of other 

spouse unless the assessing officer is satisfied after giving that spouse an opportunity of 

being heard. 

(vi) Substantial Interest: 

An Individual is deemed to have substantial interest 

Č if he (individually or along with his relatives) beneficially holds equity shares carrying not less 

than 20% (i.e. 20 % or more) voting power in the case of company; or 

Č is entitled to not less than 20 % of the profits, in the case of a concern other than a company, at 

any time during the previous year. 

ñRelativeò means the husband, wife, brother or sister or any lineal ascendant or descendent of that 

individual. 

Illustration:  

Mr. G has a substantial interest in the company X Ltd. and Mrs. G is employed as a senior manager 

by X Ltd. at a monthly salary of 70,000 p.m. without any technical or professional qualification to 

justify the remuneration. In this case salary income of Mrs. G , shall be taxable in the hands of Mr. 

G. 

Section 64 (1)(iv): Income from assets transferred to spouse. 

Where an assets other than House Property -  

Č is transferred by an individual  

Č to his / her spouse directly or indirectly *,  

Č otherwise than for adequate consideration, or 

Č in connection with the agreement to live apart,  

any income from such assets will be deemed to be the income of the transferor. The assets may be 

held by transferee spouse in the same form or in a different form. 

However, the above clubbing provision shall not be applicable if:-- 
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Ý transfer is for adequate consideration 

Ý transfer is under an agreement to live apart 

Ý the relationship of husband and wife does not subsist both at the time of transfer of assets and 

at the time when income is accrued. 

Ý Similarly the spouse should be legally wedded spouse that is to say that it loose reference 

of a lady as wife shall not be considered to apply clubbing provisions. [CIT v. Nawab Mir 

Barakat Ali khan(1991) (SC)] 

Ý Property is acquired by the spouse out of pin money. 

Note: 

(i)  If transferor-spouse dies, the income though continued to be enjoyed by the transferee, cannot 

be included in the income of deceased transferor, heir, administrator or executor, as a widow or 

widower is not a spouse. 

(ii)  Indirect Transfer: -- If the two transfer are inter-connected and are part of the same 

transaction in such a way that it can be said that the circuitous method has been adopted as a device 

to evade applicability of this section, the case will fall within the section. 

Example: 

If M r. P gifts or cross transfers Rs. 1, 00,000 to Mrs. R and Mr. R gifts property worth Rs. 1,00,000 

to Mrs. P, this transaction would be treated as indirect transfer without consideration by P to Mrs. P 

and by R to Mrs. R. 

(iii)  When identity of transferred assets is changed: 

When cash is gifted by an assessee to his wife and the gifted money is invested by wife in house 

property, rental income is includible in the assesseeôs total income. 

(iv) Income arising from accretions to transferred assets will not be includible in the hands of 

transferor of original assets. 

(v) Income once included in the hands of one spouse cannot be included in the total income of 

the other spouse unless the Assessing officer is satisfied after giving that spouse an opportunity of 

being heard, that is necessary so to do. 

Illustration:  

  On July 25, 2014, Shyam Gifts Rs. 2,00,000 to his wife Mrs. Suman. Mrs. Suman starts a 

business  on January 1, 2015 by investing Rs. 9, 50,000 which she has arranged as follows: 

Particulars Rs. 

Gift on July 25, 2014 from husband 

Loan from husband 

Gift from Mrs. Nutan on July 10, 2014 

Gift from father of Mrs. Suman 

Loan from Bank 

Loan from Friends 

Suman own funds 

2,00,000 

1,50,000 

2,50,000 

1,50,000 

80,000 

60,000 

60,000 

Total 9,50,000 

  The following is the capital accounts of Mrs. Suman in the books of business: 

 CAPITAL ACCOUNT  

Date Particulars Amount Date Particulars Amount 

2015 

March 

31 

 

March 

31 

 

To Drawing 

 

To Balance b/d 

 

80,000 

 

11,20,000 

2014 

April 1 

2015 

Jan. 1 

March 

31 

 

By Balance b/d 

 

By Bank /cash 

By P & L A/c 

 

-------- 

 

9,50,000 

2,50,000 

Total 12,00,000 Total 12,00,000 

2016 

March 

31 

 

To Drawing 

 

 

2,20,000 

 

2015 

April -1 

April -15 

 

By Balance b/d 

 

 

11,20,000 
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March 

31 

 

To Balance c/d 

 

16,50,000 

2016 

March 

31 

By Gift from 

Shyam 

By P & L A/c 

1,00,000 

6,50,000 

Total 18,70,000 Total 18,70,000 

2017 

March 

31 

 

March 

31 

 

To Drawing 

 

To Balance C/d 

 

3,50,000 

 

20,80,000 

2016 

April 1 

2017 

March 

31 

 

By Balance b/d 

 

By P & L A/c 

 

16,50,000 

 

7,80,000 

Total 24,30,000 Total 24,30,000 

 Find out the amount taxable in the hands of Mr. Shyam for different assessment years on the 

assumption that profit credited in the capital account of Mrs. Suman is as per audited profit and loss 

account. However, for the previous year 2015-2016, Rs. 30,000 is not deductible (being cash payment 

to a supplier). Other expenses debited to profit and loss account are as per income tax law. 

Solution: 

Particulars Assessment Year 

2015-16 2016-17 2017-18 

Rs. Rs. Rs. 

First day of the previous year  

[ in case of newly set up business previous year 

commences on the date of setting up of the business)  

(a) 

Jan. 1, 

2015 

April 1, 

2016 

April 1, 

2017 

Total Investment of Mrs. Suman in the business on 

the first day of the previous year  (b) 

9,50,000 11,20,000 16,50,000 

Amount included in (b) has been gifted by Shyam (c) 2,00,000 2,00,000 3,00,000 

Income of Mrs. Suman from business  

(i.e. *6,50,000 + 30,000)  (d) 

 

2,50,000 

 

6,80,000* 

 

7,80,000 

Income to be included in the hand of Mr. Shyam 

( d×c) ÷ b 

52,632 1,21,429 1,41,818 

Notes: 

(i)  It is assume that loan of Rs.1,50,000 from Mr. Shyam is bona fide loan. Clubbing provisions 

are therefore, not attracted in respect of such loan. 

(ii)   There is no provision to club proportionate income in respect of gift from Mrs. Suman father 

in the hands of later.  

Section 64(1)(vi):  Income from assets transferred to sonôs wife:  

Where an assets is transferred by an individual  

Č to his / her sonôs wife directly or indirectly,  

Č otherwise than for adequate consideration, or 

any income arising from such assets will be included in the total income of the transferor. 

Note: 

The relationship of father-in-law / Mother-in ïLaw and daughter-in-law should subsist both at the 

time of transfer of asset and at the time of accrual of income. 

When transferred assets is invested by spouse / sonôs wife in a business. 

Such part of the income arising from the said business to the spouse / sonôs wife as is proportionate 

to the portion of investment representing assets transferred by the individual will be included in 

the total income of the individual who transferred the assets . 

Profit of the Business × Amount invested out of assets transferred on the first day of the 

P/Y 

Total amount invested in business on the first day of the P/Y 
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Section 64(1)(vii) / (viii):  Income from assets transferred to a person for the benefit of 

spouse / sonôs wife:  

Where an assets is transferred by an individual, directly or indirectly, without adequate consideration, 

"  to a person or an association of person 

"  for the immediate or deferred benefits of his / her spouse / sonôs wife,  

"  income arising from the transferred assets  

"  will be included in the total income of the transferor to the extent of such benefit. 

Section 64(1A): Income of Minor Child  

In computing the total income of any individual,  

"   there shall be included all such income as arises or accrues to his minor child, 

"   not being a minor child suffering from any disability of the nature specified in Section 80U : 

For the purposes of this section, the income of the minor child shall be includedð 

(a) where the marriage of his parents subsists, in the income of that parent whose total income 

(excluding the income includible under this sub-section) is greater ; or 

(b)  where the marriage of his parents does not subsist, in the income of that parent who 

maintains the minor child in the previous year, 

and 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 is satisfied, after giving that parent an opportunity of being heard, that it is 

necessary so to do. 

Exemption u/s 10(32): 

If the income of parents includes the income of his / her minor child, such parents shall be entitled 

to exemption of Rs.1,500 in respect of each minor child or actual income of the minor whichever is 

lower.  

Income of Minor Child shall not be clubbed in the hands of parents : 

In the following cases provision of section 64(1A) is not applicable:- 

"   If Income arises or accrues to the minor child on account of anyð 

(a) manual work done by him; or 

(b) activity involving application of his ï 

 (i) Skill,  

 (ii)  Talent; or  

 (iii)  Specialized knowledge and experience. 

"   If minor child is suffering from any disability of the nature specified u/s 80U. 

Heads of Income under which the Income of Minor will be included in the hands of Parents: 

The income of Minor Child which is to be clubbed with the income of the parents is to be computed 

under each heads of income and the income under each such head shall be included in the same head 

in the return of the parent. 

Tax Treatment of Minorôs Income if one of the parent dies or in a situation where both the 

parents are no more surviving: 

If one of the parents dies, the income will be included in the income of surviving parents. But a 

question may arise when none of the parent survives, as to, whether the income of minor shall be 

includible in the hands of the guardian i.e. grand parent, uncle, brother or other person appointed as 

guardian. 

Here, the language of section 64(1A) does not indicate so. In such cases it is likely, that the tax is 

levied in the hands of minor himself, though as representative assessee under section 160(1) (i), the 

guardian will be responsible for all duties to be performed by the minor, as an assessee. 

Important Decisions: 

(i)  CIT v. J. H. Gotia (1985) [SC] :Where an individual has brought forward business loss, it 

can be set off in the subsequent year against the business income of spouse to be clubbed. 

(ii)   ITO v. Kuldeep Jain (2002) 81 ITD 379 (Delhi) : The Parents will be entitled to 

claim the benefit of chapter VI-A, subject to overall limit in respect of the parent and minorôs income 

put together. 

file:///C:/Users/Windows%2010/AppData/Roaming/Microsoft/Word/section80U.htm
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(iii) Where an individual himself incurs loss from business, and his minor son has income from 

business, in the event of clubbing, the business loss of such individual can be adjusted against the 

minorôs business profits. In this context explanation ï 2 to section 64 clarifies that ñincomeò includes 

ñLossò 

Therefore, the set off of such profit and loss is possible. In this respect, the following decisions are 

relevant.  

CIT v. P. Doraiswamy Chetty (1990) 183 ITR 559 [SC]; CIT v. J. H. Gotia (1985) [SC]. 

(iv)  For the purpose of clubbing, minor child will include a step child and adopted child but not 

an illegitimate child for the clubbing provisions.  

TAX TREATMENT IF A MINOR ATTAINS MAJORITY DURING THE FINANCIAL 

YEAR: 

The income of minor will be added with parent till the date of minority and the income from the date 

of attaining majority will be taxed in the hands of child.  

Claim for TDS deducted from any income of the Minor: 

If any TDS has been deducted from the rent, interest, dividend or any other income accrued to the 

minor, Assessing officer will give credit for such TDS to the parents, in whose income the minor 

childôs income has been clubbed Refund of TDS may also be granted to such parent under section 

238 (1).  

Section 64(2): Income from self acquired property converted into joint family property: 

Where an individual being a member of a Hindu undivided family converts his /her separate property 

into property belonging to the family or throwing it into the common stock of the family or been 

transferred by the individual, directly or indirectly, to the family otherwise than for adequate 

consideration, then, for the purpose of computation of the total income of the individual for any 

assessment yearð 

(a) the individual shall be deemed to have transferred the converted property, through the 

family, to the members of the family for being held by them jointly ; 

(b) the income derived from the converted property or any part thereof shall be deemed to arise 

to the individual and not to the family ; 

(c) where the converted property has been the subject-matter of a partition (whether partial or total) 

amongst the members of the family,  

Ý the income derived from such converted property 

Ý as is received by the spouse on partition  

Ý shall be deemed to arise to the spouse  

Ý from assets transferred indirectly by the individual to the spouse and  

Ý the provisions of sub-section (1) shall, so far as may be, apply accordingly : 

Note:- The income referred to in clause (b) or clause (c) above shall, on being included in the total 

income of the individual, be excluded from the total income of the family or, as the case may be, the 

spouse of the individual. 

Liability of person in respect of income included in the income of another person (Sec. 65) : 

Where by reason of clubbing of income u/s 64 or sec. 27(i), the income from any asset or from 

membership in a firm of a person other than the assessee is included in the total income of the 

assessee, the person in whose name such assets stands or who is a member of the firm shall 

notwithstanding anything to the contrary contained in any other law for the time being in force, be 

liable, on the service of the notice of demand by the Assessing Officer in this behalf, to pay that 

portion of tax levied on assessee which is attributable to the income so included, and the provisions 

relating to óRecovery and Collectionô under chapter VII-D of Income Tax Act shall so far as may be 

apply accordingly. 

Provided that where any such asset is held jointly by more than one person, they shall be jointly and 

severally liable to pay the tax which is attributable to the income from the assets so included. 

Effect of Section 65: 

On service of a demand notice, the beneficial owner becomes liable to pay that portion of the tax 

levied on the assessee which is attributable to the income so included. 
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Nawal Kishore Chowdhury v ITO [1980] 122 ITR. 576 (Cal.) 

Example: 

Mr. X an individual transfers his house to his brother Mr. Y under revocable transfer. In its return of 

income he did not disclose the income from such house property. The A.O. assessed, his total income 

at Rs. 3,80,000 including the income from such transferred house property and assessed a tax of Rs. 

18,540 there on. Meanwhile, X went underground and nothing could be recovered from his estate. Y 

earned an income of Rs. 72,000 during the year from the house property. In these circumstances, the 

following amount can be recovered from Y under section 65: 

18,540 / 3,80,000 × 72,000 = Rs. 3,513. R/off Rs.3,510.  

Practical Problems 

How would you deal with the following during the assessment year 2016 - 2017? 

S.No. Particulars of Income Rs. 

(i) 

(ii)  

 

(iii)  

(iv) 

(v) 

(vi) 

 

(vii)  

 

 

(viii)  

(ix) 

 

Income from stage performance , earned by C, 12 year-old son of Mr. A and 

Mrs. A 

Gross interest on debentures of X Ltd., purchased by D out of gifted money 

from Grandfather, 

Gross interest on securities, purchased by C out of earning from stage 

performance 

Interest on debentures value Rs.3,00,000 gifted by G to the wife of his 

brother H 

Interest on securities, value, Rs.4, 00,000, gifted by H, to the wife of his 

brother G. 

Interest on bonds, gifted by J, to Mrs. J for giving her consent for the adoption 

of his nephew, K. 

Income from properties settled by R on trust for the benefit of S, his minor 

son. As per trust deed the trustees are required to accumulate the income of 

the trust properties during the minority of S 

T gifted securities to his HUF on 10th April 2015. 

W has advanced loan of Rs.5, 00, 000 @ 5% interest to his HUF, W. Bros. 

W. Bros. (engaged in money lending business) HUF earns @ 18% p.a. in its 

business. However the market rate of interest is 12 %. 

5,00,000 

 

1,00,000 

2,00,000 

30,000 

40,000 

 

50,000 

 

 

50,000 

1,00,000 
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Lesson 11 

DEDUCTION UNDER CHAPTER VI - A 

Deduction to be made in computing total Income: [Section 80 A} 

(1) In computing the total income of an assessee, there shall be allowed from his gross total 

income , in accordance with and subjected to the provision of this Chapter, the deductions 

specified in section 80C to 80U. After allowing these deductions, total income of the assessee 

is arrived and tax is charged on it at the prescribed rates. [Section 80A(1)] 

(2) The aggregate amount of deductions under this Chapter shall not, in any case, exceed the 

Gross Total Income of the assessee. [Section 80A(2)] 

For the purpose of deduction under this chapter the gross total income does not include -- 

Ĕ Long term capital gain 

Ĕ Short term capital gain u/s 111-A; 

Ĕ Casual income like winning from lotteries, card games, horse races, etc., and 

Ĕ Income referred in section. 115 A, 115 AB, 115 AC, 115ACA, 115AD, 115BBA, 115D. 

(3) Where in computing the total income of an AOP or BOI, any deduction is admissible under 

section 80G, 80GGA, 80GGC, 80HH, 80HHA, 80HHB, 80HHC, 80HHD, 80-I, 80-IA, 80-

IB, 80-IC, 80-ID, 80-IE, 80-J, or section 80JJ, no deduction under the same section shall be 

made in computing the total income of a member of the AOP or BOI in relation to the share 

of such memberin the income of the association of persons or body of individuals. [Section 

80A(3)]. 

(4) Where the assessee fails to make a claim in his return of income for any deduction under any 

provision of this chapter under the heading ñC- Deduction in respect of certain incomesò, (i.e. 

under section 80HH to 80RRB] no deduction shall be allowed to him thereunder. [Section 80 

(5)] 

Basic Rule: 

[1] Deduction under chapter VI-A are not available from: 

§  Long-term capital gain; 

§  Short term capital gain covered u/s 111A (i.e., short term capital gain arising on transfer 

of equity shares or units of equity oriented fund on which security transaction tax is 

charged; and 

§  Casual income like winning from lotteries, races, etc. and 

§  Income referred to in section. 115 A, 115 AB, 115 AC, 115ACA, 115AD, 115BBA, 115D. 

[2] If gross total income is nil, the deduction under this chapter cannot be claimed 

[3] If income is increased as a result of computation of armôs length price under section 92C(4), 

then  such increase is not to be considered for the purpose of deduction under section 80C to 80U. 

Deduction not to be allowed unless return furnished [80AC.] 
Where in computing the total income of an assessee of the previous year relevant to the assessment 

year, any deduction is admissible under section 80-IA or section 80-IAB or section 80-IB or section 

80-IC or section 80-ID or section 80-IE, no such deduction shall be allowed to him unless he 

furnishes a return of his income for such assessment year on or before the due date of filing of return 

as specified under sub-section (1) of section 139. 

Definition of Gross Total income [Sec. 80 B] 

ñGross total incomeò means the total income computed in accordance with the provision of this 

Act, before making any deduction under this chapter. 

Section 80C: Deduction in respect of life Insurance premium, contribution to provident fund, 

etc. 

¶  Available to an individual and Hindu Undivided Family (whether resident or non-resident). 

¶  If an assessee has made a deposit or an investment in any one or more eligible items 

qualifying for deduction under this section. 

¶  The deduction under this section is allowed irrespective of the fact whether (or not) such 

mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80ia.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80iab.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80ib.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80ic.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80ic.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80id.htm
mk:@MSITStore:C:/Program%20Files/Taxmann/ITAct2007/DataDTL/CHMs/Act2007.chm::/Act2007/section80ie.htm
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amount is paid or deposited by the taxpayer out of his income chargeable to tax. 

¶  The amount of deduction is to be made from his gross total income with which he is 

chargeable for any assessment year. 

¶  The aggregate amount of deduction cannot exceed rupees one lakhs fifty thousand 

(Rs.1,50,000). 

Investments Eligible for Deduction [ Sec. 80 C (2)]  

The aggregate of the following sums paid or deposited in the previous year shall be eligible for 

deduction:-- 

(1) Life insurance premium (to the extent of 10 % of capital sum assured) of himself, spouse and 

children (male / female / minor / major / married / unmarried / dependent / independent). 

W. e. f. 01-04-2014: 

Where the policy issued on or after the 1st day of April 2013, is for insurance on life of any person, 

who is- 

(a) a person with disability or a person with severe disability as referred to in section 80 U, or 

(b) suffering from disease or ailment as specified in the rules made under section 80 DDB 

  

Premium paid to the extent of 15 % of capital sum assured shall be allowed. 

Note:  

If an assessee has discontinued / terminate: 

§ a ósingle premium life insurance policyô within two year after the date of commencement of 

insurance; or  

§ in case of any other policy before paying annual premium for a period of at least two years 

No deduction will be allowed in respect of the premium paid in the year of termination. The deduction 

allowed in the earlier years shall also be considered to be income of the previous year in which the 

insurance policy is terminated. 

(2) Any sum paid to effect or to keep in force a contract for a deferred annuity on the life of 

himself, spouse and children (minor / major). 

(3) Any sum deducted from salary payable to a Government employee for the purpose of securing 

him a deferred annuity subject to a maximum of 20 % of salary. 

(4) A contribution by an employee to statutory / recognized provident fund  

(5) Contribution by any person to public provident fund to the extent of Rs. 1,50,000. 

(6) A contribution by an employee to an approved superannuation fund. 

(7) As subscription, in the name of the individual or any girl child of that individual, or any girl 

child for whom such person is the legal guardian, if the scheme so specifies, to any such 

security of the Central Government or any such deposit scheme as that Government may, by 

notification in the Official Gazette, specify in this behalf. [Notified Scheme : ñSukanya 

Samriddhi Accountò] 

(8) Subscription to National Saving Certificates VIII issue including accrued interest for first five 

years.. 

(9) Contribution for participating in the unit-linked insurance plan (ULIP) of Unit Trust of 

India. 

(10) Contribution for participating in the unit-linked insurance plan (ULIP) of LIC Mutual 

Fund (i.e. Dhanraksha Plan of LIC Mutual Fund). 

Note: 

Where, in any previous year, an assessee terminates his participation in any unit linked insurance 

plan referred to in clause (8) and (9) above, by notice to that effect or where he ceases to participate 

by reason of failure to pay any contribution by not reviving his participation, before contribution in 

respect of such participation have been paid for five years- 

§ No deduction shall be allowed to the assessee under section 80C(1) with reference to any of the 

sum paid in such previous year; and 
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§ The aggregate amount of deductions of income so allowed in respect of the previous year 

preceding such previous year, shall be deemed to be the income of the assessee of such previous 

year and shall be liable to tax in the assessment year relevant to such previous year. 

(11) Payment for notified annuity plan of LIC.(i.e., New Jeevan-Dhara, New Jeevan Akshay, New 

Jeevan Dhara-1, New Jeevan Akshay-1 and New Jeevan Akshay ïII).  

(12) Subscription to any unit of any Mutual Fund referred to in section 10(23D) or from the 

administrator, or the specified company as the Central Govt. may specify in this behalf. 

(13) Contribution to any pension fund set up by any notified Mutual Fund or by the Administrator 

or the specified company as the Central Govt. may specify in official Gazette. 

(14) Subscription to any such deposit scheme of or as a contribution to any such pension fund set 

up by, the National Housing Bank established under section 3 of National Housing bank Act, 

1987. 

(15) Subscription to any notified deposit scheme ofð 

(a) a public sector company which is engaged in providing long term finance for construction or 

purchase of house in India for residential purposes; or 

(b) Any authority constituted in India by or under any law enacted either for the purpose of dealing 

with and satisfying the need for housing accommodation or for the purpose of planning, 

development or improvement of cities, towns and villages, or for both. (e.g. DDA) 

 

(16) Any payment by way of tuition fees (excluding any payment towards any development fees 

or donation or payment of similar nature) whether at the time of admission or thereafter: 

ü to any University, College, School or other educational institutions situated within India: 

ü for the purpose of full-time education of any two children of the assessee 

Full time education includes any educational course offered by any university, college, school, or 

other educational institution to a student who is enrolled full-time for the said course. Full time 

education includes even play school activities, pre- nursery, and nursery classes. 

(17) Any payment for the purpose of purchase or construction of a residential house property the 

income from which is chargeable to tax under the head ñIncome from house propertyò or which 

would, if it had not been used for the assesseeôs own residence, have been chargeable to tax 

under that head, where such payments are made towards or by way of --  

(a)  Any installment or part payment of the amount due under any self-financing or other scheme 

of any development authority, housing board or other authority engaged in the construction 

and sale of house property on ownership basis; or 

(b) Any installment or part payment of the amount due to any company or co-operative society 

of which the assessee is a shareholder or member towards the cost of the house property 

allotted to him; or 

(c) Repayment of the amount borrowed by the assessee from :  

§ Central Government,  

§ State Government,  

§ Bank,  

§ Co-operative Bank,  

§ National Housing Bank,  

§ LIC,  

§ Assesseeôs employer where employer is:  

Ý statutory corporation,  

Ý public company, or  

Ý university, college, local authority or  

Ý a co-operative society. 

(d) Stamp duty, registration fee and other expenses for the purpose of transfer of such house 

property to the assessee, 
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But shall not include any payment towards or by way of ï 

(a)  the admission fee, cost of share and initial deposit which a shareholder of a company or a 

member of a co-operative society has to pay for becoming such shareholder or member; or 

(b)  the cost of any addition or alteration to, or renovation or repair of the house property which 

is carried out after the issue of the completion certificate in respect of the house property or 

any part thereof has either been occupied by the assessee or any other person on his behalf 

or been let out; or 

(c)  any expenditure in respect of which deduction is allowable under the provision of Sec. 24. 

Note: 

Where, in any previous year an assessee transfers the such house property before the expiry of five 

years from the end of the financial year in which possession of such property is obtained by him, 

or receives back, whether by way of refund or otherwise, any sum specified in that clause -  

¶ No deduction shall be allowed to the assessee under section 80C(1) with reference to any of the 

sum paid in such previous year; and 

¶ The aggregate amount of deductions of income so allowed in respect of the previous year 

preceding such previous year, shall be deemed to be the income of the assessee of such previous 

year and shall be liable to tax in the assessment year relevant to such previous year. 

 

¶ Subscription to any eligible issue of equity shares or debentures made by a public company or as 

subscription to any eligible issue of capital by any public financial institution in the prescribed 

form: 

o NOTE:  

¶ ñeligible issue of capitalò means an issue made by a public company formed and registered in 

India or a public financial institution and the entire proceeds of the issue are utilized wholly and 

exclusively for the purposes of any business referred to in section 80-1 A (4). 

¶ If any equity shares or debentures with reference to the cost of which a deduction is allowed, are 

sold or otherwise transferred by the assessee to any person at any time within a period of three 

years from the date of their acquisition, the aggregate amount of the deductions of income so 

allowed in respect of such equity shares or debentures in the previous year or years preceding the 

previous year in which such sale or transfer has taken place shall be deemed to be the income of 

the assessee of such previous year and shall be liable to tax in the assessment year relevant to 

such previous year. 

¶ Subscription to any units of any specified mutual fund provided amount of subscription to such 

units is subscribed only in the eligible issue of capital. 

¶ Subscription to any notified bonds of National Bank for Agriculture and Rural Development 

(NABARD). [W.e.f A/y 2008-09] 

¶ Term deposit for a fixed period of not less than five years with a schedule Bank provided the 

term deposits are issued in accordance with a scheme notified by the Central Government. 

¶ Amount deposited under Senior Citizens Saving Scheme. 

¶ Amount deposited in five year time deposit scheme in post office. 

¶ Note: When a deposit is made in the Public Provident Fund Account, Senior Citizen 

Saving Scheme, and Time deposit Scheme in Post Office by means of cheque / draft, the 

date of encashment of the cheque is treated as date of deposit. 

Section 80CCC: Contribution to Pension Fund:  

(1) Applicable to an individual (Resident / Non-Resident); 

Ĕ If during the previous year paid or deposited any amount out of his income chargeable to tax 

Ĕ to effect or keep in force a contract for any annuity plan of LIC of India or any other insurer 

Ĕ for receiving pension from the fund referred to in clause 23AAB) of sec.10. 

he shall be allowed a deduction in the computation of his total income, least of the following:  

È of the whole of the amount paid or deposited ; or 

È Rs.1,50,000 
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(2) Where any amount standing to the credit of the assessee in aforesaid fund in respect of which 

a deduction has been allowed, together with the interest or bonus accrued or credited to the 

assesseeôs account, if any, is received by the assessee or his nominee ð 

(a) on account of the surrender of the annuity plan whether in whole or in part, in any previous 

year, or 

(b) as pension received from the annuity plan, 

an amount equal to the whole of the amount referred to in clause (a) or clause (b) shall be deemed to 

be the income of the assessee or his nominee, in that previous year in which such withdrawal is made 

or, as the case may be, pension is received, and shall accordingly be chargeable to tax as income of 

that previous year. 

Section 80CCD: Deduction in respect of contribution to pension scheme of Central 

Government. 

(1) Where an assessee, being an individual employed by the Central Government on or after the 

1st day of January, 2004 or, being an individual employed by any other employer or any other 

assessee, being an individual has in the previous year paid or deposited any amount in his 

account under a pension scheme notified or as may be notified by the Central Government, 

he shall be allowed a deduction in the computation of his total income,  

(a) whole of the amount so paid or deposited; or  

(b) 10 % of his salary in the previous year in the case of an employee  

 AND 

10 % of his gross total income in the previous year in any other case 

Whichever is lower. 

(1A) The amount of deduction under sub-section (1) shall not exceed one hundred thousand 

rupee (i.e. Rs. 1,00,000) w.e.f. 1.4.2015. [omitted by the Finance Act, 2015, w.e.f. 1.4.2016] 

(1B) An assessee referred to in sub-section (1) shall be allowed a deduction in computation of his 

total income, [whether or not any deduction is allowed under sub-section (1)] , of the whole 

of the amount paid or deposited in the previous year in his account under a pension scheme 

notified or as may be notified by the Central Government, which shall not exceed fifty 

thousand rupees. 

 Provided that no deduction under this sub-section shall be allowed in respect of the amount 

on which a deduction has been claimed and allowed under sub-section (1). 

(2) Where the Central Government or any other employer makes any contribution to his 

account referred above, the assessee shall be allowed a deduction in the computation of his total 

income,  

(a) the whole of the amount contributed by the Central Government; or 

(b) 10 % of his salary in the previous year. 

Whichever is lower. 

(3) Where any amount standing to the credit of the assessee in his account referred to in sub-

section (1) or sub-section (1B), in respect of which a deduction has been allowed under those 

sub-section or sub-section (2), together with the amount accrued thereon, if any, is received 

by the assessee or his nominee, in any previous year,ð 

(a) on account of closure or his opting out of the pension scheme referred to in sub-section (1) or 

sub-section (1B); or 

(b) as pension received from the annuity plan purchased or taken on such closure or opting out, 

the whole of such amount shall be deemed to be the income of the assessee or his nominee, in the 

previous year in which such amount is received, and shall accordingly be charged to tax. 

(4)  Where any amount paid or deposited by the assessee has been allowed as a deduction under 

sub-section (1) or sub-section (1B),, no deduction with reference to such amount shall be 

allowed u/s 80C. 

(5) For the purpose of this section, the assessee shall be deemed not to have received any amount 

in the previous year if such amount is used for purchasing an annuity plan in the same 

previous year. 
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Note: For the purposes of this section, ñsalaryò includes dearness allowance, if the terms of 

employment so provide, but excludes all other allowances and perquisites. 

Section 80CCE: Limit on Deduction under section 80C, 80CCC and 80CCD 

The aggregate amount of deduction u/s 80C, Section80CCC and sub section (1) of section 80CCD 

shall not, in any case exceed Rupees one lakh fifty thousand 

Section 80CCG: Deduction in respect of investment made under and equity savings scheme 

(1) Deduction under this section is available to an individual who is resident in India if, he has 

acquired during the previous year- 
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.  

  Deduction: 

 He shall be allowed a deduction, in computation of his total income of the assessment year 

relevant to such previous year, of: 

§ 50 % of the amount invested in such equity shares or (listed units from the A/y 

2014-2015); or  

§ rupees twenty five thousand  

 whichever is lower. 

(2) The deduction under sub section (1) shall be allowed in accordance with, and subject to 

the provisions of this section for- 

Ý three consecutive assessment years 

Ý beginning with the assessment year relevant to the previous year  

Ý in which the listed equity shares or listed units of equity oriented fund were first acquired. 

(3) The deduction under sub- section (1) shall be subject to the following condition namely:- 

(i) the gross total income of the assessee for the relevant assessment year shall not exceed Rs. 

12 Lakhs; 

(ii)  the assessee is a new retail investor; 

(iii)  the investment is made in such listed equity share or listed units of equity oriented fund  

 as may be specified under the scheme referred to in sub-section (1). 

(iv) the investment is locked in for a period of three years from the date of acquisition; 

 (4) If, the assessee, in any previous year, fails to comply any condition specified in sub-section , 

the deduction originally allowed shall be deemed to be the income of the assessee of such 

previous year and shall be liable to tax for the assessment year relevant to such previous year. 

Section 80D: Deduction in respect of medical insurance premium. 

(1) The deduction under this section is available to an individual or an HUF (irrespective of 

residential status and citizenship of the assessee). The deduction shall be allowed in respect of 

such sum as specified in sub- section (2) or sub- section (3); payment for which is made during 

the previous year by any mode as specified in sub-section (2B), out of his taxable income, in 

accordance with the scheme framed by GIC; or any other Insurer who is approved the IRDA, 

or any contribution made to  the Central Government Health Scheme.  

(2) Where the assessee is an individual, the Quantum of deduction shall be the aggregate of 

the following: 

  Maximum 

amount 

deductible 

(a) § Insurance premium on the health of the assessee or his family, or 

§ Any contribution made to the Central Government health scheme or 

(such other scheme as may be notified by the Central Government in 

this behalf; or 

§ Any payment made on account of preventive health check-up of the 

assessee or his family 

Rs. 25,000 
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(b) § Insurance premium on the health of the parent or parents (Dependent / 

Independent) of the assessee; or  

§ Any payment made on account of preventive health check-up of the 

parent or parents of the assessee 

Rs. 25,000 

(c) § The whole of the amount paid on account of medical expenditure 

incurred on the health of the assessee or any member of his family as 

does not exceed in the aggregate-  

Rs.30,000 

(d) § The whole of the amount paid on account of medical expenditure 

incurred on the health of any parents of the assessee, as does not exceed 

in the aggregate- 

Rs. 30,000 

Provided that the amount referred to in clause (c) or clause (d) above is paid in respect of a very 

senior citizen and no amount has been paid to effect or to keep in force an insurance on the health 

of such person. 

Provided further that the aggregate of the sum specified under clause (a) and clause (c) or the 

aggregate of the sum specified under clause (b) or clause (d) shall not exceed rupees thirty 

thousand. 

(2A) Where the amount referred to clause (a) and (b) of sub-section (2) are paid on account of 

preventive health check-up, the deduction for such amounts shall be allowed to the extent it 

does not exceed in aggregate five thousand rupees. 

(2B) For the purpose of deduction under sub-section (1), the payment shall be made by- 

 (a) any mode including cash, in respect of any sum paid on account of preventive health 

check-up; 

 (b) Any mode other than cash in all other cases not falling under clause (i) above 

(3) Where the assessee is a Hindu undivided family, the sum referred to in sub section (1) shall be 

the aggregate of the following, namely:- 

(c) whole of the amount paid to effect or to keep in force an assurance on the health of any member 

of that Hindu undivided family as does not exceed in the aggregate twenty five thousand 

rupees; and 

(d) The whole of the amount paid on account of medical expenditure incurred on the health of any 

member of the Hindu Undivided family, as does not exceed in the aggregate thirty thousand 

rupees. 

 Provided that the amount referred to in clause (b) is paid in respect of a very senior citizen 

and no amount has been paid to effect or to keep in force an insurance on the health of such 

person. 

 Provided further that the aggregate of the sum specified under clause (a) and clause (b) shall 

not exceed rupees thirty thousand. 

(4) Where the sum specified in clause (a) or clause (b) of sub ï section (2) or in sub section (3) is 

paid to effect or to keep in force an insurance on the health of the assessee, or his wife or her 

husband or parents or any member of the family in case the assessee is a Hindu undivided 

family, and who is a senior citizen or a very senior cetizen, the provision of this section shall 

have effect as if for words ótwenty fiveô the words óthirty thousand had been substituted.  

Note:-- 

(i) Premium must be paid for the insurance of the health of the following person: 

Ĕ In case of an individual: For himself / herself, spouse, parents (not grand parents) or 

dependents children. 

Ĕ In case of HUF: Any member of the family. 

(ii)  Senior Citizens means an individual resident in India who is of the age of Sixty years or more 

(upto assessment year 2012-2013: -65 years) at any time during the relevant previous Year. 

Illustration:  

Mr. R 40 years old, paid following sums by cheque as medical insurance premium: 

Person Insured Amount 

R 9,000 
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Mrs. R (not dependent on R) 4,500 

Dependent Daughter 3,500 

Son (not dependant on R) 1,500 

Brother (Dependant on R) 1,000 

Mother in law (dependant on R, age 70 years)  800 

Mother (dependant on R age 70 years) 1,600 

Grand parents (dependant on R) 1,800 

Father ( R age 71 years)  900 

Total 24,600 

(Ans: Deduction u/s 80D: Rséééééééé..) 

Section 80DD: Deduction in respect of maintenance including medical treatment of a 

dependant who is a person with disability (i.e. Handicapped). 

(1) Where an assessee, being an individual (Indian Cetizen or Foreign Cetizen) or a Hindu 

undivided family, who is a resident in India, (i.e. Ordinarily Resident or Not Ordinarily 

Resident) has, during the previous yearð 

(a) incurred any expenditure for the medical treatment (including nursing), training and 

rehabilitation of a dependant, being a person with disability; or 

(b) paid or deposited any amount under a scheme of the LIC or any other insurer or the 

Administrator or the specified company for the maintenance of a dependant, being a person 

with disability, the assessee shall be allowed a deduction from his gross total income in respect 

of p/y.  

(i) Rs. 50,000 If disability is more than 40 % but less than 80% 

(ii)  Rs.1,00,000 If disability is 80 % or more. (i.e. severe disability) 

The deduction allowed under this section is irrespective of the amount of actual expenditure incurred 

by the assessee. 

(2) The deduction under Section 80DD (1) (b), shall be allowed only if the following 

conditions are Satisfied: ð 

(a) the scheme referred to in Section 80DD(1)(b) provides for payment of annuity or lump sum 

amount for the benefit of a dependant, being a person with disability, in the event of the death 

of the individual or the member of the Hindu undivided family in whose name subscription 

to the scheme has been made; 

(b) the assessee nominates either the dependant, being a person with disability, or any other 

person or a trust to receive the payment on his behalf, for the benefit of the dependant, being 

a person with disability. 

(3) If the dependant, predeceases the individual or the member of the Hindu undivided 

family , an amount equal to the amount paid or deposited shall be deemed to be the income 

of the assessee of the previous year in which such amount is received by the assessee and 

shall accordingly be chargeable to tax as the income of that previous year. 

(4) The assessee, claiming a deduction under this section, shall furnish a copy of the certificate 

issued by the medical authority in the prescribed form (i.e. FORM-10-IA)  and manner, along 

with the return of income undersection 139. However if the condition of disability requires 

reassessment of its extent after a certain period then deduction after such period shall be 

allowed only if a new certificate is obtained. 

Note: 

(a) ñdependantò meansð 

(i) in the case of an individual, the spouse, children, parents, brothers and sisters of the 

individual or any of them; 

 Note: Grand Father does not come within the definition of dependent in section 80DD. 

(ii)  in the case of a Hindu undivided family, a member of the Hindu undivided family, 

dependant wholly or mainly on such individual or Hindu undivided family for his support and 

maintenance, and who has not claimed any deduction u/s 80U in computing his total income 

for the assessment year relating to the previous year; 
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 (b) ñperson with severe disabilityò means: 

(i) a person with eighty per cent or more of one or more disabilities, as referred to in 

section 56(4) of of the Persons with Disabilities Act, 1995; or 

(ii)  a person with severe disability referred to in clause (o) of section 2 of the National Trust 

for Welfare of Persons with Autism, Cerebral Palsy, Mental Retardation and Multiple 

Disabilities Act, 1999. 

Section 80 DDB: Deduction in respect of medical treatment, etc. 

Where an assessee who is resident in India (Indian Citizen or a Foreign Citizen) has, during the 

previous year, actually paid any amount for the medical treatment of prescribed disease or ailment 

as prescribed under rule 11dd of Income Tax Rule-1962 ð 

(a) for himself or a dependant, in case the assessee is an individual; or 

(b) for any member of a HUF, in case the assessee is a Hindu undivided family, 

the assessee shall be allowed a deduction, in respect of that previous year in which such amount 

was actually paid, of: 

Ĕ the amount actually paid or 

Ĕ a sum of Rs.40,000, (Rs.60,000 if a person to whom the treatment is made is a senior citizen) 

whichever is less. 

Note:- 

Ĕ No such deduction shall be allowed unless the assessee furnishes with the return of income, a 

certificate in the prescribed form, from a neurologist, an oncologist, a urologist, a hematologist, 

an immunologist or such other specialist, as may be prescribed, working in a Government 

hospital including hospital maintained by local authority. 
Ĕ the deduction shall be reduced by the amount received, if any, under an insurance from an 

insurer, or reimbursed by an employer, for the medical treatment of the person. 

Ĕ Dependent person may be husband, wife, children, parents, brothers, and sister of the assessee. 

PRESCRIBED DISEASES [Rule 11-DD] 

The following shall be eligible diseases or ailments: 

(i) Neurological Diseases where the disability level has been certified to be of 40 % and above:- 

(a) Dementia 

(b) Dystonia Musculorum Deformans: 

(c) Motor Neuron Disease 

(d) Ataxia; 

(e) Chorea; 

(f)  Hemiballismus 

(g) Aphasia; 

(h) Parkinson Disease 

(ii)  Malignant Cancers; 

(iii)  Full Blown Acquired Immuno ïDeficiency Syndrom (AIDS) 

(iv) Chronic Renal Failure; 

(v) Hematological Disorders 

(a) Hemophilia 

(b) Thalassaemia 

Section 80E:  Deduction in respect of interest on loan taken for higher education. 

(1) In computing the total income of an assessee, being an individual,  

Ĕ there shall be deducted, any amount paid by him in the previous year,  

Ĕ out of his income chargeable to tax,  

Ĕ by way of interest on loan (not repayment of principal amount of loan), taken by him from 

any financial institution or any approved charitable institution for the purpose of pursuing his 

higher education or for hire education of his relative (w.ef. 01-04-2008) 

(2) The deduction specified above shall be allowed in computing the total income- 

Ĕ in respect of the initial assessment year; and 

Ĕ seven assessment years immediately succeeding the initial assessment year; or 
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Ĕ until the interest is paid by the assessee in full, 

 whichever is earlier. 

Note: 

(a) ñhigher educationò means any course of study pursued after passing the Senior Secondary 

Examination or its equivalent from any school, board or university recognized by the Central 

Government or State Government or Local Authority or by any other authority authorized by 

the Central Government or State Government or local authority to do so. 

(b) ñinitial assessment yearò means the assessment year relevant to the previous year, in which 

the assessee starts repaying the loan or interest thereon. 

(c) ñRelativeò in relation to an individual, means the spouse and children of that individual or 

the student for whom the individual is the legal guardian. 

Section 80EE:  Deduction in respect of interest on loan taken for residential house 

property (w.e.f. 1-4-2014) 

(1) Deduction under this section is available to an individual, in respect of interest payable on 

loan taken by him from any financial institution for the purpose of acquisition of residential 

house property. 

(2) The deduction under this section shall not exceed one lakh rupees and shall be allowed in 

computing the total income of the individual for  the assessment year beginning on the 1st 

day of April 2014 and in a case where the interest payable for the previous year relevant to 

the said assessment year is less than one lakhs rupees, the balance amount shall be allowed 

in the assessment year beginning on the first day of April 2015. 

(3) Deduction under this section shall be allowed subject to the following conditions namely: 

(i) the loan has been sanctioned by the financial institution during the period beginning 

on the  1st day of April-2013 and ending on the 31st day of March 2014.  

(ii)  the amount of loan sanctioned for acquisition of the residential house property does 

not   exceed 25 lakhs rupees. 

(iii)  the value of the residential house property does not exceed forty lakhs rupees. 

(iv) the assessee does not own any residential house property on the date of sanction of 

loan. 

(4) Where a deduction under this section is allowed for any interest referred to in sub-section 

(1), deduction shall not be allowed in respect of such interest under any other provision of 

the Act for the same or any other assessment year. 

 

Section 80G:  Deduction in respect of donations to certain funds, charitable institutions, etc. 

È Deduction under this section is available to all assessee (irrespective of residential status and 

citizenship of the assessee.) 

È Conditions to be satisfied: 

Ĕ Assessee must donate to specified Funds or Organizations 

Ĕ Donation must be in forms of money (i.e. Donation in kind shall not qualify for 

deduction) 

Ĕ Proper proof of payment of donation, in original, should be attached with the return of 

income.  

Ĕ If however donation are made to the National Defence fund, the army central welfare fund, 

Indian Navel Benevolent Fund, Airforce Central welfare fund, National Relief Fund, the chief 

Minister Relief Fund, or Lieutenant Governerôs Relief Fund, through employerby a consolidated 

cheque, deduction will be available on the basis of certificate issued by DDO / Employer in this 

behalf.  

Ĕ Donation exceeding Rs. 10,000 must be paid by any mode other than cash (i.e. cheque, 

Demand Draft, ECS, Debit card, Credit Card etc.). [w.e.f. 01.04.2013] 

Other Points: 

Specified Funds or Organizations are divided into two categories: 

(a) On which limit is not applicable (i.e. item No.1 to 22 in the list given below); [Category A ] 
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(b) On which limit is applicable (i.e. item No. 23 to 29 in the list given below) [Category B ] 

Quantum of Deduction: 

100 % or 50 % of donation to category A organizations    ******  

100 % or 50 % of donation to category B organizations (subject to such *limit ) ******  

Deduction U /S 80 G:-        ******  

Limits:  

Ĕ 10 % of Adjusted Gross Total Income 

Ĕ Adjusted Gross Total Income= Gross totalïLTCGïSTCG COVERED U/S 111 A ï All 

Deductons u/s 80CCC to 80 U other than deduction u/s 80G ï Income referred u/s 115A, 115AB, 

115AC, 115ACA AND 115 AD. 

LIST OF SPECIFIED ORGANISATIONS OR FUND:  

S.N. Donee Maximum 

LIMIT  

Deduction ( as 

a % of net 

qualifying 

amount) 
1. the National Defence Fund set up by the Central Govern-

ment; 
N A 100% 

2. the Jawaharlal Nehru Memorial Fund  N A 50% 
3. the Prime Ministerôs Drought Relief Fund; NA 50 % 
4. the Prime Ministerôs National Relief Fund NA 100 % 
5. the Prime Ministerôs Armenia Earthquake Relief Fund NA 100 % 
6. the Africa (Public Contributions - India) Fund NA 100 % 
7. the National Childrenôs Fund NA 100% 

(Up to A/Y 

2013-2014 - 

50%) 
8. the Indira Gandhi Memorial Trust, NA 50 % 
9. the Rajiv Gandhi Foundation, NA 50 % 
10 the National Foundation for Communal Harmony NA 100 % 
11. a University or any educational institution of national 

eminence as may be approved by the prescribed authority. 

NA 100 % 

12. the Maharashtra Chief Ministerôs Earthquake Relief Fund. NA 100 % 
13. any fund set up by the State Government of Gujarat 

exclusively for providing relief to the victims of earthquake 

in Gujarat 

NA 100 % 

14. any Zila Saksharta Samiti. NA 100 % 
15. the National Blood Transfusion Council or to any State 

Blood Transfusion Council. 

NA 100 % 

16. any fund set up by a State Government to provide medical 

relief to the poor 
NA 100 % 

17. the Army Central Welfare Fund or the Indian Naval 

Benevolent Fund or the Air Force Central Welfare Fund.  

NA 100 % 

18. the Andhra Pradesh Chief Ministerôs Cyclone Relief Fund, 

1996;  
NA 100 % 

19. the National Illness Assistance Fund NA 100 % 
20. the Chief Ministerôs Relief Fund or the Lieutenant 

Governorôs Relief Fund. 

NA 100 % 

21 the National Sports Fund or National Cultural Fund or Fund 

for Technology Development and Application set up by the 

Central Government 

NA 100 % 

22. the National Trust for Welfare of Persons with Autism, 

Cerebral Palsy, Mental Retardation and Multiple 

NA 100 % 


