CS EXEQVE CS VARDDAN SUMAN

Lesson 1

DEFINITIONS

Assessmentyear [Section 2(9)]
1. Assessmenyear meansthe geriod of twelve monthscommencingon the first day of April
everyyearandendingon 31 U Marchof next year.

(For June2018 & Dec 2018examinationAssessmentear 201819 is applicable)
2. Yearin which incomeof previousyearis chargeabldo tax.

Previous Year [Section 3]
1. Previousyear meansthe financial yearimmediatelyprecedingthe assessmentear. For
A.Y. 201819, previousyearis 201718, i.e.; from 01-04-2017to 31-03-2018.
2. Yearin which incomeis earned.
However, in the caseof
1 A businesor professiomewly setup, or
1 A sourceof incomenewly cominginto existencejn the saidfinancial year. The previous

yearshall be the period

1 BEGINNING with the dateof settingup of the businessor professioror, the dateon which
the sourceof incomenewly comesinto existenceand
1 ENDING with the saidfinancial year.

Person [Section 2(31)]

The term Personincludes:
(i) An individual,
(i) A Hindu undividedfamily (HUF),
(i) A company,
(iv) A firm,
(v)  An associatiorof person(AOP) or bodyof individuals (BOI) whetherincorporatedor not,
(viy  Local authority,and
(vii)  Everyartificial juridical person,not falling in any of the precedingcategory.For example
trust, university, an idol or a deity.
Assessee [Sectin2(7)]
Assesse@eansa personby whomtax or anyothersumof moneyis payableunderthe Income
tax Act, 1961.
In addition, the assesseacludes:
a) Everypersonin respectof whom any proceedingunderthe Act hasbeentakenfor the
assessmerdf his income or loss.
b) Everypersonwho is deemedo be anassesseanderanyprovisionof this Act.
For example,section160(1) definesi Re p r e sa&nd eadSeoioeIB0(2) statesthat, every
representativeassesseshall be deemedo be an assesse®r the pumposesof the Act.
c) Everypersonwho is deemedo be anassessem defaultunderanyprovisionof this Act.
For example,if any personfails to deducttax at sourceand depositinto governmenttreasury,
then,he shallbe deemedo be anassessem default.
Heads of Income [Section 14]
All income shall, for the purposesof computationof total income, be classified under the
following headsof income:
Salaries.
Incomefrom houseproperty.
Profits andgainsof businessor profession.

Capitalgairs.
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Incomefrom othersources.
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RATES OF INCOME TAX FOR ASSESSMENT YEAR 2018-19
I In the caseof every Individual (other than coveredbelow in 1l & IIl), HUF, Association
of PersongAOP), Body of Individuals (BOI) & Artificial Juridical Person

Upto Rs.2,50000 Nil

Rs.2,50,01G0 Rs.5,00,000 10% 5%
Rs.5,00,01G0 Rs.10,00,000 20%
Above Rs.10,00,000 30%

Il In the caseof everyIndividual beinga residentin India, who is of the ageof 60 yearsor
more but lessthan80 yearsat anytime during the previousyear.

Upto Rs.3,00,000 Nil

Rs.3,00,0100 Rs.5,00,000 10%-5%
Rs.5,00,0100 Rs.10,00,000 20%
Above Rs.10,00,000 30%

Il In the caseof everylndividual beinga residentin India, who is of the ageof 80 yearsor
moreat anytime duringthe previousyear.

Upto Rs.5,00,000 Nil
Rs.5,00,0100 Rs.10,00,000 20%
Above Rs.10,00,000 30%

Surcharge: Wherethe total incomeof an Individual/HUF/AOP/BOI/AJPexceedsRs.50 lakh but
doesnot Rs.100lakh a surchargeof 10% of tax shall be levied. Wherethe total incomeof an
Individual/HUF/AOP/BOI/AJPexceeddRs.100lakh a surchargeat the rate of 15% of tax shall be
levied.

Marginal relief: However,the total amountpayableasincometax andsurchargeontotal income
exceedingRs.50lakh but not exceedingRs.100lakh, shal not exceedthe total amountpayableas
incometax on atotal incomeof Rs.50lakh, by morethanthe amount of incomethatexceeddRs.50
lakh.

Further,the total amountpayableasincometax and surchargeon total incomeexceeding Rs.100
lakh, shall not exceedthe total amountpayableasincometax and surchargeon a total income of
Rs.100lakh, by more thanthe amountof incomethat exceedsRs.100 lakh.

Cess:

! EducationCess:2%

1 SecondaryandHigher EducationCess(SHEC): 1%

of incometax (inclusive of surcharge,if applicable)shall alsobe chargeable.

Average Rate of Tax [Section 2(10)]
AverageRateof tax meanghe ratearrived at by dividing the amountof incometax calculatedon
the total income,by suchtotal income.
Maximum marginal rate [Section 2(29C)]
Maximum marginalrate to meanthe rate of incometax (including surchargeon the income tax,
if any)applicablein relationto the highestslabof income inthe caseof anindividual, AOP or BOI,
asthe casemay be, asspecifiedin FinanceAct of the relevantyear.
Rebateu/s 87A
Rebate of maximum Rs.2,500for resident individuals having total income up to Rs.3.5lakh
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[Section 87A]
With aview to providetax relief to the individual tax payerswho arein lower income bracketthe
Act hasprovidedrebde fromthetax payableby anassessed, the following conditionandsatisfied:.
(1) Theassessets anindividual
(2) Heisresidentin India,
(3) His total incomedoesnot exceedRs:5,00,00Rs.3,50,000
Quantum of rebate: The rebateshall be equalto:
(1) theamouwnt of incometax payableon the total incomefor anyassessmenyear or
(2) Rs5;000Rs.2,500
whicheveris less
(Amended by Finance Act, 2017)
TAXATION OF PREVIOUS Y E A R tNSOME DURING THE SAME YEAR, ALSO
CALLED EXCEPTION TO THE ASSESSMENT YEAR
Incomefrom shippingbusinesf nonresident[Sec.172]
Incomeof persondeavingIndia [Sec.174]
Transferof propertyto avoid tax [Sec.175]
AOP formedfor particularevent[Sec.174A]
Discontinuanceof a businessr professionSec.176]

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

Residentin India: An individual is residentin India if he satisfiesany one of the basic
conditions.

arwdrE

BASI NDITION

1. Individualis in India for 182 daysor moreduring the previousyear
2. Individualis in India for 60 daysor moreduringthe previousyear AND for 365 daysor more

during 4 yearsimmediatelyprecedingthe previousyear.
Notes:
a. Residentiaktatusis to be determinedor everypreviousyear separately.
b. Thereis no conditionthatindividual shouldstayregularlyor at oneplacein India.
c. If exacttime of arrival or departureis not known thenthe day of arrival and day of

departureshall be takenas completedays.
Following are the exceptionsto secondbasic condition. In other words, in following casesan
individual is residentif heis India for 182 daysor more during previous year
1. An Indian citizen who leavesindia during the previousyear for employmentoutside India.
2. An Indiancitizenwho leavesindia during the previousyearasa memberof the crewof an

Indian ship.
3. An Indiancitizenor personof Indian origin who visits India during the previousyear.
Note: A personis deemedo be of Indianorigin if he or anyof his parentsor grandparentswere
bornin undividedIndia.
Non Resident:If anindividual satisfesnoneof the basicconditions.
Further, if a Residentindividual satisfy both of additional conditions then he is resident &
ordinarily resident However,if he doesnot satisfyboth of additionalconditionsor satisfyonly one
additionalconditionthenhe is residentbut not ordinarily resident.

ADDITIONAL CONDITIONS
1. He hasbeerresidentin Indiain atleast2 out of 10 previous yeargsmmediatelypreceding
the relevantpreviousyear.
2. He hasbeenin India for 730 daysor more during 7 yearsimmediatelyprecedingthe
relevantpreviousyear.
RESIDENTIAL STATUS OF AHUF [SECTION 6(2)]

Residentin India: A HUF is residentif control and managemenbf its affairs is wholly or
partly situatedin India during relevantpreviousyear.
(Controland managemenis situatedat that placewheredecisionsrelatingto the affairs of the
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HUF aretaken.)
Non Residentin India: If controlandmanagemendf its affairsis wholly situated outsidéndia
during relevantpreviousyear
Further,if KARTA of aresidentHUF satisfy bah of additionalconditionsthenHUF is resident&
ordinarily resident.However,if he doesnot satisfy both of additionalconditionsor satisfy only
oneadditionalconditionthenHUF is residentbut not ordinarily resident.

RESIDENTIAL STATUS OF COMPANY [SECTION 6(3)]
A companyis saidto beresidentin India in any previousyeatr, if:

i. It is anIndiancompany;or

i. Its placeof effective managementn that year,is in India.

A P | af efiective managementieansa placewherekey managemenandcommercial decisions
that are necessaryfor the conduct of the businessof an entity as a whole are, in substance
made.

RESIDENTIAL STATUS OFFIRM & EVERY OTHER PERSON
Residentin India: If controlandmanagementf its affairsis wholly or partly situatedin India
during relevantpreviousyear.
Non Residentin India: If controlandmanagementf its affairsis wholly situatedoutsidelndia
during relevantpreviousyear.
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Lesson 2

INCIDENCE OF TAX OR SCOPE OF TOTAL INCOME

a. ROR assessets assessabléo tax in respectof income which
I.Is receivedor deemedo be receivedin India by him or on his behalf. ii.accruesor arisesor

deemedo accrueor ariseto him in India.
iii.accruesor arisesto him outsidelndia.

b. RNOR assesse&s assessabléo tax in respectof income which
I. is receivedor deemedo be receivedin India by him or on his behalf,
il. accruer arisesor deemedo accrueor ariseto him in India.
iii. accruer arisesto him or receivedoutsidelndia from a businesscontrolledor professiornset
up in India.
c. Non Residentassessers assessabl tax in respectof incomewhich
I. is receivedor deemedo be receivedin India by him or on his behalf.
il. accruer arisesor deemedo accrueor ariseto him in India.

INCOME RESIDENT|NOR NR
Incomereceiveor deemedo bereceivedin India YES |YES YES
Incomeaccruefariseor deemedo beaccruedr Arisein Indial YES |YES YES
Incomeaccruefariseoutsidelndia from businesscontrolledor YES |YES NO
professionSetup in India
Incomeaccrueor ariseout side India YES NO NO
Agricultural incomefrom Indian Land EXEMPT [EXEMPTEXEMPT
Dividend from an Indian company EXEMPT [EXEMPTEXEMPT
Pastuntaxedincome(shall not be considered) NA NA NA

INCOME DEEMED TO ACCRUE OR ARISE IN INDIA [SECTION 9]
Incomefrom businessconnectionin India.
Incomefrom any property,assetor sourceof incomesituatedin India.
Incomefrom transferof any capitalassetsituatedin India.
Any incomefrom salaryif it is payablefor servicerenderedn India.
Salaryby Governmenbf India to an Indian citizenfor servicerenderedutsidelndia.
Dividend paid by an Indian companyoutsidelndia.
Interestpayableby:
Governmenbf India
Residentin India exceptwhereinterestis payablein respectof moneyborrowed and usedfor

T NoOrWDNME

the purposeof businesr professionor earningany income from any sourceoutsidelndia.
c. A nonresidentonly if interestis payablefor money borrowed and usedfor a businessor

professionin India.

o

Royalty payableby:
Governmenbf India
Residentin India exceptwhereit is payalte for anyright/ information/ property used for the

o

purposeof a businessor professioncarried on outside India or earninganyincomefrom any
sourceoutsidelndia

c. A nonresidentonly if it payablein respectof any right/ information/ property usedfor the
purposeof a businessr professioncarriedon outsidelndia.

9. Feesfor technicalservicespayableby:
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a. Governmenbf India
b. Residentin India exceptwhereservicesare utilized for the purposeof businessor profession

or earninganyincomefrom anysouice outsidelndia.
c. A non residentonly if fee is payablein respectof any service utilised for a businessor

professionin India.

Example: The following informationis givenfor previousyear201718:

Particulars Rs.
(i) Incomefrom businessn India 10,000
(i) Incomefrom businessn Nepal 10,000
(i)  Incomefrom businessn Nepalbut receivedin India 10,000
(iv)  Incomefrom businessn India but receivedin Nepal 10,000
Incomefrom businessn Nepalreceivedtherebut 50% wasremitted to India 10,000
Incomefrom businessn Nepalreceivedthere,businessvas controlledfrom India 10,000

Incomefrom businessn Nepalbut 50% wasreceivedin India, businessvascontrolled|10,000
from India

(viii)  Dividend from a domesticcompany 10,000
(ix)  Dividend from a foreign companyreceivedin India 10,000
(x) Winning from a horseracein India 10,000
(xi)  Rentalincomefrom a housesituatedin Nepal,receivedin India 10,000
(xi)  Rentalincomefrom a housesituatedin Nepal 10,000
(xiii)  Agricultureincomefrom land in India 10,000
(xiv)  Agricultureincomefrom land in Nepal 10,000
(xv)  Pastuntaxedincomebroughtto India 10,000

Royaltyreceivedin Nepalfrom Ramaresidentin India for technicalserviceprovided(10,000
for abusines carriedon in Nepal

(xvii) Interestfrom bondof an Indian company 10,000
(xviii) Interestfrom bondof a companyin USA 10,000
Solution:

Particulars ROR NOR NR
0] Incomefrom businessn India

(i) Incomefrom businessn Nepal

(>iii)  Incomefrom businessn Nepalbut receivedin
India

(iv)  Incomefrom businessn India but receivedin
Nepal

(v)  Incomefrom businessn Nepalreceivedthere
but 50% Wasremittedto India

(vi)  Incomefrom businessn Nepalreceivedthere,
bushesswascontrolledfrom India

(vii) Income from businessin Nepal but 50% was
receivedin India, businesswas controlled from
India

(viii) Dividend from a domesticcompany

(ix) Dividendfrom aforeign companyreceivedin
India

(X)  Winning from a horseracein India

(xi)  Rentalincomefrom a housesituatedn Nepal,
receivedin India

(xii) Rentalincomefrom a housesituatedin Nepal
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(xiil)  Agricultureincomefrom land in India

(xiv) Agricultureincomefrom land in Nepal

(xv) Pastuntaxedincomebroughtto India

(xvi) Royalty receivedin Nepal from Ram a residen
in India for technical service provided for &
businesscarriedon in Nepal

(xvii) Interestfrom bond of an Indian company

(xviii) Interestfrom bondof a companyin USA

Total Income
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Lesson 3

INCOME UNDER THE HEAD SALARIES

BASIS OF CHARGE [SECTION 15]
{ Salaryis taxableonfi D ubea s oré ® ab al s whacldeveris earlier.
1 Arrearsof salaryaretaxableon Paid or Allowed basis.
1 Advancesalaryis taxableon Paid basis.
1 Bonusis taxableon paid basis.
CONCEPT OF DUE / PAID
If salaryis due or samein samemonth: All the elementsf salary shalbe calculatedrom April
to March.
If salary becomesdue & paid in next month: All the elementof salaryshallbe calculatedirom
Marchto February.

SALARY [SECTION i 17(1)]

Salary Includes
. Wages;
Any annuityor pension;
Any gratuity;
. Any fees,commissionsperquisitesor profits in lieu of or in additionto any salaryor
wages;
Any advanceof salary;
Leave encashment
Employerscontributionto RecognisedProvidentFundin excesof 12% of salary
Interestcreditedto RecognisedProvidentFundin excesof 9.5% pa.
The contributionmadeby the CentralGovernmentor any otheremployerin the previous year,
to the accountof an employeeundera pensionschemeeferredto in section 80CCD.
PROFIT IN LIEU OF SALARY [SECTION 17(3)]

Terminal compensation

Paymentfrom unrecognizegrovidentfund

Paymentunderkeymaninsurancepolicy

Any amountdueor receivedbeforejoining or after cessatiorof employment

Any othersumreceivedby the employeefrom the employer

ALLOWANCES

Part I: Allowancespaidto performofficial duties[Section10(14)(i) & Rule 2BB]
Treatment: Following allowancegby whatevernamecalled) are exemy to the extentof actual
amountreceivedor amountspent,whicheveris less.

AWM

© NG

arwdrE

Travelingallowance |Grantedto meetthe costof travelontour or ontransfer.

Daily allowance Grantedon tour or on transferto meetthe ordinarydaily charges

Conveyanceallowance|Grantedto meetthe expenditurencurredon conveyancefficial duties.

Helper allowance Grantedto meetthe expenditureon a helperfor official duties.

Academicallowance |Grantedfor encouragingacademicyesearchand training pursuits.

O[O [WIN[F

Uniform allowance |Grantedto meetexpenditureon purchaseor maintenancef uniform.

Part II: Allowancespaid for meetingout personakexpense$Section10(14)(ii) & Rule 2BB]
Treatment: Following allowanceareexemptto the extentof amountreceivedor thelimit specified
whicheveris less.

child upto a maximumof 2 children,whicheveris less

1 Children educationallowancdExempt upto amountreceivedper child, OR Rs.100p.m. pe
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3 Transportallowance Grantedfor commutingbetweerresidenceand the placeof his
duty. Exempt upto a maximum of Rs.1,600 per month
[Rs.3,200p.m. for blind/ handicappecemployee]
4 Allowancesallowedto Given to the employeeworking in any transportsystem, to
transportemployees meet his personal expenditure during the course of suck
transportfrom one place to another.
The amountof exemptionshall be
70% of suchallowanceor
Rs. 10,000p.m., whicheveris less.
Howeverhe shouldnot be receivingdaily allowance.
5 Tribal areaallowance Exemptupto Rs.200p.m.
6 Undergroundallowance Exemptupto Rs.800p.m.
7 Hill/Border/Remote Area |Varying from Rs.200p.m.to Rs.7,000p.m.
allowance
3 Compensatorfield area [Exemptuptoamaximumof Rs.2,600p.m.
allowance
9 Compensatorymodified Exemptupto a maximumof Rs. 1,000p.m.
field areaallowance

Part Ill: HouseRentAllowance[Sec.10(13A)& Rule 2A]

Treatment: Leastof following shall be exempt

(i)  Allowance actuallyreceived

(i)  Rentpaidless10% of salary

(i) 50% of salary(if housetakenonrentis situatedin Kolkata, ChennaiDelhi or Mumbai) /
40% of salaryfor other cities.

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

Circumstanceswhen an employeeis not entitled for HRA exemption

1  Whenthe assessestaysin his own house.

1  Whenhedoesnot payanyrentor incur anyexpendituregowardsrent.

1  Whentherentpaidis lessthan10% of salary.

RETIREMENT BENEFITS

1. PENSION [SEC. 10(10A)]

Part I: Uncommutedpension/ Monthly Pension

Treatment: It is taxablefor all employeesassalary.

Part II: Commutedpensionreceivedby govt. employee(CG/SG/bcal authority/ Stat.corp.)

Treatment:  Wholly exempt

Part Ill: Commutedpensionreceivedby non govt. employees

Treatment: Following is exempt:

a) If gratuityis received = onethird X  [Commutedvalue of full pension]

b) If gratuityis notreceived=  onehalf X [Commutedvalue of full pension]
GRATUITY [SEC. 10(10)]

Part I: For govt. employeeqCG/SG/localauthoritybut not statutorycorporation)

Treatment: Wholly exempt

Part II: Employeescoveredby the Paymentof Gratuity Act, 1972

Treatment: Leastof following is exempt:

c) Amount received
d) Rs.10,00,000
C) 15/26* salary* completedyearof serviceor partthereofin excesof 6 months

Meaning of salary: last drawn basicand DA only
Part 1ll: Employeesot coveredby Gratuity Act
Treatment: Leastof following is Exempt
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a) Amount received

b) Rs.10,00,000
C) 15/30* averagesalary* everycompletedyearof service

Meaning of salary: Sameasin HRA

Average salary of last 10 months preceding the month of retirement

Point to remember:

If gratuity receivedfrom previousemployerwas exempted exemptedamountshall be deducted
from Rs.10,00,000

LEAVE SALARY [SEC. 10(10AA)]
Part I: During continuity of employment(yearly encashment)
Treatment: Taxablein handsof all the employees
Part 1l: Receivedby Govt. employeegCG/SG), at the time of retirementor leaving job
Treatment: Wholly exempt
Part IlI: Receivedby Non Govt., at the time of retirementor leavingjob
Treatment: Leastof following is Exempt
a) Amountreceived
b) Rs.3,00,000
c) Averagesalary* 10
d) [(leavesallowed* x completedyearsof service); Actualleavestaken] * daily/ monthly salary
[* If leavesallowedare morethan30 days/1month,excessshall be ignored]
Meaning of salary: Sameasin HRA
Average salary of last 10 months preceding the date of retirement
Points to remember:
i. If leavesalaryreceivedfrom previousemployerwasexemptedexemptedamountshall be
deductedrom Rs.3,00,000.
i. Leaveencashmenpaidto legalheirsis not taxable.
COMPENSATIONS
Part I: RetrenchmentompensatiorjSec.10(10B)]
Treatment: Leastof the following amountis exempt
a)15/26d a ysalay,for everycompletedyearof serviceor any partthereofin excesof 6 months
(ascalculatedin accordancevith IndustrialDisputesAct.)
b) Rs.5,00000
c) Amount received
Salary includes all but doesnot include bonusand e mp | o PFecondribution.
Average salary for preceding 3 monthsis taken.
Part II: Compensatiomn voluntaryretirement[Sec.10(10C)]
Treatment: Leastof the following amountis exempt
a) amountreceivedor receivableor

b)  Rs.5,00,00

Conditions for claiming exemption

1. It shouldbe receivedon his voluntaryretirement.

2. It shouldbereceivedby employeef central/statgovt. public sectorundertakings,anyother
company, statutory corporation, local authority, university, IIT or notified institute of
management.

It mustbe receivedin accordancevith the schemeof voluntaryretirementwhich is framed
in accordancavith the prescribedguidelinesof the gowt.

TREATMENT OF VARIOUS PROVIDENT FUNDS

| PARICULARS | SPF \ RPF \ URPF \
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1Contributionof employee Deductionu/s  Deductionu/s 80C No deductionu/s
80C is available |is available 80C is available
2Contributionof employer Fully exempt  [Taxablein excess |Not taxable
from tax of 12% of salary*
3intereston providentfund Fully exempt  Taxablein excess |Not taxable
from tax of 9.5%
4Repaymenbdf lump sumamountat Fully exempt  Exemptsubjectto Taxable
the time of retirement/ termination someconditions Refernote 2
etc. below
Notes:
1. Salaryfor RPF= sameasin HRA
2. Treatment of accumulatedbalancereceivedfrom URPF
a) Accumulatedcontributionof employerand interestthereon:taxableas profit in lieu of
salary
b) Intereston accumulatedalanceof employeetaxableunderincomefrom other sources
3. Paymentrom RPFis tax freein following cases:
a) if he hasrenderectontinuousservicewith hisemployerfor a periodof five years or more,or
b) theservicehasbeenterminatedby reasonof thee mp | o Yl -dealth,®r by the contraction
or discontinuanceof the e mp | o pusimesssr other causebeyond the control of the
employeeor
c) if employeehastransferrechis RPFbalanceto RPFwith newemployer.
PERQUISITES [SECTION 17(2)& RULE 3]
1. Valueof rentfree accommodatiorfRFA)
2. Concessionn rentin respectof accommodatiomprovidedby employer
3. Valueof anybenefitor amenitygrantedor providedfree of costor at concessionalate to
specifiedemployees
i. Motor car
i. Personajourneyfor employeesof transportundertaking
i, Facility of SweeperGardenerWatchman& any other personakttendant
iv. Educationfacility
V. Facility of Gas,Electricity and Water
4.  Obligationof employeemet/ paid/ reimbursemenby employer
5. Any sumpayableby employerto effectan assurancen the life of the assessee
6. ESOP
7. Any contributionto an approvedsuperannuatiofund, by the employerin respectof the
assessedo the extentit exceed€Rs1;66,0001,50,00Q and
8. Thevalueof anyotherfringe benefitor amenity,suchas

a) Value of benefitfrom interestfree or concessionalban given by employer
b)  Traveling,touring, accommodatior& anyother expense®n holiday

c) Freefood

d) Gifts

e) Club facility

f)  Credit Cardfacility

Useof moveableassets

Transferof moveableassets

i) Value of any other benefit shall be determinedon the basisof fair marketvalue as
reducedby e mp | o goatebatisn, excluding expenseson phoneincluding mobile
phone.

However, medicalfacility & leavetravelconcessioshallbe tax free perquisitegsubjectto
conditions& limit specified).
Specified employee[Section 17(2)(iii)]
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1. Directorof the companyor
2. Employeehaving20% or morevoting powerin thee mp | o gompadys
3. EmployeehavingsalarymorethanRs.50,000[Salarymeansall taxable monetarypayments,
after deductionu/s 16]
PERQUISITES - TAXABLE IN THE HANDS OF ALL EMPLOYEES
Part I: Valuationof rent free accommodation

a)GovernmentEmployee As per governmentules.

b)Other Employees IAccommodation is owned by employer

15% of salary,if populationof areaexceed<5 Lakhs

10% of salary,if populationof areaexceedd0 Lakhsbutdoesnot

exceed25 Lakhs

7.5%o0f salary,if populationof areadoesnot exceedl10 Lakhs

IAccommodationis taken on rent or lease

15% of salaryor actualrent,whicheveris lower

Notes: If accommodations furnishedthen add the following to

the above

10% of cog of furniture,if ownedby employer,or

Actual rent, if takenonrentor lease.

c)Accommodationin hotel  [The value of accommodatiorshall be 24% of salary or actug

(Govt& others) chargespaid / payableto hotel, whicheveris lower.

Not taxableif

It has beenprovided on transferof the employeefrom oneplace

to anotherand

Periodof accommodationloesnot exceedl5 days.

Rent paid by employee: Thevaluedeterminedasper(a), (b) or (c) aboveshallbereducedy the

rent actuallypaid by employeeto avail the benefit.

Meaning of salary: Basicsalary+ DA (if undertermsof employmenti+ Bonus+ Commissiont+

Taxableportion of all allowancest monetarypayment,from one or more employersbut does

not include PFcontribution and perquisitesu/s 10(2)

Two houseson transfer: At thetime of transferfrom oneplaceto another,if employeeis

providedhouseat the new placeandalsoallowedto retainhouseat the old placethen

1. Forfirst 90 daysfrom the transferthe value of onehousewith lower valuewill be taxable

2. After 90 daysvalueof both houseswill betaxed.

Part Il: Obligationof Employee

Value of benefit: Any obligation of employeedischargedby employershall be taxable (for

example,awatchmanis hired by employeeandthe salaryof the watchmanis paid by employer.)

Part 1ll: Value of anyspecifiedsecurityor sweatequity sharefESOP)

Value of benefit: Fair marketvalue of anyspecifiedsecurityor sweatequity shareon the dateon

which the optionis exercisedby the employee

Part IV: Contribuion to anapprovedsuperannuatiofund by employer

Value of benefit: Contributionto the extentit exceedsRs1;00,0001,50,000is taxable

Part V: Value of other benefits

a) Benefit: Interestfree or concessionabanfor any purposemadeavailableto the emdoyee or
any memberof his household

Value of benefit: Interestsavedgcalculatecbn the maximumoutstandingmonthlybalanceat same

ratethat is chargedby SBI on 1 t dayof p/y for similar loan lessinterestpaid to employer)

Exception: Howevernothingshall be taxableif

i. Loansin aggregatelo not exceedRs, 20,0000r

i. Loanis providedfor the treatmeniof specifieddiseasesBut if suchloanhasbeenreimbursed

underany medicalinsuranceschemejt shall be taxable.
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Memberof his householdshall include:
1 spouse(s),
1 childrenandtheir spouses,
1 parentsand
1 servantsand dependents.
A Ma x i outstandingnonthlyb a | a mearestbe aggregat®utstandingoalancefor eachloan
as on last day of each month
b) Benefit: Useof Movable Assetsby employeeor any memberof his household
Value of benefit: As follows
i. Laptopsand computersNil valuesis taxable
i. Other assets:10% p.a. of the actualcost, or actualhire chargesif takenon lease
c) Benefit: Transferof Movable Assetsto employeeor any memberof his household
Value of benefit: The value of the benefitshall be Actual costto the employerasreducedby the
following % for eachcompletedyear during which the assetwasput to useby the employer
i. Computersandelectronicitems:50% on the basisof WDV
ii. Motor cars:20% onthe basisof WDV
ii.  Any otherassets10% on the basisof SLM
d) Benefit: Traveling, touring, accommodatior® any other expense®n holiday availed by
employeeon any memberof his household
Value of benefit: Actual amountincurredby employershall be taxable
Note: This rule is not applicable for LTC
e) Benefit: FreeFood
Value of benefit: Amountincurredby employershall be taxable.
Exception: However,Nothing shall be taxablefor
i. Teaor snacksprovidedduring office hours.
i. Meals at office premisesor through non transferablepaid vouchersi amountin excesf
Rs.50per mealshall be taxable.
ii. Mealsin aremoteareaor offshoreinstallation.
f) Benefit: Gift
Value of benefit: Amount of suchgift shall be taxable.
Exception: Tax free, if aggregatevalue of gifts during previousyear doesnot exceedRs.5,000.
g) Benefit: Credit Card
Value of Benefit: Expensesncluding membershigeesand annualfeesincurredby the employee
or anymemberof his householdn cardprovidedby the employeror reimbursedby suchemployer
Exception: Nothing shall be taxableif expensesre incurredwholly and exclusivelyfor official
purposesprovided
h) Benefit: Club facility
Value of benefit: Expensegincluding the amountof annualor periodicalfee) incurredby
employeeor any memberof his householdn club andpaid or reimbursedoy employer.
Exception: Following are not taxable
i. Initial fee paid, if employerhasobtainedcorporatemembershimpf the club
i. If expenditures incurredwholly and exclusivelyfor businesgpurposegprovided
ii. Useof healthclub, sportsandsimilar facilities provideduniformly to all employeesby the
employer.
PERQUISITES - TAXABLE IN THE HANDS OF SPECIFIED EMPLOYEES
1. Benefit: Sweepergardenerwatchmanor personalattendant
Value of benefit: Actual costto the emdoyer
2. Benefit: Gas,electricity or water
Value of benefit: If it isfrome mp | o gwa sodreeshenmanufacturingcostper unit. In
othercase- amountpaid to outsideagency.
3. Benefit: Childreneducation
Value of benefit: As follows
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a) Educationfacility is ownedand maintainedby the employer

Value: feeschargedoy a similar schoolin a similar locality

b) Freeeducations providedin anyothereducationalnstitution by reasonof employeebeingin
employmentof that employer

Value: feeschargedby a similar schoolin a similar locality

Exemptif valuedoesnot exceedRs.1,00Qper monthper child in a& b above

c)

In anyothercase

Value: Actual expenditurencurredby the employer
Sometax free perquisites:
Rentfreeofficial houseandconveyancéacilitiesprovidedto ajudgeof SupremeCourt/ High Court
arenotataxableperquisite.
Rentfreefurnishedresidencerovidedto anofficer of theparliamentaunionminister or leaderof
oppositionin parliamentjs notataxableperquisite.

Allowanceor perquisitepaid or allowedoutsidelndia by Govt.to acitizenof Indiafor rendering
serviceutsidelndia areexemptfrom incometax. [Sec.10(7)]

Taxpaid bythe employeeon nonmonetaryperquisiteof the employeeshallbe exempt in the
handsof employee
Benefit: Personajourneyfor employeesof transportundertaking
Value of benefit: Amount at which suchservicesareofferedto generalpublic.
Exception: Employeesof airlines & railways

4.

5.

Benefit: Car facility

Value of benefit: As follows

CASES

[TAXABLE VALUE

\Where the motor car is ownedor hired by the employer

(a)

Usedexclusivelyfor official
duties

No value (Specifieddocumentsare maintainedby the employer)

(b)

Used exclusively for the
private or personalpurpose
of the employee or any
memberof his household

Expenditure incurred by the employer on the running anc
maintenanceof motor car + remunerationof chauffeur+ norma|
wear andearof themotorcar(10% of actualcost)lessanyamoun
chargedform the employeefor suchuse.

(€)

Used partly in the
performanceof duties anc
partly for private or personeé
purpose®f his own or any
memberof his household

Expenseson maintenance and running are met or
reimbursed by the employer:

Carupto1.6litres: Rs.1,800pm (plus Rs.900pm, if chauffeuris
alsoprovided)

Carabovel.6 litres: Rs.2,400pm (plus Rs.900pm, if chauffeur
is also provided)

Expenseson running and maintenancefor personal useare
fully met by the assessee:

Car upto 1.6 litres: Rs.600pm (plus Rs.900pm, if chauffeuris
alsoprovided)

Car abovel.6 litres: Rs.900pm (plus Rs.900pm, if chauffeuris
also provided)

Where the employeeowns
(including remuneration of

amotor car but the actual running and maintenance charges
the chauffeur) are met or reimbursed to him by the employer

(@)

Such reimbursementis for
the useof thevehicle wholly]
& exclusively for official
purpose

No value (Specifieddocumentsare maintainedby the employer

(b)

such reimbursementis for

Car upto 1.6 litres: actualamountof expenditureincurredby the

the use of thevehicle partly

employer as reduced by Rs.1,800 pm (plus Rs.900 pm, if
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for official purposesand

chauffeuris alsoprovided)

partly for personabr private
purposesof the employe

or anymemberof his
household

[11Car abovel.6 litres: actualanmount of expenditureincurred by
the employer as reducedby Rs.2,400 pm (plus Rs.900pm, if
chauffeuris alsoprovided)

Where the employee own

and maintenancechargesare met or reimbursed to him by the employer

s any other automotive conveyancebut the actual running

(a)

such reimbursementis for
the useof thevehiclewholly]
and exclusively for official
purposes

No value (Specifieddocumentsare maintainedby the employer

(b)

Such reimbursementis for
the use of vehicle partly for
official purposesard partly
for personal or private
purposesof the employee

Actual amountof expenditurencurredby the employer as
reducedby the amountof Rs. 900 pm

member of his houselold a

Where two or more cars are ownedor hired by the employerand the employee or any

re allowed the useof such motor cars

(@)

Car wholly and exclusively
in the performance of his
duties

No value (Specifieddocumentsare maintainedby the employer

(b)

Othercarsin fleet

Any oneaspartly official & partly personalise Othercarsas
wholly for personalpurpose

Notes:

If employer or employee claims that the motorcar is used wholly and exclusively in the
performanceof official duty or that the actualexpenseon the running and maintenanceof the
motor-car ownedby the employeefor official purposess morethanthe amountsdeductiblein Sl.
No. 2(b) or 3(b) above,he may claim a higher amountattributableto suchofficial use provided
thatthe following conditionsare fulfilled:

a) Employerhasmaintainedcompletedetailsof journeyundertakerfor official purposewhich
may include date of journey, destination,mileage andhe amountof expenditure incurred
thereon;

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

exclusivelyfor the performanceof official duties.
Nothing shall be taxable if facility of car provided for commuting betweenresidence& palace
of work.

TAX FREE PERQUISITES

Part I: LeaveTravelConcessiofSec.10(5) & Rule 2B]

Exemption: Any concessiomeceivedby employeefor himself or his family for travelingto any

placein India is exempt,to the extentamountspent,subjectto the following conditions:

() Exemptioncanbe claimedfor two journeysin a block of 4 yearsi.e. 20142017 and soon

(i)  Outof two journeys,exemptionfor onejourneycanbe claimedin the calendarin the calendar
yearsucceedinghe endof the block.

(i) Exemptionis availableonly for two children.

(iv) Amountof exemption,If journeyis performed

a) by air thenair economyfair of the Nation Carrierby the shortestroute

b) by anymodeotherthanair, where

1 destinationis connectedy rail thenfirst AC rail fare by the shortestroute

9 destinationis not connectedy rail then

D]T]C
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1 1Stclassor deluxeclassfare, if recognisegublic transport systemexist

1 first AC rail fare,if it doesnot exist.

Part 1l: Medicalfacilities [provisoto section17(2)]

Exemption: If providedin India, following amountshall not be takenastaxableperquisite

1. Healthinsurancgoremiumreimbursedor insuranceon the healthof employeeor any member
of his family is fully exemptwithout limit.

2. Expenditurancurredor reimbursedn any medicaltreatmenirovidedto anemployeeor any
memberof his family is fully exemptwithout limit. Treatmentin anyhospital,dispensaretc.

i. Maintainedby the employer.

ii. Maintainedby the Govt.

ii. Maintainedby anylocal authorityor

iv. Approvedby govt. for its employeesor

v. Approvedfor specifieddisease.

3.  Reimbursemenby the employerof any amountactually spentby the employeefor obtained
hisfamily me mb déreatimenin anyhospital,nursinghomeor clinic, exemptupto maximum
of Rs.15,000.

Exemption: If providedoutsidelndia:

1. Suchmedicalexpenseshall be tax freeto the extentpermittedby RBI

2. Expense®n stayabroadof the employeeor any memberof his family for medica treatment
with one attendantwho accompanieghe patientin connectionwith such treatmentto the
extentpermittedby RBI

3. Travel expensesof patient (employeeor his family member) and one attendantwho
accompanieghe patientin connectionwith such treatment,if grosstotal income (before
including suchtravel expensesjloesnot exceedRs.2,00,000
Family for valuationof medicalfacilities & LTC means:

(i) Spouseandchildrenof the employee whetherdependenbr not

(i) Parentsprotherandsisterof the empbyeewho aremainly dependenbn employee

DEDUCTIONS [SECTION 16]
1. Entertainment Allowance: Allowed to Govt. employeeonly Quantumof Deduction:

Deductionis leastof the followings

(@) Actual amountreceivedduring the year
(b) 20% of Basic Salary(c) Rs.5,000

2. ProfessionalTax: Any amountpaid by the employeeshall be allowed asdeductionin the
year of payment.

Note: If professionatax of employeess paid by employerthenfirst it shallbe includedin the

grosssalaryof all employeesandthendeductionshall be allowedu/s 16.

FOREGOING / SURRENDER OFSALARY

Foregoing of salary i Waiver by an employeeof his salaryis foregoing of salary. Once salary
accruessubsequentvaiver doesnot absolvehim from liability to incometax.

Surrender of salary i If anyemployeesurrendershis salaryto the CentralGovernmentunderthe
Voluntary Surrenderof Salaries(Exemptionfrom Taxation) Act, 1961, the surrenderedsalary
would not be includedin computinghis taxableincome,whetherhe is a private sector/publicsector
or Governmentemployee.
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Lesson 4

INCOME FROM HOUSE PROPERTY

BASIS OF CHARGE [SECTION 22]

Annual value of a HousePropertyis taxableunderthis headif the following conditionsare

satisfied:

(i) Propertyshouldconsistof building or land appurtenanthereto.

(i) Propertyshouldnot be occupiedfor businesor professioncarriedon by assessee.

(i)  Assesseshouldbethe ownerof property.(Also seesection27 for deemedowner)

1. Evenif letting out is the businesof the assessesstill rentalincomeof building is taxable
underheadhousepropertyonly.

2. Howeverin following casegentalincomeof building is not taxableunderthis head:

(a) If the building is let out to carryrentalincomeof building more efficiently andit is incidental
to the main business.

(b) In caseof compositerent, if it is inseparable.

CONCEPT OF ANNUAL VALUE

Annual value is the inherentcapacityof a propertyto earnincome. It is the only incomethat is

chargedto tax on a notional basis.The annualvalue is the amountfor which the property might

reasonablybe expectedo let out from yearto year.

To understandhe conceptof annualvalue one shouldbe familiar with the following terms:

! Municipal Value (MV) i Value determinedoy municipalauthoritiesto levy municipal tax on
houseproperty.

1 Fair Rent of Property (FRV) i Rentthat a similar propertycan fetch in the sameor similar

locality, if it is let out for a year.

Standard Rent (SR) T Rentfixed underRentControl Act.

Actual Rent (AR) i Actualrentreceivedor receivablefor thehouse However,it should not

include chargedor otherfacilities paid alongwith rent.

GrossAnnual Value ***

Less:Municipal Taxespaid by owner il

AnnualValue (Net Annualvalue) ***

The calculationof Grossannualvalue dependson the categoryof propertyfor which incomeis

being calculated.Normally, it is resultthe ExpectedRent (ER) comparedwith the actualrent of

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

house.

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

cannotexceedstandardrent. Mathematically,

ER = [(MV or FRV) higher or SR]lower

O Note:if SRis notgiventhen,ER = (MV or FRV) higher

COMPUTATION OF INCOME UNDER THE HEAD HOUSE PROPERTY

GrossAnnualValue ***

Less:Municipal Taxespaidby owner ool
AnnualValue(NetAnnualvalue) ***

il
il

Less:Deductionu/s24

(i) Standardeduction ***

(ii) Interestonborrowedcapital ***_

(iii) Incomefrom Houseproperty***
DEDUCTIONS [SECTION 24]

Let Out Property Self Occupied

Standard deduction30% of NAV. No Deductionshall be allowed.

However,if NAV is nil of
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negative then no
deduction  shall be

allowed.
Interest on bal amountof interest  |Rs. 30,000
Borrowed Capital - [Rs.2,00,000if loanwastakenon or after
taken for: (paid or payable) 1.4.99 & constructionof housewas completed

Construction or  Malamountof interest  |houseis purchasedwithin 3 years-5 years from

purch_ase (paid or payable) the end of financial yearin whichloanwastaken.
Repair or renewal Rs. 30,000
etc.

DETERMINATION OF GAV FOR LETOUT HOUSE
Section23(1) The annual value of any let out property shall be deemedto be:
a) the sumfor which the propertymight reasonablybe expectedo let from yearto year;or
b)  wherethe propertyor anypartof the propertyis let andthe actualrentreceivedor receivable
by the owner in respectthereofis in excessof the sumreferredto in clause(a), theamount
soreceivedor receivablejor
c) wherethepropertyor anypartof thepropertyis let andwasvacantduringthewhole or anypart
of the previousyearandowing to suchvacancythe actualrentreceived or receivableby the
ownerin respetthereofis lessthanthe sumreferredto in clause(a), theamountsoreceived
or receivable.
DETERMINATION OF GAV/NAV FOR SELF OCCUPIED HOUSE
Net AnnualValue of Self OccupiedHouseis NIL
If assessebasoccupiedmorethanonehousefor his residentialpurposethenonehouse
shall be consideredasself occupied& all otherhouse(skhalldeemedo be let out
SelfOccupiedNAV = NIL DeemedLet Out: GAV = ER

1 Property,which could not be occupieddueto employmentNAV = NIL

PROPERTY HELD AS STOCK IN TRAD E

Wherethe propertyconsistingof any building or land appurtenantheretois held asstockin- trade
andthe propertyor anypart of the propertyis not let during the whole or any part of the previous
year,the annualvalue of suchpropertyor partof the property,for the periodup to one yearfrom
the endof the financial yearin which the certificateof completionof constructionof the property
is obtainedfrom the competentauthority, shall be takento be nil.
Inserted by Finance Act, 2017
TREATME NT OF UNREALISED RENT
Actual rent shall not includethe rent which was payablebut not paid by the tenantand so
provedto be lost andirrecoverablef
(i)  Tenancyis bonafide
(i)  Defaulting tenanthasvacatedpropertyor stepshave beentakento compelhim to vacate

the propertyand
(i)  Thedefaultingtenantis notin occupiedof anyotherpropertyof the assesseand
(ivy The assessebastakenall reasonablestepsto institute legal proceedingdor the recovery

of the unpaidrent or satisfiesthe assessin@fficer tha legal proceedingsvould be useless.

COMPUTATION OF PRE CONSTRUCTION PERIOD INTEREST

1 Interestfor the period prior to the previousyearin which the propertyhasbeen acquired
or constructionis completedshall be aggregated.
It is deductiblein 5 equalinstallments.
Deductionis allowed from the yearin which propertyis propertyis acquired,or
constructionis completed.
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Noteson interest on borrowed capital:

1. No deductionis allowedfor any brokerageor commissionfor arrangingloan.

2. Intereston freshloantakento repaythe original loanis allowedasdeduction

3. Intereston unpaidinterestis not deductible.

4. Section 25: Intereston borrowed capital, payableoutside India shall be allowed deduction

if:

0) Tax onthe samehasbeenpaid and deductecdat sourceor

(ii) In respecof suchincomeanypersonin India may be treatedasagent

COMPOSITE RENT

Sometimesowner chargesent from the tenantnot only on accountof rent of houseproperty but

alsoon accountof servicesfor variousfacilities suchaslift, gas,wate, electricity, watchmanetc.

provided with the house.Suchrent is known compositerent. In such a case compositerent
should be split up. Part attributableto housepropertyshould be chargedunder the headhouse
property& otherpart shouldbe taxableunderthe headothersources.

Example: Ramis the owner of a houseproperty in Delhi. It has beenlet out for Rs. 1,80,000.

Municipal tax payableby the owneramount to Rs. 20,000 but tkenant hasagreedto paythem

direct to municipality. Mr. Ram, Howeve, bearsthe following expensesn connectionwith the

houseduring the p/y. WaterchargesRs. 1,000; lift maintenanceRs.2,000; salary of gardner Rs.

2,400; lighting of stairs Rs.2,000. Computethe incomefrom houseproperty.

Answer: Rs.1,72,600

SPECIAL PROVISION FOR ARREARS OF RENT AND UNREALISED
RENT RECEIVED SUBSEQUENTLY [SECTION 25A]

(i) The amount of arrearsof rent received from a tenant or the unrealisedrent realised
subsequentlfrom a tenant,as the casemay be, by an assesseshall be deemedto be the
incomefrom housepropertyin respectof the financial yearin which suchrentis received or
realised,and shall be includedin the total income of the assesseenderthe head "Income
from houseproperty".

(i) Whetherthe assesses the ownerof the propertyor not in that financial year.

(i) A sumequalto thirty percentof sucharrearsof rentor the unrealisedent shallbeallowed as
deduction.

CO-OWNERSHIP [SECTION 26]
If propertyis co- ownedby two or more personsandthe shareof co- owneraredefinite, Thenthe
shareof eachsuchpersonshall be includedin hisincome.
Explanation: If the propertyis self occupiedby co-owner,
1  Thenannualvalue of suchpropertyfor co-ownershall be takento be nil and
1 Eachof the co-ownershall be entitledto the deductionof Rs.30,000 2,00,000.
INCOME FROM THE HOUSE PROPERTY IS NOT CHARGED TO TAX
(i) FarmHouse:A building thatis in the immediatevicinity of agriculturalland is usedasa
dwelling unit or asa storehouser otherout building.
(i) Propertyheld for charitablepurposegsectionl1l).

(iii) Propertyusedfor own businessr profession.
(iv) Self occupiedhouse:Annual value of oneselfoccupiedhouseis alwaysnil.
(V) Propertyof registeredradeunion or local authority.

(vi) Placeof ex-ruler: The annualvalue of anyone palacein the occupatiorof ex-ruler shall
be exemptedrom tax.
DEEMED OWNER [SECTION 27]
(1) In the caseof transferto
(@) Spouseor
(b) Minor child (not beinga minor marrieddaughter)
(c) Without adequateconsiderationlransferorshall be deemedasowner.
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(2) Holderof impartableestatels deemedasowner.

(3) In the caseof allotmentor leaseundera housebuilding schemeof society,companyor other
associationthe persornto whombuilding hasbeenallottedshallbe deemedasowner.

(4) The personwho acquiredhousewithout registrationin part performanceof a contractu/s 53A
transferof propertyAct, 1882is deemedasowner.

(5) A personwho acquiresany rights (excluding any rights by way of a leasefrom month to
month or for a period not exceedingone year) in or with respectto any building or part
thereof.
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Lesson 5
Income From Business

The provisionsrelating to income chargeablainderthe headprofit & gainsfrom businessor

professioncan be classifiedinto four categories:

A. General provisions u/s 2§(i)

Profits and Gainsof any businesor profession

B. Specialprovisions u/s 28(ii) to (vii)

1. Incomederived by a trade, professionalor similar associationfrom specific services

performedfor its members.

2. Exportincentives:

a) Profitson saleof aimport licensegrantedon accountof export,

b) Cashassistancegainstexports,

c) Duty drawback,

d) Any profit on thetransferof the Duty EntitlementPassBook Scheme,

e) Any profit on the transferof the Duty FreeReplenishmenCertificate.

3. Value of any benefitor perquisitearising from businessor profession.

4. Any interest,salary,bonus,commissionor remuneratiomeceivedby a partnerof afirm from

suchfirm.

5. Any sumreceivedor receivableunderan agreementor:

a. Not carryingout anyactivity in relationto any businessor

b. Not sharing any know-how, patent, copyright, trademark, license, franchiseor any other
busines®r commerciakight of similar natureor informationor techniquelikely to assistin the
manufacturer processingf goodsor provision for services.
Any sumreceivedundera Keymaninsurancepolicy including bonus.
Any sum, whetherreceivedor receivable,in cashor kind, on accountof any capital asset
(otherthanland or goodwill or financialinstrument)beingdemolisheddestroyed, discardedor
transferredif the whole of the expenditureon suchcapitalassethasbeenallowedasadeduction
undersection35AD.

C. Businessreceipts chargeableunder other heads

1 Rentfrom housepropertyi Incomeundertheheado Ho Ps ® per t y o .

1

1

No

Dividend incomeil Incomeunderthehead6 | n cfiom®therSour ces 0.
Winning from lottery, racesetc. - Incomeunderthe headd | n cfom®ther Sour ces 6.

COMPUTATION OF PGBP [SECTION 29]

The incomeunderthe headProfits and Gainsof Businessor Professionshall be computedin
accordancavith the provisionscontainedin sections30 to 43D.
EXPENSESFOR BUILDINGS [SECTION 30]

In respecbf rent,taxes repairsandinsurancegor premisesusedfor the purpose®f thebusinessor
professiondeductionsshall be allowed.
Here
The amountpaid on accountof the cost of repairsand the amountpaid on accountof current
repairsshall not include any expendituran the natureof capitalexpenditure.

EXPENSESON MACHINERY, PLANT & FURNITURE [SECTION 31]
In respeciof repairsandinsuranceof machineryplantor furniture usedfor the purpose®f the
businesor professiondeductionsshall be allowed.
Here
The amountpaid on accountof currentrepairsshall not include any expenditurein the nature of
capitalexpenditure.

DEPRECIATION [SECTION 32]
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In respeciof

(i) tangibleassetspeingbuildings, machinery,plantor furniture &

(i) intangibleassetspeing know-how, patents,copyrights,trademarksljicences,franchises or

any otherbusinesr commerciakightsof similar nature(acquiredon or afterthe 1st dayof April,

1998

owned,wholly or partly, by the assesseandusedfor the purpose®f the business oprofession,

depreciatiorshall be allowed on written down value of block of assefSection32(1)(ii)].

"Block of asset$ meansa groupof assetdalling within a classof assetsomprising

a) tangibleassetspeingbuildings, machinery,plant or furniture,

b) intangibleassetsbeing knowhow, patentscopyrightstrademarks,licences, franchisesor
anyotherbusinesr commercialrights of similar nature,in respectof which the same
percentag®f depreciations prescribed.

Rate of Depreciation

1. Buildings:

a) Residential:5%

b) PurelytemporaryStructure:100% (now 40%)

c) General:10%

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

3. Plant & Machinery

a) Plant& Machinery(Geneal): 15%

b) RenewableEnergyDevices:80% (now 40%)

C) Motor Cars(otherthanthoseusedin a busines®f runningthemon hire): 15%

d) Motor Buses Motor Lorries, Motor Vansand Motor Taxis usedin a businessof

runningthemon hire: 30%

e) Books (ownedby assesseesarryingon a profession)

1 Books, being annualpublications:100% (now 40%)

1 Otherbooks:60% (now 40%)

f) Books (ownedby assesseesarrying on businessn running lending libraries): 100% (now
40%)

g) Aeroplanes:40%
h) Air Pollution Control EquipmentsWaterPollution ControlEquipmentst SolidwasteControl
Equipments:100% (now 40%)
i)  ComputersneludingComputerSeftware 60% (now 40%)
j)  Ships& Vessels20%
4. INTANGIBLE ASSET
Know-how, patents,copy-rights, trade marks, licences,franchisesor any other businessor
commercialrights of similar nature:25%
Here
Plant includes ships, vehicles, books, scientific apparatusand surgical equipmentused for the
purpose®f the businesor professiorbut doesnot includeteabushesor livestockor buildings or
furniture andfittings [Section43(3)].
Computation of WDV [Section 43(6)]
W.D.V. of the block at the beginning of Previous Year(opening WDV)
Add: Actual Costof theassetdalling within this blockacquiredduringthe PreviousYear
Less: Moneys payable in respectof as®ts falling in this block which are sold, discarded,
demolishedor destroyedduring the PreviousYear andthe amountof scrapvalue
W.D.V. of block at the endof PreviousYear (closingWDV)
Remember
i. It is mandatoryfor the assesset claim depreciationDepreciationshall be allowedto the

assesse@hetheror not the assessebkasclaimeddeductionin respecof depreciationin computing
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his total income[Explanation 5 of Section32(1)].
i. Where any assetfalling within a block of assetsis acquiredby the assessealuring the
previousyearandis put to usefor the purposef businesor professionfor a periodof lessthan
180 daysin that previousyear,thenthe deductionof depreciationin respeciof suchassetshall be
restrictedto 50% of the depreciabn allowable. This is applicablefor depreciatiorundersections
32(2)(i), 32(l)(i)) and 32(1)(iia) [Proviso to section32(1)].
il. Depreciatioron assepartiallyownedby the assesseshallbe allowedto him to theextent of
his sharein asset.
iv. The aggregatededuction, in respectof depreciationof buildings, machinery, plant or
furniture, beingtangibleassetr know-how, patents,copyrights,trademarkslicences, franchises
or any other businessor commercialrights of similar nature,being intangible asse¢s allowableto
the predecessaandthe successoin the caseof successioneferredto in clause(xiii), clause(xiiib)
and clause (xiv) of section 47 or section 170 or to the amalgamatingcompanyand the
amalgamatedompanyin the caseof amalgamationor to thedemergedompanyandtheresulting
companyin the caseof demergerasthe case may be, shall not exceedin any previousyear the
deduction calculatedat the prescribed ratesas if the successionor the amalgamationor the
demergerasthe casemay be, had not takenplace
and
such deduction shall be apportioned between the predecessorand the successor,or the
amalgamatingcompany and the amalgamatedcompany, or the demergedcompanyand the
resulting company,as the casemay be, in the ratio of the numberof daysfor which the assets
wereusedby them.
v.  Buildingsincluderoads,bridges,culverts,wells andtubewells.
ADDITIONAL DEPRECIATION [SECTION 32(1)(iia)]

In the caseof any new machineryor plant (other than ships and aircraft), which has been
acquiredandinstalledby anassesseengagedn the businesf:
1  manufacturer productionof anyarticle or thing or
1 in the businessof generationor generationanddistribution in the businessof

generationtransmissionor distribution of power
a furth er sum equalto twenty per cent of the actual cost of such machineryor plant shall be
allowedasdeductionunderclause(ii) (amendedby Finance Act, 2016)
However,
Where an assesseesets up an undertakingor enterprisefor manufactureor productionof any
article or thing, on or afterthe 1stdayof April, 2015in any notified backwardareain the State of
1 AndhraPradestor
1 Biharor
1 Telanganeor
1 WestBengal
and
acquiresandinstallsany new machineryor plant (otherthanshipsandaircratft) for the purpcses of
the said undertakingor enterpriseduring the period beginningon the 1st day of April, 2015 and
endingbeforethe 1stdayof April, 2020in the saidbackwardarea
then
the rateof additionaldepreciatiorshall be 35%. [inserted by Finance Act, 2015
D o nférget
Wherean assetis acquiredby the assesseduring the previousyearandis put to usefor the
purpose®f businesdor a periodof lessthan180 daysin that previousyear
Then
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thedeductiorfor the 50%o0f additionaldepreciations allowedin previousyear& balances0% shall

be allowed in the immediatelysucceedingpreviousyear in respectof suchasset.[inserted by

Finance Act, 2015]

But

No additionaldepreciatiorshall be allowedin respecbf:

A. any machineryor plant which, beforeits installation by the assesseeayas usedeither
within or outsidelndia by any otherperson;or

B. any machineryor plantinstalled inany office premisesor any residentialaccommodation,
includingaccommaodatiorn the natureof a guesthouse;or

C. anyoffice applancesor roadtransportvehicles;or

D. any machineryor plant, the whole of the actual cost of which is allowed as a deduction
(whetherby way of depreciatioror otherwise)in computingthe incomechargeablainder the
head"Profits and gainsof businesr profession’of anyonepreviousyear.

UNABSORBED DEPRECIATION [SECTION 32(2)]
1. Thecurrentyeardepreciatiorshall be setoff
(i) Againstthe profits of any businessarriedon during the year.
(i) Thebalancejf any, againstincomeunderanyotherhead.
2. The unabsrbeddepreciationcan be carried forward for any numberof assessmengears

andsetoff againstincomeunderanyotherhead.

Here
Evenif businesss discontinuedunabsorbedlepreciatiorcanbe setoff or carryforward & set
off.

CAPITAL GAIN FOR DEPRECIABLE ASSETS[SECTION 50]
0) Wheresaleconsideratioron transferof oneor more capitalassetin the block exceedsthe
aggregatevalue of the followings
(@) Expenditureincurredwholly & exclusivelyin connectionwith transfer
(b) WDV of block of assetsat the beginning of the p/y
(c)  Actual costof anyassetdalling within the block of assetsacquiredduringthe p/y then,

suchexcessshallbe deemedo be shorttermcapitalgain.

(i) Whereentireblock is transferredthenfollowing shallbe STCG
Sale consideration = *****
Less: valueof the block atthe beginningof p/y ~ *****

Less:actualcostof anyassetdalling within the block acquiredduringthe p/y *****
Less:expenditureon 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)]

Wherean assessedieinga company.engagedn the busines®f manufacturer productionof any

artlcle or thlng acquwesand mstalls new assetsandthe amountof actualcost of suchnew assets
S sacquired during

any previous year exceedstwentyflve crore rupees and such assetsare installedon or before

the 31stdayof March, 2017, then,thereshallbe alloweda deductionof a sumequalto fifteen per

cent. of the actualcost of suchnew assetdor the assessmengear relevantto that previousyear.

(Amendedby Finance Act, 2016)

Providedthat where the installation of the new assetsare in a year other than the year of

acquisition, the deductionunder this sub-sectionshall be allowedin the yearin which the new
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assetsare installed. (Inserted by Finance Act, 2016)

Note: No deductionshall beallowedfor any assessmentearcommencingon or after the 1st day

of April, 2018[Section32AC(1B)].

Consequencesf the new assetacquired and installed is transferred [Section 32AC(2)]

If any new assetacquiredand installedby the assesse& sold or otherwisetransferredexcept in

connetion with the amalgamatioror demergerwithin a period of 5 yearsfrom the dateof its

installation,the consequencef the sameshall be asunder:

i.  Theamountof deductionallowedundersection32AC(1A) in respectof suchnew asset shall
be deemedo be incomechargeableinderthe headprofit andgainsof businessandprofession
of the previousyearin which new assets sold or otherwisetransferred.

i. Inadditionto theabove jf anycapital gairarisesundersection50 onaccounbf transfer of such
new assethattoo shallbecometaxablein that previousyear.

Consequencesf amalgamatedcompany or resulting company transfers such assets[Section

32AC(3)]

If afteramalgamatioor demergerthe amalgamatedompanyor the resultingcompany,asthe case

may be, sells or transfersany such assetwithin 5 yearsfrom the date of its installationby the

amalgamatingcompanyor the demergedcompany,then the amalgamateccompanyor resulting

companyshall be taxed in the samemanneras it would have beentaxed in the hands of the

amalgamatingr demergedccompany,asthe casemay be.

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

New assetmeansany new plantor machinery(otherthanship or aircraft) but doesnot include:

i. any plantor machinerywhich beforeits installation by the assesse@asusedeither within
or outsidelndia by anyotherperson;

i. anyplantor machineryinstalledin anyoffice premisesr anyresidentialaccommodation,
including accommodationn the natureof a guesthouse;

i, any office appliancesncluding computersor computersoftware;
iv. any vehicle;
V. any plantor machinerythewholeof theactualcostof whichis allowedas deduction(whether

by way of depreciationor otherwise)in computingthe income chargeableunder the head
"Profits and gains of business or profession"of any previousyear.

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)]

[insertedby Finance Act, 2015]
Where an_assesseesetsup an undertakingor enterprisefor manufactureor productionof any
article or thing, on or afterthe 1stdayof April, 2015in any notified backwardareain the State of
1 AndhraPradesior
! Biharor
1 Telarganaor
1 WestBengal
and
acquiresandinstallsany new asseffor the purpose®f the saidundertakingor enterpriseduring the
periodbeginningon the 1stdayof April, 2015andendingbeforethe 1st dayof April, 2020 in the
said backwardarea,
then
thereshall be allowed a deductionof a sumequalto 15% of the actualcostof suchnew asset for
the assessmentearrelevantto the previousyearin which suchnew assets jnstalled.
Consequences the new assetacquired and installed is transferred [Section 32AD(2)]
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If any new assetacquiredand installedby the assesse& sold or otherwisetransferredexcept in

connectionwith the amalgamatioror demergeior re-organisatiorof businesgeferredto in clause
(xiii) or clause(xiiib) or clause(xiv) of secton 47, within a periodof 5 yearsfrom the dateof its

installation,the consequencef the sameshall be asunder:

i.  Theamountof deductionallowed undersection32AD(1) in respeciof suchnew asset shall

be deemedo be incomechargeablainderthe headprofit and gainsof businessand
professionof the previousyearin which new assets sold or otherwisetransferred.

i. Inadditionto theabove,f anycapitalgainarisesundersection50 on accountof transfer of
suchnew assethattoo shall becometaxabek in that previousyear.

Consequencesf amalgamatedcompany etc transfers such assetgSection 32AD(3)]

Where the new assetis sold or otherwisetransferredin connectionwith the amalgamationor
demergeror re-organisationof businesswithin a period of five years from the date of its
installation, the provisions of subsection(2) shall apply to the amalgamateccompanyor the
resultingcompanyor the successorastheywould haveappliedto the amalgamatinggcompany or
the demergeccompanyor the predecesor.

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

New Asset meansany new plant or machinery(other than a ship or aircraft) but does not
include:

a) any plant or machinery,which beforeits installation by the assesseayas usedeither within

or outsidelndia by any other person;

b) any plant or machineryinstalled in any office premisesor any residential accommodation,
including accommodationn the natureof a guesthouse;

c) anyoffice appliancesncluding computersor computersoftware;

d) anyvehicle;or

e) anyplantor machinerythe whole of the actualcostof which is allowedasdeduction(whether
by way of depreciationor otherwise)in computing the income chargeableunderthe head

"Profits and gainsof businessr professionof anypreviousyear.
DEVELOPMENT ACCOUNT [SECTION 33AB]

Applicability:
Assesseés engagedn the busines®f growingandmanufacturingeaor coffeeor rubber in India.
Conditions:

1. He hasdepositecanyamountwith NationalBank for Agriculture andRural Development
(NABARD) or in depositaccoun asspecified& approvedby Board(s)

a. Within six monthfrom the endof the previousyearor

b. On or beforeduedateof furnishingreturnof income,whicheveris earlier.

2. He getshis accountsAudited by CharteredAccountant.

Quantum of Deduction:

(@) Amount depogted, or

(b) 40% of the profits of suchbusinessomputedunderthe headPGPBwhicheveris less.

Utilisation of Amount deposited:

Amount depositedvith NABARD or in DepositedAccountshall be utilised for businessof the

assessem accordancevith the specified scheme.

However:it cannotbe utilized for following purposes:

(@) anymachineryor plantto beinstalledin anyoffice premiser residentialaccommodation,
including anyaccommodatiorn the natureof a guesthouse;

(b) anyoffice appliancegnot beingcompuers)

(c) anymachineryor plant, the whol®ef theactualcostof whichis allowedasa deductionunder
the headPGBPin anyonepreviousyear;

(d) Any new machineryor plant to be installed in an industrial undertakingfor purposes of
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businesof construction,manufactureor productionof any articlesor thing specifiedin the
list in the EleventhSchedule.

Withdrawal of deposit:

(@) Forthe purposespecifiedin schemeor

(b) In thefollowing circumstances:

1. Closureof businessdeemedo theProfit of previousyearin which amount is withdrawn.

2. Dissolutionof a firm: deemedto the Profit of previousyear in which amountis
withdrawn.

3. Deathof anassesseeShallnot be Taxable

4. Liquidationof a company:Shall not be Taxable

Withdrawal of deduction:

1. Amountwithdrawalbut not utilized in samepreviousyeari incomeof previousyearin which

amountwas withdrawn.

2. Whereassetacquiredunderschemeis sold within 8 yearsfrom end of previousyearin which

it wasacquiredi incomeof previousyearin which assets sold.

Exception to the restriction of 8 years:

1. Whereassetis sold to Govt. local Authority are statutorycorporationor a government

company.

2. Whereassets soldto companybecausef successiomf a firm by company,if :

a. All the assetandall the liabilities of firm becomesthe assetsand liabilities of the company.

b. All theshareholdersf thecompanywerepartnersof firm beforesuch succession.

SITE RESTORATION FUND [SECTION 33ABA]

Applicability
Allowed to assesseengagedn the busines®of prospectingr extractionor production of petroleum
or naturalgasesin India and in relationto which the Central Government has enteredinto an
agreemenfor suchbusiness.
Condition:
The assessekasdepositecbeforethe end of previousyear, anamount
a. With SBI in a specialacmunt as per the schemeof ministry of petroleumand naturalgas,or
b. In Siterestorationraccountopenedasperthe schemeof the ministry.
Quantum of Deduction:
0) Amount depositedor
(ii) 20% of PGBPbefore33ABA, whichever is lower.

EXPENDITURE ON SCIENTIFIC RESEARCH [SECTION 35]
In House ExpensegResearchMust be Relatedto Business]
A: RevenueExpenses
100% deduction is allowed for all revenueexpenditureincurred on scientific researchduring
previousyear [Section 35(1)(i)].
Pre commencement: Aggregateof all expenditure(being salary to researchstaff, excluding
perquisitest. materialusedfor researchjncurredwithin lastthreeyearsimmediatelypreceding the
commencemertf the businesshallbe deemedo havebeenincurredin the previousyear in which
the businesdgs commenced.
B: Capital Expenses
100%deductionis allowedfor all capitalexpensegexcludingexpensesncurredfor acquisition of
land) incurredduring previousyear[Section 35(1)(iv) & 35(2)].
Pre commencement:Aggregateof all expenditurgexcludingexpensedncurredfor acquisitionof
land) incurredwithin last three yearsimmediatelyprecedingthe commencementof the business
shallbedeemedo havebeenincurredin the previousyearin which the businessis commenced.
C: 200% Deduction to Company [Section 35(2AB)]

1  Whereacompanyengagedn anybusines®f manufacturer productionof anyarticle or
thing
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f  notbeinganarticle or thing specifiedin the list of the EleventhSchedule

f  incursanyexpenditureon scientific research(not beingexpendituran the natureof cost of
anylandor building)

1  onin-houseresearctand developmenftacility asapprovedby the prescribedauthority,

then

thereshallbe alloweda deductionof a sumequalto 200%o0f the expendituresoincurred.

Remember

i.  Where the costof any capitalassethasbeenwritten off u/s 35, no depreciatiorwill be
allowedundersection32 for the sameor anyother previousyearin respectof that asset.

ii.  Whereahousepropertyis usedfor the purposeof scientificresearchthe costof the land shall
beexcludedrom thecostof building asexpenditureonacquisitionof landshallnot be allowed
asdeduction.

ii. Deductionof capital expenditureshall be allowed to the extent of the profit from that
business.There cannot be businessloss due to such deduction. Therefore,if full effect
cannot be given in a previous year on accountof deductionof capital expenditureon
scientific researctowing to therebeing no profits or gainschargeabldor that previous year
or owing to profit beinglessthanthe expenditure,

then

Suchexpenditureor partof suchexpenditureshallbe known asunabsorbedapital expenditure

on scientific research

and

It will be deemedo be an expenditureof the following previousyearsandso on for the

succeedingrevious year [Section 35(4)].

And

What if an assetusedfor scientific researchis sold?

Casel

Sold without having beenusedfor other purposes[Section 41(3)]

then

1  The net sale price of the asset,or the cost of the asset,which was earlier allowed as
deduction under section 35, whicheveris less, shall be treatedas businessincome of the
previousyearin which suchassets sold.

1  Any excesf saleprice over costshall be taxableascapitalgains.

Here

It shallapplyevenif the businesss not in existancein that previousyear.

Case2

Sold after having beenusedfor business

then

1  Theactualcostof suchassetto be includedin the relevantblock of assetshall be taken as
nil asthe full amounthasbeenallowedasdeductionundersection35.

1 If thisastis lateronsold,the moneypayableshallbe deductiblefrom the block in which
suchassetwasearlierincluded.

Donations[ResearchMay or May Not be Relatedto Business]

A: Donationsfor Scientific Research

[Section 35(1)(ii)]

175% 150% deduction is allowed for any sum paid to a researchassociationwhich has as its

objectthe undertakingof scientificresearchor to auniversity,collegeor otherinstitutionto be used

for scientific researci{amendedby Finance Act, 2016w.e.f. AY 201819).

Suchassaeiation, university, collegeor otherinstitution:

a) s for thetime beingapprovedjn accordancevith the guidelines,n the mannerand subject
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to suchconditionsas may be prescribedand
b) suchassociationuniversity, college or other institution is specfied as such, by
notification in the Official Gazette by the CentralGovernment.
Note: Where any sum is paid to such association,university, college or other institution in a
previousyearrelevantto the assessmentear beginningon or after the 1st dayof April, 2021, the
deductionunderthis clauseshallbe equalto the sumso paid (insertedby FinanceAct, 2016
w.e.f.AY 201819). But

200%150%deductionis allowedfor anysumpaidto

a) aNationalLaboratoryor

b) aUniversityor

c) anlIndian Instituteof Tednologyor

d) aspecifiedperson

[Section 35(2AA)]

with

a specific direction that the said sum shall be usedfor scientific researchundertakenunder a

programmeapprovedn this behalfby the prescribedauthority(amendedoy Finance Act, 2016

w.e.f.AY 201819).

Once paymentis made by assessed¢o a National Laboratory, University, Indian Institute of

Technologyor a specified person,deductionshall be allowed evenif approvalis withdrawn by

prescribedauthority subsequently.

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

Technology orspecifiedpersonin a previousyearrelevantto the assessmentearbeginningon or

afterthe 1stday of April, 2021,the deductionunderthis subsectionshall be equalto the sumso

paid (insertedby Finance Act, 2016w.e.f. AY 201819).

B: : ) i

125% 100% deductionis allowed for any sum paid to a companyto be usedby it for scientific

researci{amendedby Finance Act, 2016w.e.f. AY 201819).

Here

Suchcompany:

a) Isregisteredn India,

b) hasasits main objectthe scientific researchand development,

c) s, for the purposesof this clause,for the time being approvedby the prescribedauthority
in the prescribedmanner,and

d) fulfils suchotherconditions asmay be prescribed.

C: Donation for Socialor Statistical Research[Section 35(1)(ii)

125% 100% deductionis allowed for any sum paid to a researchassociationwhich has as its

object the undertakingof researchin social scienceor statistical reseach or to a university,

college or other institution to be used for researchin socialscience or statistical research

(amendedby Finance Act, 2016w.e.f. AY 201819).

Here

Suchassociationuniversity, collegeor otherinstitution:

a) Iis for thetime beingapprovedjn accordancevith the guidelines,n the mannerand subject
to suchconditionsas may be prescribedand

suchassociationuniversity, collegeor otherinstitution is specifiedas such,by notificationin the

Official Gazette py the CentralGovernment.

TELECOM LICENCE FEE [SECTION 35ABB]

Where

1  anycapital expenditureis incurredby the assessee

1  for acquiringanyright to operatetelecommunicatiorservices

1  eitherbeforethe commencemendf the businesgo operatetelecommunicatiorserviceor

thereafteranytime during any previousyear
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1  andfor which paymenthas actually beenmadeto obtaina license

f  adeductionshall be allowedon pro-ratabasisfor eachof the relevantpreviousyears.

Here,

Relevant Previous Year means:

a) If thefee is paid for acquiring anyright to operatetelecommunication servicebefore the

commencemenbdf such business,the deductionshall be allowed for the previousyears
beginningwith the previousyearin which such businesscommenced

b) If the fee is paid for acquiring such rights after the commencemenbf such businesshe
deductionshall be allowedfor the previousyearsbeginningwith the previousyearin which
the licensefee is actuallypaid

andthe subsequenpreviousyearor yearsduring which the licence,for which fee is paid, shall
be inforce.
And, what if licenceis sold? Casel

Entire licenceis transferred
1 If the saleproceedsand the deductionsalreadyallowed are lessthanthe costof acquisition,

suchdeficiencyshall be allowed as deductionin the yearin which the licenceis transferred.

1 If the saleproceedsand the deductionsalreadyallowed exceedthe costof acquisitionof the
licence,thenthe amountof suchexcessor the aggregatef the deductionsalready allowedin
the past,whicheveris less,shall be taxableasbusinessncomeof the yearin which the licence
is transferred.

Case2
A part of the licenceis transferred
1 Wherea partof thelicenceis transferredor a sumlessthenthe written downvalueof thetotal

licence, the balanceamountnot yet written off shall be allowed as deductionin the balance
numberof equalinstalments.

1 If partof the licenceis transferredior a sumexceedinghe written down value of the licence,
the saleproceedsninusthe written down value of the full licenceshallbethe profit from such
sale.

SPECTRUM FOR TELECOM SERVICES [SECTION 35ABA]
Where

(insertedby Finance Act, 2016)
i.  Therewill becapitalgainon saleof entire/pariof the licenceif the saleprice of thelicence is

morethanthe costof the licence.Thereshall be no capitalgainif the saleprice of the licence
is lessthan the cost of the licence. And for computing long-term capital gain indexation
of costshallbe allowedif suchlicenceis sold after 36 months.

No deductionshall be allowed on accountof depreciatiorundersection32(1).

any capital expenditureis incurredby the assessee

for acquiringanyright to use spectrumfor telecommunicatiorservices
eitherbeforethe commencemenf the businesdo operatetelecommunicatiorserviceor
thereafteranytime during any previousyear

1  andfor which paymenthas actually beenmadeto obtaina license
1 a deductionshall be allowedon pro-ratabasisfor eachof the relevantpreviousyears.

= = —a =

Remember

All the provisionsof section35ABB, shallapply asif for theword "licence",theword
"spectrum”had beensubstituted.

DONATION FOR ELIGIBLE PROJECT [SECTION 35AC]
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Applicability
Any assesse@ho paid any sumto

1 apublic sectorcompanyor alocal authorityor

1 anassociatioror institution approvedby the National Committeefor carryingout any
eligible projector scheme

However,a companymayalso incur expendituredirectly on the eligible projector scheme.
Deduction
100%of the amountof suchexpenditurencurredduring the "previousyear.
No Deduction
No deducion underthis sectionshall be allowedin respecbf any assessmegearcommencingon
or afterthe 1stdayof April, 2018 (insertedby Finance Act, 2016).
DONATION FOR RURAL DEVELOPMENT [SECTION 35 CCA]
Deductionwill be allowedto the assessem respet of paymentmadeby assesset® i
(a) an associationhaving the object of undertakingof any ruraldevelopmentprogram
approvedby prescribedauthority
(b) an associatiorengagedn training of personfor the implementingrural development
program.
(c) Ruraldeveloprent fund setup by the centralgowvt.
(d) The nationalurbanpovertyeradicationfund setup andnotified by centralgovt.

AGRICULTURAL EXTENSION PROJECT [SECTION 35 CCC(C]

Where AN _ASSESSEE incurs any expenditure on AGRICULTURAL EXTENSI
PROJECT notified by the Board in this behalf in accordancewith the guidelinesas may be
prescribedthen,thereshall be allowed a deductionof a sumequalto 150% of such expenditure.
Note: w.e.f. AY 202122, deductionshall be 100% (insertedby Finance Act, 2016)
SKILL DEVELO PMENT PROJECT [SECTION 35CCD]
WhereA_ COMPANY _incursanyexpenditurgnot being expenditurein the nature of costof any
land or building) on any notified SKILL DEVELOPMENT PROJECT, then, thereshall be
alloweda deductionof a sumequalto150% of such expenditure.
Note: w.e.f. AY 202122, deductionshall be 100% (insertedby Finance Act, 2016)
PRELIMINARY EXPENSES [SECTION 35D]
1. Type of assesseefhedeductionis available to Indian companyor noncorporateresident
assessee.
2. Eligible expenditure:
0) Incurredbeforethe commencemenbf businesor
(i) Incurredafter the commencemenfor
i. Extensionof existingundertakingor
ii. Forsettingup new unit.
Suchexpendituremay be for (i) feasibility report(ii) projectreport(iii) survey(iv) drafting of
agreementbetween the assesseend any other persons (v) expenditure of M/A, A/A,
registrationor issueof shareor debenturegvi) otherexpenditureasmay be prescribed.
3. Qualifying amount:
(i) For non corporateassesseit cannot exceedb% of costof project.
(i) For a companyit cannot exceeds% of
(a) Costof project,or
(b) Capitalemployed,whicheveris higher.
4. Quantum of deduction: Deductionis allowedin 5 equalinstallments.
5. Amount must be auditedby CA.
AMORTISATION OF EXPENDITURE IN CASE OF AMALGAMATION
OR DEMERGER [SECTION 35DD]

=th

Deductionis allowed of anamountequalto 1/
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previousyears beginningwith the previousyear in which the amalgamationor demergertakes
place.

VOLUNTARY RETIREMENT SCHEME [SECTION 35DDA|]

Expenditureon paymentto employee,during any previousyear, on his voluntary retirement,in
accordanceavith voluntaryretirementschemeshall be allowed deductionin five installments for
five yearsstartingfrom the yearof payment.

EXPENDITURE ON PROSPECTING OF MI NERALS [SECTION 35E]

1. Deductionis availableto anIndian Co. andResidenthon-corporateassesseengagedn any
operationgelatingto prospectinggextractionor productionof specifiedminerals.

the expenditurehouldbeincurredat anytime duringthe year of commercialproductionor 4
yearsprecedinghe year.

No deductionis allowed for capitalexpenditure.

Amount of deduction:

Onetenthof expenditureor

Incomefrom suchprospectingetc., whicheveris less

A

oo ko

DEDUCTION IN RESPECT OF EXPENDITURE ON SPECIFIED
BUSINESS [SECTION 35AD]

SpecifiedBusiness

=

Settingup andoperatingd ¢ o lhda faailitées for specifiedproducts;
Settingup and operatingwarehousingacilities for storingagriculturalproduce;
3. Laying and operatinga crosscountrynaturalgasor crude or petroleumoil pipeline network

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

Building and operatinga hotel of two-staror abovecategory,anywherein India;
Building and operatinga hospital,anywherein India, with at least 100 bedsfor patients;

6. Developing and building a housing project under a schemefor slum redevelopmentor
rehabilitationframed by the centralgovernmentor a stategovernmentasthe casemay be,
and notified by the CBDT in accordancevith the prescribedguidelines;

7. Developingand building a housingproject undera notified schemefor affordable housing
framedby the centralgovernmenbr stategovernment;

Productionof fertilizer in India;
Setting up and operatingan inland containerdepd or a containerfreight station notified

or approvedunderthe customsact, 1962;

10. Beekeepingandproductionof honeyandbeeswax;

11. Settingup andoperatinga warehousindacility for storageof sugar;

12. laying andoperatinga slurry pipelinefor the transpetation of iron ore;

13. settingup and operatinga semiconductovafer fabrication manufacturingunit, if suchunit

is notified by the Boardin accordancevith the prescribedguidelines;
14. developingor maintaining and operating or developing,maintaining and operating a
new infrastructure facility.

Deduction
1 100%of the capitalexpenditurenvould be allowed asdeduction.
1 No deductionis allowed for expenditureincurredon acquisitionof any land, goodwill or

financial instrument

1 Nodeductions allowedfor any capitalexpendituren respecof whichthe paymentor aggregate
of paymentsmadeto a personin a day, otherwisethan by an accountpayee chequedrawnon
a bank or an accountpayeebank draft or use of electronicclearing systemthrougha bank
account.exceedgenthousandupees(insertedby Finance Act, 2018)

1 Expenditureincurred prior to commencemenbdbf operationwould be allowed as deduction
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during the previousyearin which the assesseeommence®perationof his specifiedbusiness
provided that such amountshould be capitalizedin the books of accountof the assesseen
the dateof commencemendf its operations.

~

5 ctionof fertilizer inlndia.

Remember

Anysum,whether receivedr receivablejn cashor kind,onaccountof anycapital assefother than

land or goodwill or financial instrument)oeingdemolisheddestroyeddiscardedor transferred, if

the whole of the expenditureonsuch capital assethasbeenallowed asa deductionundersection

35AD, shall befully taxableunder PGBP [section 28].

Conditions

1. Any assetin respectof which a deductionis claimedand allowed underthis sectionshall be
usedonly for the specifiedbusinessfor a period of eight yearsbeginningwith the previous
yearin which suchassetis acquiredor constructedsub section7A].

consequences

Where such assetis usedfor a purposeother than the specified businessduring such specified

period (otherwisethan by way of a moderefared to in clause(vii) of section

28) thetotalamountof deductionsoclaimedand allowedin oneor morepreviousyears,asreduced

by the amountof depreciationallowablein accordancevith the provisionsof section32 (asif no

deductionunder this sed¢ion was allowed) shall be deemedto be the income of the assessee

chargeableunder the head i P r oand gaiss of businessorp r o f e af thé ppemiausyearin

which the assetis so used[sub section7B].

2. Wherethe businesss of laying and operatinga crosscountry naturalgasor crudeor
petroleumoil pipeline networketc.,it shouldsatisfythe following conditionsalso:

(i) It isownedby a Indiancompanyor by a groupof Indian companies.
(i) It hasbeenapprovedby the Petroleumand Natural GasRegulatoryBoard.
(i) 1t has made not less than such proportion of its total pipeline capacity as specified by

regulationsavailablefor useon commoncarrier basisby any personotherthan the assessee
or anassociategberson.

3. Wherethebusinesss of infrastructurefacility, suchbusinesshouldalsosatisfy following

conditionsalso:

(i) is ownedby a companyregisteredn India or by a consortiumof suchcompaniesor by an
authority or a board or corporationor any other body establishedor constitutedunderany
Centralor StateAct;

(i) suchentity hasenterednto anagreementith the CentralGovernmenbr a State Government
or a local authorityor any other statutorybody for developingor operatingand maintaining
or developing,operatingand maintaining,a new infrastructure facility.
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OTHER DEDUCTIONS [SECTION 36(1)]

0) InsurancePremium

f Insurancepremiumpaid againstrisk of damageor destructionof stockin-trade;

1 Insurancepremiumpaid by milk co-operativesocietyon the life of cattleownedby a member

of the society.

1 Insurancepremiumpaid by any modeotherthancashon the healthof employees.

(i) Bonusor commissiorto employeeshall be allowedasdeductionprovidedthatit is not
paidin placeof profits or dividends.

(i) Interestpaid on capitalborrowedfor businesor profession.

(ivy  Amountof discounton a zero couponbondoverthe periodof life of suchbond.

(vv E mp | o goetrbdtisnto approvedgratuity fund

(viy  Employercontributionto RPFor anysuperannuatiofund.

(vii)  Any sumwhich employerreceivedfrom employeesas contributon to any provident
fundore mp | o staeesuimnceor anyotherwelfarefund.

Conditions:

1 Suchsumis creditedto thee mp | o gceoaniinsthe relevantfund

1 Depositwasmadeon or beforeduedateunderrelevantfund.

Note: As persection2(24)(x)anysumreceivedoy theassessettom his employeess contributions

to any provident fund or superannuatiorfund or any fund set up underthe provisions of the

E mp | o yBmtelas@ranceAct or any other fund for the welfare of suchemployeesshall be

treatel asbusinessncome.

(vii)  Animals which havebeenusedfor the purpose®f the businesor profession(otherthan as
stockin-trade) and havedied or becomepermanentlyuselessthe differencebetween the
actualcost of the animalsand the amountrealisedin respectof the carcasse®r animals.

(ix) Bad Debts.

Conditions:

1 Suchamountmusthavealreadybeenincludedin incomeof any previousyearor it represents

moneylent in the ordinarycourseof the businessof bankingor money lending.

1 It musthavebeenwritten off asirrecoverablen booksof accounts.

7 It shallnot includeprovisionfor badand doubtful debtmadein booksof accounts.

Recoveryof bad debtsallowed asdeductionin any earlier previous year [Section41(4)]

wherea deductionhasbeenallowedfor bad debtsand

suchamountsubsequentlyecoveredthen

amountsorecoveredshall bedeemedo beprofits and gainsof busines®r profession

of the previousyearin whichit is recovered

whetherthe businessor professionin respectof which the deductionhas beerallowedis in

existencen thatyearor not.

(x)  Family planningexpenditurefor employeedy a company

Conditions:

1 Capitalexpenditureshall be allowedin five equalinstaliments.

1 If any family planning expenditurecannot be allowed as deduction becaise profits are

insufficient, then it shall be set off and carry forward asif it is unabsorbedlepreciation.

1 If any assetpurchasedfor family planningis sold after or without using in business then

provisionsof section35 and41 regardingscientific researchshall be applied.

(xi)  Securitiestransactiortax

(xii) Commoditytransactiontax

GENERAL DEDUCTION [SECTION 37]

T
T

T
T

Any expenditure

1  notbeingexpenditureof the naturedescribedn sections30 to 36 and

1  notbeingin the natureof capitalexpenditureor personakxpensesf the assessee
1 laid out or expendedwholly and exclusivelyfor the purposesof the businessor
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profession
shall be allowed in computingthe income chargeableunder the head"Profits and gains of
businessor profession”.

Here

Any expenditurancurred by an assessefr any purpose

1  whichis anoffenceor

f  which is prohibitedby law

shall not be deemedto have beenincurred for the purposeof businessor professionand no

deductionor allowanceshall be madein respeciof suchexpenditure.

Further

Any expenditure incurred by an assesseeon the activities relating to corporate social

responsibility referred to in section 135 of the CompaniesAct, 2013 shall not be deemed to

be an expenditure incurred by the assesseéor the purposesof the businessor prof es si on

[Explanation 2.....w.e.f AY 201516].

And also

No allowanceshallbe madein respeciof expenditurancurredby anassesseen advertisementin

any souvenir,brochure tract, pamphletor the like publishedby a political party [Section 37(2B)].

Remember

i. Gift, travelfacility, hospitality,cashor monetarygrantgiven by the pharmaceuticaand allied
healthsectorindustriesto medicalpractitionersand their professionabssociations shall not
be allowed as deductionas per explanationto section 37(1) as it is in violation of the
regulationissuedby Medical Council of India [Circular No. 5/2012,dated 1.8.2012].

i. Explanationto section37 restrictingthe allowability of expendituredor infringementof law
appliesto businessexpendituresand not to businesdoss. If smuggledgoodsare confiscated,
it is a caseof businesdoss& suchlossshallbe allowable..asdecidedn the caseof Dr. TA.

Quereshiv CIT by the SupremeCourt.
DEDUCTIONS SPECIFICALLY DISALLOWED

Deductionis not allowedfor...

Any
1 Interest
1 Royalty

1  Feesfor technicalservicesor

1  Othersumchargeablainderthis Act (other than salary)

which is payable

(A) outsidelndia or

(B) in Indiato a nontresident,not beinga companyor to a foreigncompany

1  onwhichtax is deductibé at sourceunderChapterXVIl -B

!  andsuchtax hasnot beendeducted

1  or after deductionhas not beenpaid on or beforethe due date specifiedin sub section
(1) of section139

and

Wherein respecbf anysuchsum

1  taxhasbeendeductedn anysubsequenyea or

1  hasbeendeductedn the previousyearbut paid in anysubsequenyearafterthe due date

specifiedin subsection(1) of section139

then
Suchsum shall be allowed as a deductionin computingthe income of the previousyear in
which suchtax hasbeenpaid.

Section40(a)(ia)
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Deductionis not allowedfor...

17 30%of ANY sum payableto a resident

onwhich

f  taxis deductibleat sourceunderChapterxXVil -B

f  andsuchtax hasnot beendeducted

1  or after deduction,hasnot beenpaid on or beforethe due date spedfied in sulz section
(1) of section139.

and

Wherein respecof anysuchsum

1  taxhasbeendeductedn anysubsequenyearor

1  hasbeendeductedn the previousyearbut paid after the due datespecifiedin sub section
(1) of section139

then

30% of suchsumshallbe allowedasa deductionin computingthe incomeof the previousyear in

which suchtax hasbeenpaid.

And also

wherean assessegils to deducttax but payeehassubmittedtax, it shall be deemedhat the

assessebasdeductedandpaid the tax on suchsung ( ndisallowance)

Section40(a)(ib) [inserted by Finance Act, 2016w.e.f. 1.6.2016] Deductionis not allowedfor...

Any consideratiorpaid or payableto

! anonresident

1 for a specifiedservice

f on which equalisationlevy is deductibleunderthe provisionsof ChapterVIll of the
FinanceAct, 2016

but

1 suchlevy hasnot beendeducted

1 or after deduction,hasnot beenpaid on or beforethe due datespecifiedin subsection

(1) of section139

and

wherein respeciof anysuchconsideration

1 theequalisatiorlevy hasbeendeductedn anysubsequenyearor

1 hasbeendeductedduring the previousyearbut paid after the duedatespecifiedin sub
section(1) of section139

then

suchsumshallbe allowedasa deductionin computingthe incomeof the previousyearin which

suchlevy hasbeenpaid.

: Al

Deductionis not allowedfor...

Any paymentwhich is chargeablainderthe head"Salaries",if it is payable:

A. outsidelndia; or

B. to anonresident,

and

If the tax hasnot beenpaid thereonnor deductedherefromunderChapterxVll -B.

Followings are also disallowedu/s 40(a)

1. Any tax actuallypaid by an employeron non monetaryperquisites.

2. Wealthtax

3. Incometax

Notes:

a) Any provisionfor incometax or wealthtax or anyothertaxis not allowedasdeduction.

b) Any interestpaid underincometax or wealthtax Act is alsonot alloweddeduction But
interestpaid underanyotherlaw is alloweddeduction.
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PAYMENT TO SPECIFIED PERSONS[SECTION 40A(2)]
If paymentof expenditurehasbeenmadeto specifiedpersonsand AO is of the opinionthat such
expenditureis excessiveor unreasonabldaving regardto the fair marketvalue of the goods,
servicesor facilities etc.,thenexpenditureconsideredy him to be excessiveor unreasonableshall
be disallowed. Specified peroon meansrelative, partner, director or person having substantial
interest.

PAYMENTS MADE OTHERWISE THAN BY ACCOUNT PAYEE CHEQUE OR
ACCOUNT PAYEE BANK DRAFT [SECTION 40A(3)]

Casel

Where the assesseancurs any expenditurein respectof which a paymentor aggregateof

paymentamadeto a personin a day, otherwisethanby an accountpayeechequedrawnon a bank

or account payeebank draft or use of electronic clearing system through a bank account,
exceeddRs.10,00(Rs-26,6060n0 deductiorshallbeallowedin respecbf such expenditurdSection
40A(3)].

Case2

Where an allowancehas beenmadein the assessmenfor any year in respectof any liability

incurred by the assessedor any expenditureand subsequentlyduring any previous year the

assessemakespaymentin respectthereof,otherwisethan by an accountpayeechequedrawn on

a bankor accountpayeebankdraft or useof electronic clearing systemthrough a bank account

the paymentso madeshall be deemedto be the profits and gains of businessor professiorand

accordinglychargeableto incometax as income of the such previousyear if the payment or
aggregateof paymentsmade to a personin a day, exceedsRs.10,000Rs:26,000 [Section
40A(3A)].

Here

In the caseof paymentmadefor plying, hiring or leasing goodscarriageslimit is Rs.35,000.

Remember

i.  Astheword expenditurenasnot beendefined,it is aword of wide import. Purchaseare also
coveredunderexpenditure.asdecidedin the caseof Attar Singh Gurmukh Singh by the
SupremeCourt.

i.  Wherethe assessewas doing morethanonetransactionn a day but if the amountin each
transactiondoes not exceedthe limit prescribedin section40A(3), the rigors of section
40A(3) will not apply...as decidedin the caseof Kothari Sanitation & Tiles (P) Ltd. by
Madras (HC).

Casesand circumstancesin which a payment or aggregateof payments exceedingtwenty

thousand rupees may be made to a person in a day, otherwise than by an account payee

chequedrawn on a bank or accountpayeebank draft [Rule 6DD]

No disalowance under subsection(3) of section40A shall be made and no paymentshall be

deemedo bethe profits andgainsof businesor professiorundersubsection(3A) of section 40A

wherea paymentor aggregat®f paymentanadeto a personin a day, otherwise thanby anaccount

payeechequedrawnon a bank or accountpayeebank draft or use of electronic clearing system

througha bank account,exceedsRs.10,000,n the casesand circumstancesspecifiedhereunder,

namely:

a) wherethe paymentis madeto

(i) the RewrveBank of India or any bankingcompanyas definedin clause(c) of section5 of
the BankingRegulationAct, 1949 (10 of 1949);

(i) the StateBank of India or anysubsidiarybankas definedin section2 of the StateBank of
India (SubsidiaryBanks)Act, 1959(38 of 1959);

(i) anyco-operativebankor land mortgagebank;
(iv) anyprimaryagriculturalcreditsocietyor anyprimarycreditsocietyas definedundersection
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(v)
b)

€)
(i
(ii)
(iii)

(iv)
V)

(Vi)
(vii)

56 of the BankingRegulationAct, 1949(10 of 1949);

theLife InsuranceCorporationof India establifiedundersection3 of the Life Insurance
CorporationAct, 1956 (31 of 1956);

wherethe paymentis madeto the Governmentand, underthe rules framedby it, such
paymentis requiredto be madein legaltender;

wherethe paymentis madeby

any letter of credit arrangementthrougha bank;

a mail or telegraphidransferthrougha bank;

a book adjustmenfrom anyaccountin a bankto anyotheraccountin thator anyother
bank;

a bill of exchangamadepayableonly to a bank;

the useof electronicclearingsysemthrougha bankaccount;

acreditcard;

a debit card.

Explanation: For the purposesof this clauseand clause(g), the term "bank™ meansany bank,
bankingcompanyor societyreferredto in subclauseqi) to (iv) of clause(a) andincludesany bank
[not being a banking companyas defined in clause(c) of section5 of the Banking Regulation
Act, 1949 (10 of 1949)], whetherincorporatedodr not, which is establishedutside India;

d)
e)
(i
(ii)

(iii)
(iv)

9)

h)

(i

(ii)
)

K)

wherethe paymentis madeby way of adjustmentgainstthe amountof anyliability incurred
by the payeefor any goodssuppliedor servicesrenderedoy the assesse¢o suchpayee;

wherethe paymentis madefor the purchaseof:
agriculturalor forestproduce;or
the produceof animalhusbandryincluding livestock, meat,hidesand skins) or dairy or

poultry farming; or

fish or fish products;or

the productsof horticultureor apiculture,

to the cultivator, groweror producerof sucharticles,produceor products;

where the paymentis madefor the purchaseof the productsmanufacturedr processed

without the aid of powerin a cottageindustry,to the producerof such products;

wherethe paymentis madein a village or town, which on the dateof suchpayment is not
servedby any bank, to any personwho ordinarily resides,or is carrying on any business,
professionor vocation,in anysuchvillage or town;

whereany paymentis madeto an employeeof the assesseer the heir of anysuch employee,
onor in connectiorwith the retirement retrenchmentresignation,dischargeor deathof such
employee,on accountof gratuity, retrenchmentcompensatior similar terminalbenefitand
theaggregat®f suchsumspayableto the employeeor his heir doesnot exceedifty thousand
rupees;

wherethe paymentis madeby an assesseby way of salaryto his employeeafter deducting
the incometax from salaryin accordancewith the provisionsof section192 of the Act, and
whensuchemployee:

is temporarilypostedor acontinuous periodf fifteen daysor morein a place otherthanhis
normalplaceof duty or on a ship;and

doesnot maintainany accountin any bankat suchplaceor ship;
wherethe paymentwasrequiredto be madeon a dayon which the bankswere closedeither

on accountof holiday or strike;
where the paymentis madeby any personto his agent who is requiredto make payment
in cashfor goodsor serviceson behalfof suchperson;
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)  wherethe paymentis madeby an authoriseddealeror a moneychangeragainst purchaseof
foreign currencyor travellerschequesin the normal courseof his business

PROVISION FOR GRATUITY [SECTION 40A(7)]

No deductionshall be allowedin respeciof any provision(whethercalledassuchor by any other

name) made by the assessedor thepaymentof gratuity to his employeesontheir retirement

or on terminationof their employmentfor anyreason.

However,the following shall be allowedasdeduction:

a) Any provisionmadeby the assesser the purposeof paymentof a sumby way ofany

contributiontowardsan approvedgratuity fund, or
b) Any provision madeby the assesse&or purposeof paymentof any gratuity, that has
becomepayableduring the previousyear.
DISALLOWANCE IN RESPECTOF CONTRIBUTIONS TO NON-
STATUTORY FUNDS [SECTION 40A(9)]

No deductionshall be allowed in respectof any sum paid by the assessetwardsseting up or

formation of, or as contribution to any fund trust, company, associationof persons,body of

individuals, societyor any institution exceptwheresuchsumis requiredto be paid underany law

in force or wheresuchsumis paid for an approvedgratuity fund recognisedorovidentfund or

approvedsuperannuatiofund or pensionschemereferredto in section80CCD.

DEDUCTION IS ALLOWED ON ACTUAL PAYMENT [SECTION 43B]

(amendedby Finance Act, 2016)

Under the chapter PGBP, paid meansactually paid or incurred accordingto the method of

accountinguponthe basisof which the profits or gainsare computedunderthe head"Profits and

gainsof businesorp r o f e [Seaciion43(@)].

If an assessedollows mercantile systemof accounting then expensespaid means expenses

actually incurred weather paid or not and income earned means income actually earned

weatherreceivedor not. However,if assesse®llows cash systemof accountingthen expenses

paid means actually paid and income earned means actually receved weather relatedto

previousyear or not.

But as per section43B, evenif assesse®llows mercantilesystemof accountingthen following

expenseare allowed as deductiononly if they are actually paidduring previousyear or paid in

assessmentearon or beforeduedateof filing incometax return.

(i) Any tax, duty, cessor fee;

(i) Intereston loan from any public financial institution or statefinancial corporation;

(i)  Interestonanyloanor advancedrom a scheduledBank or a co-operativebank other than

a primary agricultural credit societyor a primary co-operative agricultural and rural
developmenbank;

(iv)y Paymentof leaveencashmento employee;
(v)  Any sumpayableto anemployeeasbonusor commission;
(viy  Any sumpayableby the assesseas employerby way of contibution to any provident

fund or superannuatiofund or gratuity fund or any other staff welfare fund;
(vii)  any sum payableby the assesse¢o the Indian Railwaysfor the use of railway assets.

Means

Amount incurred during previousyear 201718 must have beenpaid either in previousyear

or in assessmentear201819 upto 3lstJuIy/ 30th Septembef 30h November2018, asthe case
may be. If they arepaid after duedateof filing incometax returnthendeductionis allowedin the
yearof payment.

And

If suchamountis paid after duedateof filing of incometax returnthendeductions allowedin year

T|C
Nerov CSEToUTE .

Preparing Company Secretary




CS EXEQVE CS VARDDAN SUMAN
of payment.

PRESUMPTIVE INCOME [SECTION 44AD]

subsectionl
Notwithstandinganything to the contrary containedin sections28 to 43C, in the caseof an
eligible assesseeengagedin an eligible business,a sum equalto eight per cent of the total
turnover or grossreceiptsof the assessem the previousyearon accountof suchbusineswor, as
the casemay be, a sumhigherthanthe aforesaidsumclaimedto havebeenearnedby the eligible
assesseeshall be deemedo be the profits and gainsof suchbusinesschargeabldo tax underthe
head"Profits and gainsof businessor profession".
Providedthat this subsectionshall haveeffect asif for the words"eight per cent”, the words "six
per cent" had beensubstitutedjn respectof the amountof total turnoveror grossreceipts which
is received by an accountpayee chequeor an accountpayeebank draft or use of electronic
clearingsystemthrougha bank accountduring the previousyear or beforethe due date specified
in subsection (1) of section139 in respectof that previous year (inserted by Finance Act,
2017).
Here
Eligible assesseeneans:
i. an individual, Hindu undivided family or a partnershipfirm, who is a resdent, but not a
limited liability partnershigirm; and
i.  who hasnot claimed deductionunder any of the 10AA or deductionunder any provisions
of ChapterVIA underthe heading"C - Deductionsin respectof certain incomes"in the
relevantassessmenear;

Eligible businessmeans:
i. any businesexceptthe busines®of plying, hiring or leasinggoodscarriagesreferredto in section
44AE; and
ii. whosetotal turnover or grossreceiptsin the previous year does not exceedan amountof
enetwo crorerupees.(amendedby Finance Act, 2016)

sub section2
Any deductionallowable underthe provisionsof sections30 to 38 shall, for the purposesf sub
section(1), be deemedto have beenalreadygiven full effectto and no further deductionunder
thosesectionsshall be allowed.

seenen49(-b)—(deletedby Fmance Act 2016)

subsection3
The written down value of any assetof an eligible businessshall be deemedto have been
calculatedasif the eligible assessebad claimed and had beenactuallyallowed the deduction in
respeciof the depreciatiorfor eachof the relevantassessmentears.

sub sect|0n4

ehg+lale49us+ness(amendedby Fmance Act, 2016)

Wherean eligible assessedeclarerofit for any previousyearin accordancevith the provisions
of this sectionand he declaresprofit for any of the five assessmentearsrelevantto the previous
year succeedinguchpreviousyear not in accordancevith the provisionsof sub section(1), he
shall not be eligible to claim the benefit of the provisionsof this sectionfor five assessmentears
subsequento the assessmengear relevantto the previousyear in which the profit hasnot been
declaredn accordancevith the provisionsof subsection(1).

For examplean eligible assesseelaimsto be taxedon presumptivébasisundersection44AD for
AssessmenYear 201718 and offersincomeof Rs. 8 lakh on the turnover of Rs. 1 crore. For
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Assessmentear201819 and Assessmentear201920 also he offersincomein accordane with
the provisionsof section44AD. However,for Assessmentear202021, he offersincomeof Rs.4
lakh on turnover of Rs. 1 crore. In this casesince he has not offered income in accordance
with the provisions of section 44AD for five consecutiveassesment years, after Assessment
Year202021, he will not be eligible to claim the benefitof section44ADfor nextfive assessment
yearsi.e. from Assessmentear2021-22 to 202526.

sub section5

Notwithstanding anything contained in the foregoing provisions of this section, an eligible
assessed¢o whom the provisions of subsection (4) are applicable and whose total income
exceedshe maximumamountwhich is not chargeableo incometax, shallbe requiredto keep and
maintainsuchbooksof accountand other documentsasrequiredundersubsection(2) of section
44AA andgetthemauditedandfurnisha reportof suchaudit asrequiredundersection 44AB.
sub section6
The provisionsof this section,notwithstandinganythingcontainedin the foregoingprovisions,
shall not applyto
(i) apersoncarryingon professionasreferredto in subsection(1) of section44AA;
(i) apersonearningincomein the natureof commissionor brokeragepr
(i) apersoncarryingon any agencybusiness.
SPECIAL PROVISION FOR COMPUTING PROFITS AND GAINS OF PROFESSION
ON PRESUMPTIVE BASIS [SECTION 44ADA|]
(insertedby finance act, 2016w.e.f. 1.4.2017)
subsectionl
Notwithstandinganythingcontainedin sections28 to 43C, in the caseof anassessee
1  beingaresidentin India
1  whois engagedn a professiorreferredto in section44AA(1) and
1  whosetotal grossreceiptsdo not exceedifty lakh rupeesn a previousyear
a sum equalto fifty per cent of the total grossreceiptsof the assessin the previousyear on
accountof suchprofessionor, asthe casemay be,a sumhigherthanthe aforesaidsumclaimed to
have beenearnedby the assesseeshall be deemedo be the profits and gainsof such profession
chargeabldo tax underthe head"Profits and gainsof businessr profession”.
sub section2
Any deductionallowable underthe provisionsof sections30 to 38 shall, for the purposeof sub
section(1), be deemedto have beenalreadygiven full effectto and no further deduction under
thos sectionsshall be allowed.

subsection3
The written down value of any assetusedfor the purpose®f professionshall be deemedo have
beencalculatedasif theassesseeadclaimedandhadbeenactuallyallowedthe deductionin respect
of the deprecigion for eachof the relevantassessmentears.

subsection4
Notwithstandinganything containedin the foregoing provisionsof this section,an assesse&ho
claimsthat
(i) his profits and gainsfrom the professionare lower thanthe profits and gainsspecifed in sub

section(1) and
(i) whosetotal incomeexceedghe maximumamountwhich is not chargeabldo income tax
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shall be requiredto

1 keepand maintainsuchbooksof accountand other documentsas requiredunder section

44AA(1) and

getthemauditedandfurnish areportof suchaudit asrequiredundersection44AB.

=

PRESUMPTIVE INCOME [SECTION 44AE]

This sectionoverridessections28 to 43C.

2. This sectionis applicableto anypersorwho ownsnot morethantengoods carriagesehicles
at anytime during the previous yearandwho is engagedn the businesof plying, hiring or
leasingsuchgoodscarriages.

3. Deemedincome of such businessshall be: Rs.7,500for every month or part of a month

during which the goodscarriageis ownedby the assesse@ the previousyea or anamount

claimedto havebeenactuallyearnedfrom suchvehicle, whicheveris higher.

No deductionshall be allowedu/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. Assesseés notrequiredto maintainanybooksof accounts.

Assesseés not requiredto get his accountaudited.

8. However,if assesseelaims that his profits and gains from such businessare lower than

deemedncomethenheis requiredto maintainbooksof accountandgetthem audited.

=

H

~

MAINTENANCE OF ACCOUNTS BY CERTAIN PERSONSCARRYING
ON PROFESSION OR BUSINESS [SECTION 44AA]

Personcarrying on specified profession
Every personcarrying on legal, medical,engineeringor architecturalprofessionor the profession
of accountancyor technicalconsultancyor interior decorationor any other professiorasis notified
by the Board (authorizedrepresentativedijlm artists,companysecretary& informationtechnology
professionalhave beennotified) shall keepand maintain booksof accountasfollows:
CASE |
IT grossreceIptsor the profession | or | f profession is newly set up in the
exceedRs.1,50,000n all the 3 years previous year & grossreceipts for that
preceding the previous year year likely to exceedRs.1,50,000

CASE Il

J JOSSreceiptsot the profession OR |If profession is newly set up in the
not exceedRs.1,50,000n any one of previous year & grossreceipts for that
the 3 years preceding the previous year not likely to exceedRs.1,50,000
year

Such Books
Personcarryingon businesor otherprofession
If incomefrom businessor profession| OR | If businessor professionis newly setup

exceedRRs.1,20,00R total sales/ in the previous year & income from
turnover/ grossreceiptsin businessor businessor profession likely to exceed
professmnexceaendy $.10,00,000n Rs.1,20,0000R total sales/ turnover /
oneof thethreeyearsprecedingthe grossreceipts in businessor profession
previousyear likely to exceedRs.10,00,00Gor that

Such Books Otherwise No Books
Note: For anindividual or a Hindu undividedfamily
1 IncomeshouldexceedRs-1,20,60(Rs.2,50,000
1 Sales/Receiptshould exceedRs-16,00,00Rs.25,00,000
(insertedby Finance Act, 2017)
Personcarrying on businesscoveredu/s 44AD
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ncome declarecbelow-8940 noverANDto iTa omee aYaValcaa mMumexemptio I_I_m_l_t_

wherethe provisionsof section44AD(4) are applicablein his caseand his incomeexceedsthe
maximumamountwhich is not chargeableto incometax in any previousyear
Such Books
Personcarrying on businesscoveredu/s 44AE / BB / BBB
If incomeis declaredbelow deemedncomespecifiedunderrelevantsection
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) Cashbook
(i) Journal,if accrualmethodadopted
(i) Ledger
(iv) Carboncopiesof bills exceedingRs. 25
In caseof medicalprofessionadditionalbooksareasfollows:
(i) Daily caseregister
(i) Stockregister.

TAX AUDIT [SECTION 44AB]

Every person amendedby Finance Act, 2016
a) Carryingon businessshall, if his total sales,turnoveror grossreceipts,asthe case may be,

in businesgexceedonecrorerupeesn anypreviousyear,or

b)  Carryingon professiorshall, if his grossreceiptsin professiorexceedtwentyfive lakhsfifty
lakhs rupeesn anypreviousyear,or

c) Carryingon thebusinesshall, if the profits andgainsfrom the businessaredeemedto be the
profits and gainsof such personundersection44AE or section44BB or section44BBB, as
thecasemaybe,andhehasclaimedhis incometo be lowerthan the profits or gainssodeemed
to bethe profits andgainsof his businessasthe case maybe, in anypreviousyear,or

d) carryingonthe businesgrofessionshall,if the profits andgainsfrom the busiressprofession
aredeemedo bethe profits andgainsof suchpersorundersectiond4AB 44ADA and he has
claimedsuchincometo be lower thanthe profits and gainsso deemedto be the profits and
gainsof his businessand his income exceedghe maximumamountwhich is not chargeable
to incometax in anypreviousyear,or

e) carrying on the businessshall, if the provisionsof subsection(4) of section 44AD are
applicablein his caseand his incomeexceedghe maximumamountwhichis notchargeable
to incometax in any previousyear,

get his accountsf suchpreviousyear auditedby an accountanbeforethe specifieddateand
furnish by that datethe report of suchaudit in the prescribedform duly verified and signed
by anaccountant.
Here

i. Specifieddatein relationto the accountof the previousyearrelevantto an Assessmentyear

meanghe duedateof filing of returnof income.

i. Wherea personis requiredto get his accountsauditedunderany otherlaw, thenit shall be
sufficientcompliancewith theprovisionsof this sectionif suchpersorgetsthe accountsaudited
under suchother law beforethe specifieddate and furnish by that date the report of the
auditas required under suchother law and a further report by an accountantn the form
prescibed underthis section.

ii. Taxauditis notrequiredfor a personwho derivesincomeof naturereferredto in section44B,
or section44BBA.
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iv.  That this section shall not apply to the person, who declares profits and gains for the
previousyear in accordancewth the provisionsof sulrsection(1) of section44AD and his
total sales,turnoveror grossreceipts,as the casemaybe, in businesgdoesnot exceedtwo
crore rupeesin suchpreviousyear (insertedby Finance Act, 2017)

Penalty provisions[Section 271B]
If anyperson

i. Failsto gethis accountsauditedundersectiord4AB in respecbf anypreviousyear, or

ii. Failsto furnish a report of suchaudit by the specifieddateas definedin section 44AB
then
penaltyshallbea sumequalto ¥2% of thetotal salesturnoveror grossreceiptsin the business,
or of thegrossreceiptsn professionjn suchpreviousyear,or asumof Rs.1,50,000whichever
is less.

RECOVERY OF EXPENSESOR LOSSESALLOWED AS DEDUCTION IN ANY
EARLIER PREVIOUS YEAR, ALSO KNOWN AS DEEMED
INCOME [SECTION 41(1)]

1 Where deductionhas beenmadein any earlier previousyear in respectof loss,

expenditureor tradingliability incurredby the assesseand

1 subsequentlguring any previousyearsuchamounthasbeenrecoveredoy assessed&imselfor

by his successothen

1 the amountso realisedshallbe deemedto be profits and gainsof busines®r professionof

that previousyear

1 whetherthe businessor professionin respectof which the allowanceor deduction hasbeen

madeis in existencen that yearor not
Note: Successoin businessneansamalgamateadompanyor resultingcompany.
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LESSON 6
INCOME FROM CAPITAL GAINS

BASIS OF CHARGE [SECTION 45(1)]

Any profits or gainsarising from the transferof a capitalasseteffectedin the previousyear shall
be chargeabldo incometax underthe headd ¢ a miati aridsball be deemedo bethe income
of previousyearin which transfertook place,unlesssuchcapitalgainis exemptu/s 54 etc.
Theremustbe capitalassetownedby assessee.

Transferof suchasseé during the previousyear.

Theremustbe profits or gainsasa resultof suchtransfer.

Suchcapitalgain shouldnot be exemptedu/s 54 etc.

Thencapitalgain shall be taxableduring the previousyearwhentransfertook place.
However,in following casesapitalgain may not be taxableduring the yearof transfer:
Conversionof capitalassetinto stockin-trade[Section45(2)].

Insuranceclaim receiveddueto damageor destructionof a capitalassetdueto certain
calamities[Section45(1A)].

Compensatiorreceivedon accountof compulsoryacquisitionunder any law [Section
45(5)].

AL

=

CAPITAL ASSET [SECTION 2(14)]

It means

a) propertyof ANY KIND, held by assesseewhetheror not connectedwith his business or
profession

b) any securitiesheld by a Foreign Institutio nal Investor which hasinvestedin such securities
in accordancewith the regulations made under the Securities and ExchangeBoard of
India Act, 1992
However,it doesnot include:

1. Stockin-trade [otherthanthe securitiegreferredto in subclause(b) aboe]: consumabletores
or raw materialheld for the purposeof businesr professionas thesewill be taxedunderthe
headPGBP.

2. Personaleffects movableproperty(including wearingapparelandfurniture) held for personal

useby the assesseer any membe of his family dependenbn him. But excludes:

Jewellery;

Archaeologicalcollections;

Drawings;

Paintings;

Sculpturespr

Any work of art.

It meansall theseare capitalassets

Jewellery include

(@) Ornamentsnadeof gold, silver, platinumor any other preciaus metalor anyalloy containing
one or more of such precious metals, whether or not containing any precious or semk
preciousstone, and whetheror not worked or sewn into any wearingapparel.

(b) Preciousor semipreciousstoneswhetheror not setin anyfurniture, utensil orother article or
workedor sewninto anywearingapparel.

Rural agriculture land in India
Rural agriculture land meansan agriculture land in India
a) If situatedin anyareawhich falls in jurisdiction of a municipalityandits population is less
than10,000as per last censuspr
b) If situatedoutsidethe limit of municipalitythenit shouldbe situatedat a distance
c) Beingmorethan2 kilometersfrom local limits of any municipalityor containmentboardand
which hasa populationof morethan 1,0,000but not exceedingl,00,000
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d) Being morethan6 kilometersfrom local limits of any municipalityor containmentboardand
which hasa populationof morethan1,00,000but not exceeding10,00,000

e) Being morethan8 kilometersfrom local limits of any municipalityor containmentboardand
which hasa populationof morethan10,00,000.

4. gggg QQQ§IIBQI‘1Q§ issuedun QQ Qgg Depositschemel9990r depasit certificates

rth Id Moneti hem 1
Here
1 Propertyincludesand shall be deemed to havealwaysincluded any rights in or in relation

to an Indian company,including rights of managementor control or any other rights
whatsoever.

TYPES OF CAPITAL ASSETS
hort Term ital A ion2(42A

A capitalassetheld by an assesse®r not more than 36 months immediatelyprecedingthe
dateof its transfer.
In the following caseghe periodof holding shouldbe 12 months or lessto treatedan assetas
shortterm capitalasset
(i) A securityLISTED in arecognizedstockexchanggotherthana unit)
(i) Units of UTI
(i)  Units of an Equity OrientedFundasper explanatiorto Section10(38)
(iv) Zero CouponBonds
And for UNLISTED SHARES OF A COMPANY the periodof holding shouldbe 24
MONTHS or lessto betreatedas short-term capitala s s e t é ( byfrisaaae Acg 2016)
Long Term ital A 10N 2(29A
Any capitalassetwhich is not a shortterm capitalasset.

TRANSFER [SECTION 2 (47)]
Transfer,in relationto capitalassetjncludes:
1. theSALE, EXCHANGE or RELINQUISHMENT of the assetor
2.  the EXTINGUI SHMENT of any rights therein; or
3. theCOMPULSORY ACQUISITION thereofunderany law; or
4. in acasewherethe ASSET IS CONVERTED by the ownerthereof into, or is treatedby
him, asSTOCK IN TRADE of a businessarriedon by him, suchconversioror treatment;
or
the maturity or redemptionof Zero CouponBonds or
6. anytransaction involving the allowing of the possessiorof any immovablepropertyto be

takenor retainedin part performanceof a contractof the nature referredto in sections53A
of the Transferof PropertyAct, 1882;0r

7. any transaction(whether by way of becominga memberof, or acquiring sharesin a co-
operativesociety, companyor other associatiorof personsor by way of any agreemenbor
any arrangemenor in any other mannerwhatsoever)wvhich has the effectof transferring,or
enablingthe enjoymentof anyimmovableproperty.

METHOD OF COMPUTATION OF CAPITAL GAINS [SECTION 48]

INDEXED COST OF ACQUISITION
#/ O INDEXED COST OF ACQUISITION
ny g;# VEAIGCERMA EBR EEAGEODAT OEAAOOAA
#)BIOELAAE® EEAGGABGI POA OA
Computation of Short Term Capital Gains

Saleconsideratiorreceived/accruedon transfer

o

Less:costof acquisition

NETEN CS EPHIU! 46

Preparing Company Secretary




CS EXEQVE CS VARDDAN SUMAN

Less costof improvement

Less:Expenditureincurredwholly and excursivelyin connectionwith suchtransfer

Computation of Capital Gainswhere asset wascquired before 1.4.2001

(i) Costof Acquisition means:

1 Actual costof acquisitionto him, or

1  Fair marketvalue of the assebn 1.4.2001 at the option of assessefHigher]
However,in relation to goodwill of a businesstenancyrights, route permits, loom
hours, rights to carry businesspatents,copyrightor trademark,option of FMV is not
available.

(i) Costof Improvementincurredbefore1.4.2001shall not be considered

COST INFLATION INDEX (ClI)

Financial Year |Cost Inflation Financial Year |Cost Inflation

Index Index
200102 100 201011 167
200203 105 201112 184
200304 109 201213 200
200405 113 201314 220
200506 117 201415 240
200607 122 201516 254
200708 129 201617 264
200809 137 201718 272
200910 148

ADVANCE MONEY FORFEITED [SECTION 51]

If advancemoneywasforfeited upto 31.03.2014
Any advanceor othermoneyforfeited (receivedandretained)by the assesseghallbe deductedfrom
the cost for which the assetwas acquiredor the written down value or the fair market value,as
the casemay be, in computingthe costof acquisition.
Any sumforfeited by previousownershall not be deductedrom costof asset.
If money wadorfeited before1l.4.81& assessebastakenFMV of assetason 1.4.81as costof
acquisition,suchmoneyshall also be deductedrom FMV.
If advancemoneyforfeited exceedsostof acquisition,suchexcessshallnotbe corsidered
[TravancoreRubber& TeaCo. Ltd. (SC)].

If advancemoneyis forfeited on or after 1.4.2014

It is fully taxableasIFOSin handsof persorwho hasforfeited suchadvancenoney,in the year
of forfeiture

CAPITAL GAIN ON SHARES, SECURITIES & UNITS
Cost of acquisition:
Cost of Improvement . Nil
Cost of Transfer Commission/ brokeragepaid on transferof such asset shall beg
allowed astransfercost.
However, SecuritiesTransactionTax (STT) paid on purchaseof
sale of sharesshall neither be addedto COA nor be allowed ag
COT
Indexation of COA SovereignGold Bond, Debenture€ Bond shallnot be indexed,
evenif heldasLTCG
Tax Rate on LTCG/STGC [STCGi Normalrateapplicableto assesseeTCG
(to bediscussedn classes) 0 20%

[20% after indexation or 10% without indexation]
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Lower

However,

CG coveredby Sec.10(33)is exemptfrom tax
LTCG coveredby Sec.10(38)is exemptfrom tax
STGCcoveredby Sec.111Ais taxableat 15%.

Notes:

f  Section 10(33): Any capital gain arising from the transferof unit of US-64, issuedby
UTI, shall be exemptfrom tax.

f  Section10(38): Any LTCG arising from the transferof an equity shareor a unit of an
equityorientedfund or a unit of a businesgrust shall be exempt,if

(i) transfertook placeon or after 1-10-2004

(i) theyaresdd throughrecognisedstock exchange

(i) Securitytransactiortax is chargeableon suchtransaction.

1  Section111A: Any STCGarisingfrom the transferof an equityshareor a unit of an equity
orientedfund or a unit of a businesgrust shall be taxable@15%,if

(i) transfertook placeon or after 1-10-2004

(i) theyaresoldthroughrecognisedstock exchange

(i) Securitytransactiortax is chargeablen suchtransaction.

1 Zero couponbond [Section 2(48)]: It meansa bond

a. Issuedby anyinfrastructurecapitalcompanyor infragructurecapitalfund or public sector
companyon or afterthe 1stdayof June,2005;

b.  In respectof which no payment andbenefit is receivedor receivablebefore maturity or
redemptionfrom infrastructurecapitalcompanyor infrastructurecapitalfund or public sector
company;and

c.  Whichthe CentralGovernmenimay, by notificationin the Official Gazettespecify in this
behalf.

INSURANCE CLAIM [SECTION 45(1A)]
Damage/destructionof assetsasa result of Chargeability
Flood, typhoon, hurricane, cyclone, eath orChargeableas income of the year in
other convulsion of nature or riot or civilwhich the money or other asset was
disturbance or accidentafire or explosionofreceivedfrom the insurer.
actionby anenemyor actiontakenin combatini{in caseof receiptof other Assetsthe Fair
an enemy(whetherwith or without a declaratio[Market Value (FMV) of the Assetis the
of war) consideratiorreceived
Capital Gain = Money receive or FMV
of AssetreceivedlessCostof Acquisition
or indexedcostof acquisiton.

CONVERSATION OF CAPITAL ASSET INTO STOCK [SECTION 45(2)]

Year of Chargeability The CapitalGainis taxableis the previousyearin which
convertedstockis sold or otherwisetransferred
Computation In the year of sale or transferof stock, the income shall be
computedn the following manner.
Capital Gain

Fair Market Value of the stockon Conversioriess
Cost/IndexedCostof Acquisition

Note: Indexationshall apply on the basisof the yearin
which conversiontakesplace

Businessincome

Consideratio receivedon salelessFMV of Capital Asset

T|C
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| lon conversion. |
TRANSFER BY PARTNER TO FIRM [SECTION 45(3)]
Capital Gain in the handsof partner
Amountcreditedin booksin theP a r t @apitaldcdountlessCostor Indexedcostof Acquisition
DISSOLUTION OF FIRM [SECTION 45(4)]
Capital Gain in the handsof firm
Fair MarketValue of assetransferredessCostor Indexedcostof Acquisitionor WDV of asset
COMPULSORY ACQUISITION OF CAPITAL ASSET [SECTION 45(5)]
Wherea capitalassetis compulsorilyacquiredunder any law, then
(i) Capitalgainsfor original compensatioshall be taxablein the yearin which such
compensatiomr partthereofis first receivedby the assessee.
(i) Any increaseccompensatiolis taxablein the yearin which final orderis passedy court
* Natureof increasedcompensatiorshall be sameas the natureof original compensation
*  ForincreaseccompensatiolCOA and COIl shall be nil.
* Any expensesncurredon releasedf increasedf increasedccompensationmay be deducted
asexpense®n transfer.
Secton 45(5A)
Where the capital gain arisesto an individual or a Hindu undivided family, from the transfer
of land or building or both, undera specifiedagreementthe capitalgainsshall be chargeableas
income of the previousyear in which the certificate of completionfor the whole or part of the
projectis issuedby the competentauthority.
For the purposesof section48, the stampduty value, on the dateof issueof the said certificate,
of his share,being land or building or both in the project, as increasedby the consideration
receivedin cash,if any, shall be deemedto be the full value of the consideratiorreceivedor
accruingasa resultof the transferof the capitalasset.
Provided thattheprovisionsof this subsectionshallnot applywherethe assesseansfershis share
in the projecton or beforethe dateof issueof said certificateof completion,and the capital gains
shall be deemedto be the income of the previousyear in which such transfertakesplace and
the provisionsof this Act, otherthanthe provisionsof this sub sectionshallapplyfor thepurpose
of determinatiorof full valueof consideratiomeceived or accruingasa resultof suchtransfer.
Explanationd For the purposef this subsection,the expressiod
(i) "competentauthority” meansthe authority empoweredto approvethe building plan by or
underanylaw for thetime beingin force;

(i) "specifiedagreementtneansaregisterecagreemenin which a personowning landor building
or both, agreedo allow anothemersono devdop arealestateprojecton suchland or building
or both, in consideratiorof a share peinglandor building or bothin suchproject,whethemwith
or without paymentof partof the consideratiorin cash;

(i) "stamp duty value" meansthe value adoptedor asgssedor assessabléy any authority of
Governmentfor the purposeof payment ofstamp dutyin respectof an immovable property
beingland or building or both.".

DISTRIBUTION OF ASSETS ON LIQUIDATION [SECTION 46]

1. Tax treatmentin Co mp a mandss

a. Saleby Liguidatoranddistributionof SaleProceeddo Shareholderstn caseof sale of assets
by liquidator and distribution of cashto the shareholderof the Company, then the Capital
Gainswill betaxedin the handsof the Company.

b. Distributionof Assets:In caseof distributionof capitalassetsn specieamongthe shareholders,
the distributionis not atransferandis not taxablein the handsof the Company[Section46(1)]

2. Tax treatment in Shareholdershands:

Step 1 [Total Value Received= Fair Market Value of assetreceivedand amountreceived

in cash

Step2 |Determinethe S h a r e himtdredtia acéumulatedprofit on the dateliquidation
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l.e.Deemeddivided u/s 2(22)(c).

Step3 |Consideratiorfor Transferfor determiningCapital Gain= Stepli Step2
Step4 |CapitalGain

Consideratiorfor Transferfor determiningCapitalGain (Step3) lessCostof
Acquisition of Sharegindex cost,in suitablecases.)

COMPULSORY ACQUISITION OF AGRO LAND [SECTION 10(37)]

In the case oihdividual or HUF ,anyincomechageableunder theheadf ¢ a pyiati arisiny

from the transferof urbanagricultureland shall be exempt

(i) suchland, wasbeingusedfor agriculturepurposeby suchHUF or individual or a parent of
his, during two yearsimmediatelyprecedingthe dateof transfer,

(i) transferis by way of compulsoryacquisitionunderanylaw, or considerations determined
by centralGovt. or RBI;

(i)  suchincomehasarisenfrom the compensatiomeceivedassessee ar afterthe 1St April
,2004.

EXEMPTION [SECTION 54]

Exemption: Any LTCG arisingto an Individual or HUF on transferof residentialnouseshall be
exempt if such LTCG is investedto purchaseor constructionof QNE residential house, if
following conditionsare satisfied:
i) New househasalreadybeenpurchasedvithin oneyearbeforethe dateof transferof old house
or within two yearsafter the dateof transferof old house.
i) Constructionof new houseis completedwith threeyearfrom the dateof transferof old
house.
i) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.
iv) Exemption: Amount invested& depositedOR Long Term Capital Gain, whicheveris lower.
Withdrawal of exemptiont If new houseis sold within three year from the dateof purchaseor
completionof constructionthenamountexemptecearliershall be reducedrom costof acquisition
of new house.

EXEMPTION [SECTION 54B]

Exemption: Any capitalgainarisingto anIndividual ontransferof anurban agricultureland shall

be exemptif suchcapitalgainis investedo purchasef any agricultureland, if following conditions

are satisfied:

i) New landis purchasedvithin two yearsfrom the dateof transferof old land.

i) Old land was usedby Individual or his Parentsatleastfor 24 monthsfor agriaulture
purpose.

i) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.

iv) Exemption:Amountinvested& depositedOR CapitalGain, whicheveris lower.

Withdrawal of exemption If new landis sold within threeyear from the dateof purchasethen

amountexemptedearlier shall be reducedirom costof acquisitionof new land.

EXEMPTION [SECTION 54D]

Exemption: Any capital gain arising to any assesse@n compulsoryacquisition of land &

building underindustrial undertakinghallbeexempt ifsuch capitajainis investedo purchaseland

& building for industrialundertaking,if following conditionsare satisfied:

i) Newland& buildingis purchasedavithin threeyearsfrom the dateof receiptof compensation.

i) Old land& building wasusedby assesseatleastfor 24 monthsunderindustrial undertaking.

i) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.

iv) Exemption:Amount invested& depositedOR CapitalGain, whicheveris lower.
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Withdrawal of exemption If new assetis sold within three year from the date of purchaseor
completionof constructionthenamountexemptecearliershall be reducedrom costof acquisition
of new asset.

EXEMPTION [SECTION 54EC]

Exemption: Any LTCG arisingto anyassesseen transferof any capitalassetshall be exempt if

suchcapitalgainis investedto purchasespecifiedassetjf following conditionsaresatisfied:

i) Specified asset means Bonds (redeemableafter 3 years) issued by National Highway
Authority of India or Rural Electrification CorporationLimited or any other notified bond

i) New assets purchasedvithin six monthsfrom the dateof transfer.

i) Investmentsn yearof transfer& in nex financial year cannot exceedRs.50,00,000.

iv) Exemption:AmountinvestedOR Long Term Capital Gain, whicheveris lower.

Withdrawal of exemption If newassets soldwithin threeyearfrom the dateof subscription,

thenamountexemptecdearliershallbetaxableasLTCG in the yearof sale.

INVESTMENT IN UNITS OF A SPECIFIED FUND [SECTION 54EE]

Exemption: Any LTCG arisingto anyassesseen transferof any capitalassetshall be exempt if

suchcapitalgainis investedto purchasespecifiedassetjf following conditionsaresatisfied:

i) Specifiedassetmeansa unit or units, issuedbeforethe 1st dayof April, 2019, of suchfund
asmay be notified by the CentralGovernmenin this behalf.

i) New assets purchasedvithin six monthsfrom the dateof transfer.

i) Invesimentsin yearof transfer& in nextfinancial year cannot exceedRs.50,00,000.

iv) Exemption:AmountinvestedOR Long Term CapitalGain, whicheveris lower.

Withdrawal of exemption If newasseis soldwithin threeyearfrom the dateof subscription,

thenamount exemptecdearliershallbe taxableasLTCG in the yearof sale.

EXEMPTION [SECTION 54F]

Exemption: Any LTCG arisingto anIndividual or HUF on transferof any capitalassetther than

residentialhouse,shall be exemptif net salesconsiderations investedto purchaseor construction

of ONE residentialhouse,if following conditionsare satisfied:

i) New houseis hasbeenalreadypurchasedvithin one year beforethe dateof or within two
yearsafterthe dateof transferof old asset.

i) Constructionof new houseis completedwith threeyearfrom the dateof transferof old asset.

i) Assesse@oesnot own morethanoneresidentialhouse(excludingnew house)on date of
transferof original asset

iv) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.

Remember: If amount invested/depositedexceedset salesconsiderationthen LTCG is fully

exempt.

Withdrawal of exemption If new houseis sold within threeyear from the date of purchaseor

completion of construction,then amountexemptedearlier shall be taxableas LTCG in the year

of sale.

EXEMPTION [SECTION 54G]

Exemption: Any capitalgain arisingto anyassesseen transferof plant & machineryor land

& building under industrial undertakiig in urban areashall be exemptif such capital gain is

investedto purchaseplant & machineryor land & building for industrialundertakingin any area

other than urbanareaor incurred for shifting expenditure,if following conditionsare satisfied:

i) New assethasbeenalreadypurchasedvithin oneyearbeforethe dateof or within three years
afterthe dateof transferof old asset.

i) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.

i) Exemption:Amount invested& depositedOR CapitalGain, whicheveris lower.

Withdrawal of exemption If new assetis sold within three year from the date of purchaseor

completionof constructionthenamountexemptecdearliershallbe reducedrom costof acquisition
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of new asset.

EXEMPTION [SECTION 54GA]

Exemption: Any capitalgainarising toanyassesseen transferof plant& machineryor land

& building under industrial undertakingin urban areashall be exemptif such capital gain is

investedto purchaseplant & machineryor land & building for industrial undertakingin any

Special Economic Zone (SEZ) or incurredfor shifting expenditure,if following conditionsare

satisfied:

iv) New assethasbeenalreadypurchasedvithin oneyearbeforethe dat of or within three years
afterthe dateof transferof old asset.

v) Unutilized amountis depositedin capital gain accountschemeof governmenton or before
duedateof filling of incometax return.

vi) Exemption:Amountinvested& depositedOR CapitalGain, whicheveris lower.

Withdrawal of exemption If new assetis sold within three year from the date of purchaseor

completionof constructionthenamountexemptecearliershall be reducedrom costof acquisition

of new asset.

EXEMPTION [SECTION 54GB]

Any LTCG arisingto anIndividual or HUF on transfera residentialproperty(a houseor a plot of

land) shall be exemptif following conditionsare satisfied

i. Netsalesconsideratioris utlllsedforsubscrlptlomf equ O%sharesof anellglble companypefore
the duedateof filing of incometax return[31 July/ 30" Septembef 30N November]

i. Companyhasutilised this amountfor purchaseof new asset(within oneyearfrom the dateof
subscriptionin equity shares)or hasdepositedin capital gain account(befare the duedateof
filing of incometax returnof Individual or HUF)

iii. Exemption:

Withdrawal of exemption If theequityshareof the compangold by Individual/HUFor new asset

sold by company withirfive yearsfrom the dateof their acquisition,thenamouwunt exemptedearlier

shallbetaxableasLTCG in yearof sale.

Remember

1. The provisionsof this sectionshall not applyto any transfeiof residentialpropertymade after
the 31.03.201731.03.2019n caseof an investmentin eligible start-up)

2. "eligible company"meansa companywhich fulfils the following conditions,namely:

i. it isacompanyincorporatedn India duringthe periodfrom the 1stdayof April of the previous
yearrelevantto the assessmeryearin which the capitalgainariseso the due date of furnishing
of return of income under subsection(1) of section139 by the assessee;

ii. it is engagedn the businessof manufactureof an article or athing or in an eligible business

iii. it is a companyin which the assessebasmorethanfifty per centshae capitalor more than
fifty percentvoting rights afterthe subscriptionn sharesy the assesseend

iv. it is a companywhich qualifiesto be a small or mediumenterpriseunder the Micro, Small
and Medium EnterprisesAct, 20060r is an eligible start-up;

3. "new asset"'meansnew plant andmachinerybut doesnot include:

i. any machineryor plant which, beforeits installation by the assesseeyas usedeitherwithin
or outsidelndia by any otherperson;

ii. any machineryor plant installedin any office premisesor any residentialaccommodation,
including accommodationn the natureof a guesthouse;

iii. anyoffice appliancesncluding computersor computersoftware;

iv. anyvehicle;or

V. any machineryor plant, the whole of the actualcost of which is allowed as a deduction

(whetherby way of depreciatioror otherwise)in computingthe incomechargeablainderthe head

"Profits and gainsof businessor profession“of any previousyear.

Providedthat in the caseof a technologydriven start-up, the new assetshall include

computers or computersoftware.
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In all casesaboveif amountdepositedn capital gain accountis not utilised with time limit,
then unutilized amount shall becometaxablein previoustime limit ends.Nature of capital
gain shall be sameasthe nature of original capital gains.

SLUMP SALE [SECTION 2(42C) & 50B]

Slump sale meansthe transferof one or more undertakingsas a result of the salefor a lump sum

consideratiorwithout valuesbeingassignedo the individual assetsaandliabilities in such sales.

1 Undataking shallinclude any part of anundertakingor a unit or division of an undertakingor
a businessactivity taken as a whole, but doesnot include individual assetr liabilities or
any combinationthereofnot constitutinga businessactivity.

1 Determnation of the value of an assetor liability for the sole purposeof paymentof stamp
duty, registrationfees or other similar taxesor fees shall not be regardedas assignmenbf
valuesto individual assetsor liabilities.

LTCG/STCG: If undertakingsownedand held by an assesse&r not more than 36 months

immediatelyprecedinghedateof its transfershallbedeemedo bethecapitalgainsarisingfrom

the transferof STCA.If exceed86 monthsLTCG

COMPUTATION OF CAPITAL GAIN IN CASE OF SLUMP SALE

Full value of consideratiorof anundertaking -

Less:Costof acquisitionbeing net worth (indexationnot allowed) CapitalGain (STCG/LTCG

shall dependuponthe holding period of undertaking) -

Net worth = Book value of non depreciableassetsncluding stockin trade+ WDV of depreciable
assetg bookvalue of liabilities.

SPECIAL PROVISION FOR FULL VALUE OF CONSIDERATION IN
CERTAIN CASES [SECTION 50C]

Where the considerationreceived or accruing as a result of the transfer by an assesse®f a
capital asset,being land or building or both, is less than the value adoptedor assessecdr
assessablby i s t aainptiona u t h dar the pyrposeof paymentof stampduty in respectof
suchtransfer,the value so adoptedor assessedr assessablshall be deemedo be the full value
of the consideratiorreceivedor accruingasa resultof suchtransfer.

Where:

(a) the assesseelaims before any AssessingOfficer that the value adoptedor assessedor
assessabldy the stampvaluationauthority exceedshe fair marketvalue of the propertyas
onthe dateof transfer;

(b) the value so adoptedor assessedr assessabléy the stampvaluationauthority has not been
disputedin any appealor revisionor no referencehasbeenmadebeforeany other authority,
courtor the High Court

the AssessingOfficer mayrefer the valuationof the capitalasseto a Valuation Officer

However, where the value ascertainedoy Valuation Officer exceedsthe value adoptedby the

stampvaluationauthority,the value so adoptedoy suchauthorityshallbe takermasthe full value of

the consideratiorreceivedor accruingasa resultof the transfer.

Following provisosare insertedby the Finance Act, 2016, w.e.f. 1-4-2017 If

1 thedateof the agreementfixing the amountof consideratiorand

1 thedateof regigrationfor the transferof the capitalassetarenot the same

then

the value adoptedor assessedr assessablédy the stamp valuation authority on the date of
agreementmay be taken for the purposesof computing full value of considerationfor such
transer.

Condition: The amount of consideration,or a part thereof, has beenreceived by way of an
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account payee cheque or account payee bank draft or by use of electronic clearing system
througha bankaccount,on or beforethe dateof the agreementor transer.

Special provisionfor full value of consideration for transfer of share otherthan quoted share

[Section 50CA]

Where the considerationreceived or accruing as a result of the transfer by an assesse®f a
capitalassetpeingshareof a companyotherthan a quotedshare,is lessthanthe fair market value
of suchsharedeterminedn suchmanneras may be prescribedthe value so determinedshall, for
the purposesf section48, be deemedto be the full value of consideratiorreceived or accruing
asareallt of suchtransfer.
Note: hare meansthe shar nanyr ni kexchan ith regularity
from time to time, wherethe quotationof suchshareis basedon currenttransactionmadein the
ordinarycourseof business.

Deemed consideraon [Section 50D]
Wherethe considerationreceivedor accruingas a result of the transferof a capital assetby an
assessee:
a) is not ascertainable or
b) cannotbe determined
then, for the purposeof calculating capital gains, the FMV of the said asseton the date of
transfershallbe deemedo bethefull valueof consideratiomeceivedor accruingasaresultof such
transfer.

CAPITAL GAIN IN THE CASE OF TRANSFER OF SHARES/DEBENTURES BY NON-
RESIDENTS [PROVISO 1TO SECTION 48 AND RULE 115A]
In the caseof an assesseevho is a NON-RESIDENT any capital gain (shortterm or long-

term) arising from the transfer of a capital assetbeing SHARES/DEBENTURES OF AN

INDIAN COMPANY boughtin EOREIGN CURRENCY shall be computedin the following
mannerand no indexationof costwill be done,evenif it is a long-termcapitalgain.

1. Costof acquisitionshall be convertedinto the foreign currency, which was initially utilised
in the purchasef suchshares/debenturesor the purposeof sucha conversion, averagerate of
TT buyingand TT selling, on the dateof acquisitionof such shares/debentureshall be taken.

2. Expense®f transferwill alsobe convertedinto the sameforeign currency,which was initially
utilisedfor acquisitionof suchshares/debentureSor the purpos of conversion averagerate of
TT buyingandTT selling, onthe dateof transfer,shall be taken.

3. Full value of consideratiorshall also be convertedinto the sameforeign currencywhich was
initially utilised for purchasef suchshares/debenturelderealsothe averageate of TT buying
andTT selling of the foreign currency,on the dateof sale,shall be taken.

4. Thecapitalgainin foreigncurrencywhich maybelong-termor shortterm,shallbere- converted
into Indian rupeesat the TT buying rate only (not the averagerate) on the dateof transferof
the capitalasset.

Notes:

i.  Theshare/debentures this casemay be listed or nortlisted.

i. TTBR/TTSRshallbetherateasadoptedby the StateBank of India.

ii.  This methodshallbe applicablein respecbf captal gainaccruingor arisingfrom every re-
investmenthereafterin, and saleof, sharedn, or debenturesf, an Indian company.

iv.  Thetransferorshouldbe a nonresidentat the time of transfer.Non-residentincludesa

foreign company.

v.  This provisois not applicableto units of UTI and mutualfunds.

vi.  Bondsof CentralGovernment/Stat&overnmentandRBI arenot coveredfor this purpose.

vii.  Thefirst provisoto section48 is mandatory.Thus,indexationis not allowed.

Remember...

If the sharesand debenturesare acquiredby the nonresidentin Indian currency,the second
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proviso to section 48 relating to indexationwill apply only to sharesas debenturesare not
eligible for indexation.

Question

Aman, a nonresidentIndian, remits US $ 40,000to India on 15-1-200L. The amountis partly
utilised on 15-2-2001 for purchasing5,000 sharesin A Ltd., an Indian companyat the rate of
Rs.20per share.Thesesharesare sold for Rs.60per shareon 15-1-2018.
Thetelegraphidransferbuyingandsellingrateof US dollarsadoptedby the StateBankof India is
asfollows:

Buying Rate(1 US $) Selling Rate(1 US$)
15-1-2001 23 24
15-2-2001 24 25
15-1-2018 58 62

Computecapitalgain chargeabldo tax for the assessmentear201819.

CAPITAL GAIN ON SALE OF SELF GENERATED CA PITAL ASSETS

Capitalgainarisingon the transferof the following assetss chargeableo tax:

i. Goodwill of abusinesghowever...theravill be no capital gain on saleof goodwill of a
profession)

i. Rightto manufactureproduceor processanyarticle or thing (for example...patent,
copyright, formula, design)

ii.  Rightto carryonanybusinesgr profession

iv. ~ Tenancyrights

v.  Routepermits

vi. Loom hours

vii. Trademarkor brandnameassociateavith the business.

Here

Costof acquisition [Section 55(2)(a)]

A. If theseassetsarepurchased

then costof acquisitionshall be the price PAID_for acquiringtheseassets.

B. If theseassetsareself generatedy assessee

then costof acquisitionshall be takento be NIL .

C. If suchassetwasacquiredby the assessem any modegivenundersedion 49( 1) (gift,

will, inheritanceetc.)

then costof suchassetshallbe the costto the previousowner (if he had purchasedsuch assets
from someoneelse)

but where suchassetwas self generatedy the previousowner,costof acquisition will betaken
to benil.

Costof improvement

A. Inthe caseof

i. goodwill of a business,

ii.  rightto manufactureproduceor processanyarticle or thing and

ii.  rightto carryon anybusinesr _profession
Cost of improvementshall alwaysbe taken as NIL (whether such assetis sef generatedor

purchased)

B. In caseof

i.  Tenancyrights
i. Routepermits
ii. Loomhours

iv.  Trademarkor brandnameassociatedvith the business
Costof improvementshall be taken asactual capital expenditureincurred by the assesseen the
improvementof that asset(whethersuchassets self generatedor purchased).
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Remember
1. Theoptionto takefair marketvalueason 1-4-2001is not available(whethersuchassets

are purchasedor self generated).
2.  Other sekgeneratedssets likgoodwill of a professiongtc. arestill not subjectto capital
gainsas for suchassetscost cannotbe identified or envisaged.decidedin the caseof

B.C. SrinlvasaSettyby SupremeCourt.
TRANSACTIONS NOT TREATED AS TRANSFER [SECTION 47]

Distribution of capitalassetin total or partial parition of HUF

Transferof a capitalassetundera gift or will or irrevocabletrust.

3. Transferof capitalassety Holding Company tats Subsidiaryor by Subsidiaryto its Holding

Company(Withdrawalof exemptionu/s 47A applies)

Holding Companyor its nomneeshold 100% sharedan SubsidiaryCompany

SubsidiaryCompanyis Indian Company

Transferin a schemeof amalgamationof a capitalassetby the amalgamatingcompanyto the

amalgamatecdompany.AmalgamatedCompanyis an Indian Company

Transferin a schemeof amalgamation:

Assettransferred: Sharesheld in Indian Company

Transfer from: Amalgamating=oreignCompanyto Amalgamatedoreign company

25% of the shareholderef Amalgamatingforeign companyremainshareholdersof

amalgamatedoreign Company

1 Suchtransferdoesnot attractcapitalgaintax in countryin whichthe amalgamatingcompanyis
incorporated.

6. Transferof a capital assetby a BankingCompanyto a BankinglInstitutionin a schemeof
Amalgamation.Sanctionecand broughtinto force by CentralGoverrment.

7. Transferof capitalassetby ademergedCompanyto theresulting CompanyResulting
companyis an Indian company

8. Transferof capital assetbeing sharesin Indian Companyby a demergedForeign company
to the resultingCompany

1 Not lessthan 75% of shaeholdersof demergedoreign Co. continueto remain shareholders
of resultingforeign Co.

1 Suchtransferdoesnot attractcapitalgaintax in the Countryin whichthe demergedcompanyis
incorporated.

9. Transferor issueof sharesby a resultingcompanyto the shareholder®f demerged
Company.
Theissueis madein consideratiorof demergeof the undertaking.

10. Transferby shareholdem a schemeof amalgamation:

1 Assettransferred: Sharesheld in AmalgamatingCompany

7 Consideration received: Sharegeferredin Section 115C(1)

1 Theamalgamatedompanyis an Indian Company

1 If theconsideratiorconsistof somethingnorethanthe share/shareis the amalgamated
company thenthe assessems not entitledto exemptionu/s 47.

11. Transferof certainbondsor sharegeferredin Section115C(1)

1 Purchasen ForeignCurrency.

1 Transferis madeoutsidelndia.

1 Transfermadeby onenonresidentto anothemonresident.

12. Transferof the following:

1 Work of Art, Archaeologicatollections,Books,ManuscriptsPrawings, Paintings,
Photogaphs, Printings

1 Thetransferis madeto : GovernmentlJniversity, NationalMuseum,NationalArt Gallery,
National Archives, any institution notified by CentralGovernment

13. Transferof land undera schemepreparedand sanctionedu/s 18 of Sick Industrial
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Companies(SpecialProvision) Act, 1985

Transferor: Sick Industrial Companywhich is managedy its workersCo-operative.

Period Commencing from: The previousyear in which the companyhas becomesick.

Period Ending with: Previousyearduringwhich the entire networth of the Company equalsto or

exceedsts accumulatedosses.

14. BusinessReorganisation: Conversiorof a partnershidirm / soleproprietary concerninto
Company.

1 All the assetsand liabilities of the proprietary concern/firmshall becomethe asset &
liabilities of the company

1 Theaggregatesshareholdingf the proprietor/ partnershouldnot be lesgshan50% of thetotal
voting for a periodof 5 consecutiveyearsfrom thedateof the succession.

1 Theproprietor/partneshouldnot receivedany consicerationor benefitotherthan by way of
allotmentof sharesn company.

1 All thepartnersof the Firm immediatelybeforethe successiobecomethe shareholdersf the
companyin ratio of their capitalbalancein theF i r bodks.

15. Transferof Membershiprights of a Recognizedstock Exchange.

16. Reversemortgage.

17.Any transfer of a capital asset,being a GovernmentSecurity carrying a periodic payment
of interest,madeoutsidelndia throughan intermediarydealingin settlementof securitiesby a
nonresidentto anothemonresident.

18. Any transferof a capitalassetbeing shareof a specialpurposevehicleto a business trustin
exchangeof units allotted by thattrustto the transferor.

19. Transferof units by unit holdersin consolidationschemeof mutualfunds.

20. Any transferof SovereignGold Bond (on redemption)by an individual.

21. Any transfer, madeoutsideIndia, of a capital assetbeing rupee denominatedbond of an

Indian companyissuedoutside India, by a non-residentto another non- resident.

Any transfer by way of conversionof preferencesharesof a companyinto equity sharesof

that company

dlp]T|c
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Lesson7

INCOME FROM OTHER SOURCES

BASIS OF CHARGE [SECTION 56]

The following incomesshall be charge under the head Income from other sources only:

a) Dividends(If taxable);

b) Casualincome;

c) Anysumof moneyreceived asnadvanceor otherwisein the courseof negotiationsfor
transferof a capitalasset|f

i.  suchsumis forfeited; and

i.  thenegotiationgdo notresultin transferof suchcapitalasset;

[inserted by Finance Act, 2014]

d) Interestreceivedon compensatiomr on enhancecompensation;

e) Sumof money& certainassetsf acquiredwithout consideratioror without adequate
considerationdiscussedseparately);

The following incomesare taxable, if suchincomeis not chargeableunder the head
"Profits and gains of businessor profession:

f)  Any sum receivedby the assessedrom his employeesas contributionsto any provident
fund or superannuatiofund or any fund setup underthe provisionsof the EmployeesState
InsuranceAct or any other fund for the welfare of suchemployees;

g) Intereston securities;

h)  Incomefrom machineryplantor furniture belonging tathe assesseandlet on hire;

i)  Compositerent,if it is inseparable;

The following incomesare taxable, if suchincomeis not chargeableunder the head
"Profits and gains of businessor professionor under the head "Salaries:

j)  anysumreceivedundera Keymaninsurancepolicy includingthe sumallocatedby way of
bonuson suchpolicy
And
Everyotherincome

1  whichis taxableunderthis Act

1  butnot coveredunderanyotherhead

shall be chargeablé¢o undertheheadii | n c foomethers our ce s 0.

Deductions Allowed [Section57]

The income chargeablainderthe head"Income from other sources"shall be computedafter

makingthe following deductionshamely:

1. In the caseof intereston securities:Any reasonablesum paid by way of commissionor
remunerationto a bankeror any other personfor the purposeof realising such intereston
behalfof the assessee

2. In the caseof family pension: A deductionof a sum equalto 1/3 of such income or
Rs.15,000whicheveris less;

Family pensionmeansa regular monthly amountpayableby the employerto a person
belongingto thefamily of an employeen the eventof his death.

3. In caseof interestreceivel on compensatior on enhancedompensationA deduction of a
sumequalto 50% of suchincomeand no deductionshall be allowed underanyother clause
of this section

However, following amounts are not deductible

1. Any personakxpense®f the assessee;

2. Any expenditureor allowancein relationto winningsfrom lotteries, crossworguzzlesyraces

including horseracescardgames andthergamesof anysortor from gamblingor bettingof
anyform 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 tota
mcome-

[Sec 10(1)]

Agriculture Income 1Is exempt from tax
incomed as (@A).ven in Sec. 2

Agricultural income, though exempt, is to be aggregated in case of certain assetise
purpose of determining the rate of tax on +agmicultural income.

[However, income from tea grown and sold in India is computed in teRulef8]

[Sec. 10(2)]

Any sum received by an individual, as a member of HUF, either out of income of the
or out of income of estate belonging to familgiemptfrom tax.

Such receipts aneot chargeable to &x in the hands of an individual member even if ta
not paid or payable by the family on its total income.

O«

Exception:

Where, an individual being a member of a Hindu undivided family

converted its separate property, into property belonging to the lignor

throwing it into the common stock of the family; or

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 undekcthisr any
assessment yedr:

The individual shall be deemed to have transferred the converted property, through the fg
the members of the family for being held by them jointly;

(b)  The income derived from the converted property or any pareof shall be deemed to
arise to the individual and not to the family;

Where the converted property has been the suljatter of a partition (whether partial or tot
amongst the members of the family,

The income derived from such converted propertyas is received by the spouse on partition
shall be deemed to arise to the spdusen assets transferred indirectlgy the individual to the
spouse and

shall be deemed to arise to the individual

Share of Profit from Partnership Firm JEIIEK¢7AV]

Shae of profit received by partners from a firm (which is assessed as firm) is exempt in the hands o
partners. Since firm is a separate entity under the Income Tax Act and liable to pay income tax on it
mcome the same |s not taxable in the hands of parins .

(Indian citizens or foreign citizengpec 10(4)]

|l nterest on bonds or securities notif
including income by way of premium on the redemption of such bonds is exempt fro
[Sec.10 (4)(i).

a In case of an individual resident outside India [u/s 2(q) of FERA 1973] any income
interest on money standing to his credit in a NON RESIDENT (EXTERNAL) ACCOL
in any bank in India is exempt from td8ec.10(4)(ii)]
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u In case ofn individual being a citizen of India or a person of Indian Origin, who is a
resident, any income from interest on National Saving Certificate VI / VIl issue issued
01.06.2002 is exempt from TgSec10(4B)]

Provided that the individual hasubscribedto such certificates irtonvertible foreign
exchange remitted from a country outside Inmiaaccordance with the provisions of t
FEMA -1999 and rules made there under.

Note:- In case of a non resident assessee (beimgdsan citizen / Persoof Indianorigin / or Hindu
undivided family anyincome in respect of unitacquiredout of fund in a NR-(E) A/C is also not
chargeable to Tax.

Allowance / Perquisites paid outside IndijiSIsu{0RE4]!

Any allowance or perquisites paid or allowed outsidedrny the Government to a citizen of India
for rendering service outside India is exempt from Tax

Amount paid on life Insurance policiejSIlKeNEKeIn)]

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:
€) Any sum received under sidgection 80DD or sulsection (3) of section 80DDA ; or
(b) Any sum received under a Keyman insurance policy; or
(c) Any sum received under an insucanpolicyissued on or after the 1st April, 2003but
before 3% day of March2012]in respect of which thpremium payable for any of the years
during the term of the policy exceeds twenty per cent of the azpdhl 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 b
or may be receed 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 capitabum assured

Note:For t he purpose of this clause 06 actual c:
shall mean the minimum amount assured under the policy on the happening of the insured event .
any time during the term of the policpttaking into accourit

(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 i
to be or may be received under the policy by any person.

PROVIDED THAT the provision othe above sub 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 tt
policyholder shall be exempt from tax.)

Provided also thatwhere the policy, issued on orafthe f day of April 2013, is for Insurance on

Life of any person who is

M a person with disability or a person with severe disability as referred to in sec. 80U; or

(i) suffering from disease or ailment as specified in the rules made u/s 8oDDB

the provisions of this sublause shall have effects as if for the words 10%, the words 15 % had been
substituted

[AKey man i ns umeansa lde inswande pojicy taken by a person on the life of another
person who is or was the employee of the-firehtioned person or is or was connected in any
manner whatsoever with the business of thefirshtioned persora(id w.e.f 24-2014includes such

policy which has been assigned to a person at any time during the term of the policy, with or withou
any casideration);]

Scholarships Granted to meet the cost of educatidd0(16)]:

Scholarship granted by school, college, or university to any student to meet the cost of education i
wholly exempt from tax.

Payment Received from Provident Funds [Sec.10(11)]

Seren CS fefolric)

INSTITUTE 60

Preparing Company Secretary



CS EXEQVE CS VARDDAN SUMAN

Any payment from provident fund to which the Provident Funds 2@25 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 [Sed){11A)]

Any payment from an account, opened in accordance with the Sukanya Samriddhi Account Rules
2014 made under the Government Saving Bank Act, 1BV.2.f. 1-4-2015]

PAYMENT RECEIVED FROM RECOGNISED PROVIDENT FUNDS [ Sec.10(12)]

The accumulated balae due and becoming payable to an employee participating in recognized
provident fund, to the extent provided in RUWBEOF PARTA of the FOURTH SCHEDULE.

PAYMENT RECEIVED FROM NATIONAL PENSION TRUST[ SEC.10(12B)]

T Any payment from the National Pensions&m Trust

i to an employee under the pension scheme referred to in section 80CCD,

i on partial withdrawal made out of his account in accordance with the terms and

conditions, specified under the Pension Fund Regulatory and Development Authority Ac22013

of 2013) and the regulations made thereunder,

-to the extent it does not exceed twefitae 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  ISIIoAnKe (G4}

1 Daily allowance received by any member of Parliament or of any State Legislature or of any
Committee thereof;

1 Constituency Allowance received by any member of Parliament.

9 Any constituency allowance received by a member of any State Legislature.

[Sec 10(17A)]:

The following awards, whether paid in cash or in kind, are exempt from tax:

(a) Any award instituted in the public interediy the Central Government or any State Govemim
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 Gallariry award winner JICEIl0NER)]!

Pension received by an individual who has been in the service-of the

U Central Government or State Government; and

U has beenPawamd¥idr fChakrao or #fAMaha ViotherCh a
gallantry awardnotified by the Central Government, is exempt from tax.

U Exemption is also available, iamily pension is received byany member of thEamily of an
individual referred abovdSec 10(18)(ii)]:

Pension to family member of Armed Forces [(Sec 10(19)]

Family pensio 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 circumstansebjectito such
condition as prescribaghder Rule 2BBA.

Income of Local Authority jSIIul0I¢d0)]k

The following income of the local authority is exempt from tax:

@l ncome under the head Al ncome from house j
souUr ceso.

(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 commdlity 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 Associati@SIeule[¢8]

Any income of aesearch associationapprove 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:

(1) It has to apply its income or accumulates it for application, wholly and exclusively
objects for which itis established and the provisions of Sec 11(2) & 11 (3) shall apy
relation to such accumulation.

(i) It has not deposited or invested its funds otherwise than its anyone or more
forms/modes specified in sec 11(5).

(i) | Exemption is not available ielation to any income of such association being profits
gains of businesanless the business is incidental to #t@inment ofts objectivesand
separates books of account are maintaimecespect of such business.

(iv) | Where the research associatis approved by the Central Government and subsequ
that Government is satisfied that :

(a) the research association has not applied its income in accordance with the g

provision; or
the research association has not invested or degats fund in accordance with tk

aforesaid provisions; or

(c) the activities of the research association are not genuine; or
the activities of the research association being carried out in accordance with all of

the conditions subjecbtwhich such association was approved.

It may at any time after giving a reasonable opportunities of showing cause aga

proposed withdrawal to the concerned association, by order, withdraw the appro

forward a copy of the order withdrawinget approval to such association and to
assessing officer.

Income of News Agency setip in IndiajS{Ieule[¢24=))

Any income of news agency sep in India solely for collection and distribution of news as the
Central Govt. may notify in official Gazeitis 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 /nstitution | Sl ¢R7AY)!

Any income other than:

U income chargeable under the head income from house property; or

U any income received for rendering any specific services; or

U income by way of interest or dividends derived from its investments

is exempt from &x 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 o
such other profession as tbentral 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 beaggprovedoy the central government.

0 Where the association or institution has been approved by the central government anc
subsequently that Government is satisfied that:

(i) such institution has not applied or accumulated its income in accordance with the above

provisions; or

(i) the activities ofthe institution are not being carried out in accordance with the conditions

subject to which such institutes approved.

It may, at anyafter giving a reasonable opportunityf showing cause against the proposed

withdrawal, by order withdraw the approval afatward 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 depende | SIS NPLTVAVAN]

Exempt from tax, if the funds:

(i) applies its incomer accumulate it for application to the object for which it is established.

(i) 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 FungiSIcIamIe[¢a72Va\=)]

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

(i) which is approved by Guroller of Insurance or the Insurance Regulatory and Development
authority,has been exempted from income tax.

Income from Khadi or village IndustriesjiSIlomRe[¢1))

Any income of an institution constituted as a public charitable trust or registeredthmdercieties

registration act 1860 or under any other law @xidting solely for the development of khadi or village

industriesand not for the purpose of profitexempt from tax-

U to the extent such income is attributable toliheiness of productigisale ormarketing of khadi
or products of village industries-f:

(i) itappliesits income or accumulate it for application solely for the development of the industries;

and

(i) the institution is approved by the Khadi and Village Industries Commission.

0 If the commission is satisfied that--

U the institution has not applied or accumulated its income in accordance with the aforesaid
provisions; and

U the activities of the institutes is not being carried out in accordance with condition subjects to
which such instute 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 A
23BB)] Exempt fromTax.

Income of Statutory Bodies constituted for the administration of Public Religious or Charitable
Trust or Societies for Religious or Charitable purpose [

U Exempt from Tax.
Income of Trade UniongSI=Ieu0R¢Z ]k

Any income chargeable undeére head:

E income from house property; and

E income from other sources;

of a registered union and an association of registered union is exempt from tax.

Income of Provident FundgSIIa{0R¢4s)]!

The following income of Provident Fund to which the Provident Buktt, 1925 applies is exempt
from tax-:

E  Interest on securities held by statutory provident fund; and

Any capital gains arising from the sale, exchange or transfer of such securities;

Any income received by the trustees on behalf of a recognized profisehtsuperannuation
fund and an approved Gratuity fund,

E Any income received by the board of trustee on behalf of deposit linked insurance fund.
[Sec10 (32)]

In case the income of an individual includes the income of his mirildrichierms of Sec.64(1) such
an individual shall be entitled xemption of Rs. 1500/or actual income of minoras included in
the income whichever is lower, in respect of each minor child is exempt from tax

Capital Gain on transfer of US 64SIIxKE€R]

Tic T
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U Any income arising from the transfer of 88 on or after April.1, 2002, is not chargeable to tax
whether the U$4 is longterm capital assets or shoerm capital assets.

U Capital loss on transfer of such units shall not be allowed to be set afieidarward to claim
set off.

Dividend in the hands of shareholdejSla{e]IMRe[€%3]

Any income by way of dividend referred to in secAl%.e. dividend, not being covered by
sec.2(22)(e)] is exempt from tax.

Income of Shareholder on account of buy backf 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 bei
listed on a recognized stock exchange ) by the company as referred to in section 115QA is exemj
from tax

Income from Unit in the hands of the unitholderJBEeis]a Il EL)]|

Income received on units of UTI and Mutual Funds covered under Sec. 10(23D) shall be exempt ir
the hands of the unitolders. However, income arising from transfer of units (i.e.tabgain) of
UTI or units of Mutual fund shall not be exempt from tax.

U Exemption available to Individual and HUF only;

On capital gain arising on transfer by waycompulsory acquisition of urban agricultural land

If such land was used by the assessee or any of his parents for agricultural purpose.

During two years immediately prior to transfer.

Such transfer may be by way of compulsory acquisition under any lawaosfer 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:

1 Al ncome from house propertyo or

1 Al ncome from other sourceso or

1 ACapital gainso or

1 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 suctcpbyitrty:
Provided that®

@ such political party keeps and maintains such books of account and other documents a
would enable the Assessing Officer to properly determine its income there from;
(b) in respect of each such voluntary contribution in excégsenty thousand rupees, such

political party keeps and maintains a record of such contribution and the name and addres
of the person who has made such contribution; and
(©) the accounts of such political party are audited by a Chartered Accourmémtiogualified
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-settion (3) of section 29C of the
Representation of the Pale 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 shal
be available for that political party for such financial year.
The termcaPoPartyodo means a political party r
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 voluntay contributions received by an electoral trust shall not be included in the total income
of the previous year of such electoral trusg) if
@ such electoral trust distributes to any political party, registered under section 29A of the
Representation dhe People Act, 1951 during the said previous yeiaety-five per cent of
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the aggregate donations received by it during the said previous gkmeng with the surplus,
if any, brought forward from any earlier previous year; and
(b such electoral trustunctions in accordance with the rules made by the Central Government.

[Inserted w.e.fi 15 April , 2010]
Question
(1)  Mr. X (48 years) has presented the following information for previous year2016. Find
out his tax liability for the assessmenay@01617.

Rs.
(i) | Xis aresident and ordinary resident in India
(i) | He is a member of HUF. His share of profit from the family 2,65,000
(i) | He is a partner of XYZ & Co. His share of profit from the firm 8,40,000
(iv) | During the previous yeaK has received a scholarship 20,000
(v) | X is employed by a company on part time basis at a monthly g 25,000
of-
(vi) | Interest on Govt. Securities 4,60,000
(vii) | X'is qualified to claim a deduction u/s 80C 60,000
[Ans. Taxabl e I ncome Rs.Ta&x¥eélbiead&®i |l ities Rséceéc

(2)  From the following given below information relating to Mr. P, find out his taxable income
and tax liabilities for Alyi 20162017.

Rs.
(i) Winning from Bihar state Lottery 2,50,000
(i) Expenditure on earning abowenning including cost of 10,000
ticket
(i) | Income from the activity of owning and maintaining hor? 2,80,000
Race
(iv) | Income from winning in horse race 50,000
(v) | Winning from camel race in Dubai 850,000
(vi) | Salary from X Ltd. (including entertainent allowance of 8,64,000
Rs.24,000)
(vi) | Interest income of minor child (of deposit made out of g 75,000
received by child from his uncle)
(viii) | Income of Mrs. P [it is interest on company deposit (50 2,32,000
of deposit made out from gift received fravin. P and 50
% is made out of gift received from her brother) , Mrs. H
does not have any other income]
(ix) | Public Provident fund Contribution 75,000
[Ans. Taxable I ncome Rs. ééééééeéeée. Tax Liabil

(3) Xyz Memorial Trust isa 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 andtax liability of the trust for the assessment year 20Q67.

(i) Income from property held for charitable purpose (including income of hospital): Rs.20
lakhs.

(i) Voluntary contributions (with specific direction that they shall form part of corpus of the
trust) (names and addresses of the donors / contobsitare available with

the trust) :Rs. 20 lakh.

(i) 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 dirgxt) (hame and addresses of donors /
contributors are not available) :Rs. 40 lakhs.

(V) Amount spent for charitable purpose : 16 lakhs.
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[Ans. Taxabl e I ncome Rs. éeééeéeée. Tax Liabiliti

4) Xyz Trust is created wholly for religious purpss 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 202617.

(1) Income from property held for charitable purpose (including income oftad)sfits.15

lakhs.

(i) 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.

(i)  Voluntary contributions (withoutny 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. Taxabl e I ncome Rs. éeééeééeé. Tax Liabilit
(5) Suppose in problem (3) above, the taxpayer trust is partly for religious purposes and partly
for charitable purposes. Voluntary contributsoof 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
assessmeryear 201617.

[Ans. Taxable I ncome Rs. eéeééeeéée. Tax Liabilit
(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 (withoutsgregific 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 nehcome ad tax liability of the trust for assessment year 2076

"""

[Ans. Taxabl e I ncome Rs. éééééée. Tax Liabili
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Lesson 9

AGRICULTURAL INCOME
[Sec 2(1A)]

Agriculture income means:
(a) any rent or revenue derived frdand which is situated in hdia and is used for agricultural
purposes[Sec. 2(1A) (a)]

Note:-

0] Rent is payment, in money or in kind, by one person to another in respect of grant
to use of land. Rent whether received in cash or in kind, constitute agricultural irfc
agricultural land is situated in India.

If the rent is received by an original tenant from sub tenant under sub lease or
received by mortgagee in possession ¢
i ncomeo, i thatet in ldialaadnsdused fer agricultural purposes.
Revenue can be said to be derive from land only if land is effective & immediate so
income and not the indirect and secondary source of income.
(b) any income derived from land situated in hdia by agricultural operations [Sec.
2(1A)(b)]:
Sec. 2(1A)(b) includes the following three as agricultural income:
any income derived by agriculture from land situated in India and used for the purf
agriculture;
any income derived by cultivatar receiver of rent in kind of any process ordina
employed to render the produce raised or received by him fit to be taken to the ma
any income derived from such land by the sale by a cultivator or receiver of rent i
of the produce raed or received by him in respect of which no process has been pert
other than a process of the nature described in (ii) above.

Where, however, the produce is subject to other process, income arig
sale of such produce is partly agricultunatome and partly none agricultural incon

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 processhe following condition must be satisfied:-
(@)  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 aeibe 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 sil
cocoons, income from sale of silk cocoons is not an agricultural income.

- K. LakshmaranCo. V. CIT (1999)
(c)  Anyincome derived from any building owned and occupied by the cultivator or receiver of
the rent or revenue of any such land or receiver of neiktind of any land with respect to which, or
the produce of which, any process niemed above is carried on;[Sec. 2(1A)(c)]
Provided that
(i) The building is on om the immediate vicinity ofnear) the land situated in India and used
for agricultural purpose and the cultivator or receiver of rent in kind, by reason of his connétti
the agricultural land, require the building as-a:
(@) dwelling house; or
(b) store house; or
(c) other out building
(i) The land is eitheassessed to land revenue in Indiar subject to a local rate assessed and
collected by officers of the govarnent; or
Where theland is not assessed to land revenue in Indiar subject to local ratet is situated
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out si de fourib.aen. ar ea

any area which is comprised within the jurisdiction of any municipality (whether kno

municipality, municipal corpa@tion, notified area committee, town area committee, t

committee or by any other name) or a cantonment board and which has a populatio

less than 10000 or

(b) In any area within the distance, measured aerially:

()not being more than twoil@meters, from ta local limits of anymunicipality or

cantonment board and which has a population of more than ten thousand but not ex

one lakh; or

(innot being more than six kilometers, from the local limits of any municipalit
cantonment bard and which has a population of more than one lakh but
exceeding ten lakh; or

(i) not being more than eight kilometers, from the local limits of any municipali

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 an
income arising from transfer of such land; and

(i) Income derived from such land or building from the use of any other purpo$e like

8 letting for residential purposer

8§ for thepurpose of any business or profession

shall not be agricultural income and chargea

Note:- Section 10(1) exempt agricultural income from tax. However, in some cases agricultural

income istaken into consideration to determine tax on n@&gricultural income.

INSTANCES OF AGRICULTURE INCOME:

(i) | Income arising from sale of replanted Tree ;

(i) | The Fees collected from owners of cattle, normally éisedgricultural purposes, for
allowing them to graze on forest lands covered by jungle and grass grown spontane
(iii) | Income from growing flowers and creepers.

(iv) | Income derived from sale of seeds.

(v) | Compensation received from an insurance compangidorage caused by hailstormttee

green l eaf forming part of the asse

compensation consists of manufacturing income, as such compensation car

apportioned under rule8 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 NONi AGRICULTURAL INCOME:

The following are held as nofagriculture income:

(i) | INTEREST ON| Interest on arrears of rent payable in respect of agricultural land i

Arrears is neither rent nor revenue derived from land.

(i) | Natural Growth | Income from sale of forest trees, fruits and flowers grawing on

naturally and spontaneously dnwithout the intervention of humg

agency.
(i) | Salt Income of salt produced by flooding the land with sea water, as it
derived from land used for agricultural income.
(iv) | Purchase of| Profit accruing from the purchase of a stamglicrop and resale of

standing crop. | after harvest by a merchant having no interest in land except a
license to enter upon the land and gather , upon the produce, sinc
is not the direct, immediate or effective source of income.

(v) | Poultry Farming | Income fom poultry farming.

(vi) | Supply of Water | Income from supply of water by the assessee from a tank

agricultural land.
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(vi) | Shooting in farm| Receipts from TV serial shooting infarm house is not agricult
house income.

Exemption U/S 10(1)

Sectiom 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. Howeweagime cases agricultural income is
taken into consideration to determine tax on-agnicultural income.

With effect from the assessment year 268310, any income derived from saplings or seedings
grown in a nursery shall be deemed to be agricultural amee.

Computation of business income in cases where income is partly agricultural and partly Business ir
nature

Income from the manufacture of Rubber: [Rule 7A]
Income derived from the sale of centrifuged latex based crepes or brown cre
technically pecified block rubbers manufactured or processed from field latex or coa
obtained from rubber plants grown by the seller in India shall be computed as if i
income derived from business, and
35% of such income shall be deemed to be incomk lialtax and
65% is treated as agriculture income.

In computing such income, an allowance shall be made in respect of the cost of replg
of rubber plant that have died or become permanently useless in an area already p
such area has hpreviously been abandoned, and for determining such cost, no deg
shall be made in respect of amount of any subsidy which is exempt from tax.
Income from the manufacture of Coffee: [Rule 7B]

(2) Income derived from the sale of coffee grown and @ure the seller in India shall b
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 groweured, roasted and grounded by the sellg
India, with or without mixing chicory or other flavoring ingredient shall be computed
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 replg
of coffee plant that have died or become permanently useless in an area already p
such area has not pieusly been abandoned, and for determining such cost, no ded
shall be made in respect of amount of any subsidy which is exempt from tax u/s 10
Income from the manufacture of Tea: [Rule 8]
Income derived from the sale of tea grown and manuifad by the seller in India shall k
computed as if it were income derived from business after making permissible dedt
i 40% of income so arrived at is treated as business income and
i the balance 60 % is treated as agricultural income.

In computhg such income, an allowance shall be made in respect of replacen
planting bushes that have died or become permanently useless in an area already,
if such area has not previously been abandoned, and for determining such ¢
deduction shhbe made in respect of amount of any subsidy received from Tea
which is exempt from tax u/s 10(30).

Note:
0] If a person directly sells green tea leaves, income there from is 100 percent agricultural
income. [Union of India v. Belagachi Tea CoLtd. (2008). [SC].

(i) These rules are applicable whether income is positive or negative. For instance, loss from th
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activity of growing and manufacturing tea in India to the extent of 40% is treated as business
(nonagricultural) loss which can be seff 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
(2) In case of income which is:
§ partialy agricultural income as defined in section 2; and
8§ partially income chargeable to income t ax
in determining that part which is chargeable to income tax :
Y the market value of any agricultural produce whigls been raised by the assessee or received
by him as renin-kind and which has been utilized as raw material in such business; or
Y the sale receipts of which are included in the accounts of the business
shall be deducted, and no further deduction dhalinade in respect of any expenditure
incurred by the assessee as a cultivator or receiver of rent in kind.
(2) For the purpose of subir ul e (1) #fAmar ket val-ued shall l
(&)  Where agricultural produce is ordinarily sold in the market, theevedlculated 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 aggregade of
A the expenseof cultivation;
A the land revenue or rent paid for the area in which it was grown; and
A such amount as the assessing officer finds having regard to all the circumstances in eac
case, to represent a reasonable profit.
Non Apportionable expenses shall fodly 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 hir
as rentin-kind and utilized as raw maiat 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
kind.
lllustration (1)
T Ltd grows sugarcane to manufacture sugar. Data for previous yeaP@016s as follows:

Particulars Rs. in lakh
Cost of cultivation of sugarcane 12
Market value of sugarcane when sugarcane is transferred to factory 18
Other manufactory cost 12
Sales turnover of sugar 44
Salary of Managing Director who look after agriculture adlvas non
agricultural operations of the comp. 4
Calculate income of T Ltd.
Solution:
Income from manufacturing|  Agriculture
(Rs. in lakh) Income
(Rs. in lakh)
Sales Turnover / market value of sugarc; 44 18
Less: Expenses:
Manufacturing experes 12
Market value of raw material (i.¢ 18
Sugarcane) 4
Managing Directord 12
Cultivation expenses
Income 10 6
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lllustration (2)

S Ltd. is engaged in the business of growing & manufacturing tea in India. The folldatags
available for the previous year 262617.

Particulars Rs in lakh
Sales turnover of tea 45
Less:
Expenses on growing tea leaves 20
Manufacturing expenses 15
Total Income 10
Calculate agricultural and neagricultural income
Solution:

Agricultural Income = 10 60/100 = 6 lakh
Non Agricultural Income 1G 470/100 = 4 lakh

PARTIAL INTEGRATED TAXATION OF NON -AGRICULTURE INCOME WITH

INCOME DERIVED FROM AGRICULTURE

The scheme of partial integration of tax on noragricultural 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 associatior
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-200§ in the following manme
() | Net agricultural income is to be computed as if it were income chargeable to incon
(i) | Agricultural and noragricultural income of the assesses will then be aggregated an
incometax is calculated on the aggregate income as if such aggregame were the
total income.
(i) | The net agricultural income is then increased by the first slab of income on which {
charged at Nil Rate (i.e. Rs 2,50,000, Or Rs. 3,00,000, as the case may be) and in
tax is calculated on net agriculturatbome so increased, as if such income were the
income of the assessees.
(iv) | The amount of income tax determined at step. (ii) Will be reduced by the amount ¢
income tax determined under step (iii).
(v) | Find out the balance and add surcharge &catlan cess.
(vi) | The amount so arrived at is the income tax payable by the assessee.
lllustration: (3)
For the Assessment year 262817, net agricultural income of an assessee is Rs 1,86,000 and non
agricultural income is Rs. 4, 65,000. The taxpay@amtributes Rs 40,000 towards public provident
fund. Find out the tax if the tax payer-is

(@) Mr. A, an individual (b) B, a HUF
(c) AB & Comp. a firm (d) X Ltd, an Indian comp.
Solution:
Rs
Gross Total income 4,65,000
Less: Deduction v/s 86C 40,000
Total Income 4,25,000
Computation of tax in case of Mr. A and B (a HUF)
Rs.
ncome Tax on Rs 6,11,000 (i.e. Rs 4,25,000+ Rs 1,86,000) 47,200
Income tax on agricultural income: Rs 1,86,000 + Exempted slab of Incon 18,600
2,50,000
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3. Incmme 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% 1,39,500, 1,39,500
Add: Surcharge Nil Nil
Tax & Surcharge 1,39,500, 1,39,500
Add: Education Cess @ 3% 4,185 4,185
Tax Liability 1,43,685 1,43,685

Note: agricultural income is not considered in case of firm and companies.

lllustration (4)

Mr. X, resident aged 68 years, has income under the head House property Rs.3,25,000, agriculture
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 agatultame. 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 (Gamlautivities) 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) Taxon (agricultural + nomagriaultural income i.e on Rs.4, 05,000) 10,500

(2) Taxon (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 Activiies Rs. 35,000 @ 30% u/s 115BB 10,500

Total Tax
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

Transfer of income where there is no transfer of the ownership of assets.

All income arising to any persen

by virtue of a transfer whether revocable or not

shall, wherghere is no transfer of the asset®&om which the income arises,

be chargeable to inconrtax

E as he income of the transferor and shall be included in his total income.

lllustration:

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. Sutitransferring the ownership

of these debentures. Although during f/y 22186 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 th
assets.

Rewocable transfer of assets.

All income arising to any persan

E by virtue of a revocable transfer of assets

E shall be chargeable to incostex

E as the income of the transferor and shall be included in his total income.

lllustration:

(i) | Mr. P transfers a h@e property to a trust for the benefits of R and S. However, Mr.
a right to revoke the trust during the lifetime of R and / or S. It is revocable transf
income arising from the house property is taxable in the hands of Mr. P.
(i) | Mr. A tranders a house property to Mr. B. However, A has a right to revoke the tré
during the life time of B. It is revocable transfer and income arising from the house pr,
is taxable in the hands of Mr. A.

(iii) | Mr. S transfers an asset in previous y#3it314. Under the terms of transfer, he has ar
to utilize the income of the asset for his benefit. However, he has not exercised th
yet. on or after Apritl, 2015, income of the asset would be taxable in the hands ¢
S, even if he has nbexercised the aforesaid right.
(iv) | Mr. R transfers an asset. Under the terms and conditions of transfer, he has a righ
the asset for the personal benefits of his family members whenever he wants. Till dg
he has not exercised his rightjs a revocable transfer. The entire income from the a
would be taxable in the hands of Mr. R

Transfer irrevocable for a specified period.

(1) The provisions of Section 61 shall not apply to any income arising to any person by vatue of
transfed

[T M [Te

) by way of trust which is not revocable during the lifetime of the beneficiary, and, in the
case of any other trafes, which is not revocable during the lifetime of the transferee ; or

(i) made before the 1st day of April, 1961, whiclmdg revocable for a period exceeding six
years:

Provided that the transferor derives no direct or indirect fiefrem such income in either case.

(2) Notwithstanding anything contained in sséction (1), all income arising to any person by

virtue of ary such transfer shall be chargeable to incaaxeas the income of the transferor as and

when the power to revoke the transfer arises, and shall then be included in his total income.

ATransferd and fARevocable Transfero de

For the purposesof sections 60, 61 and 62 and of this sectién,
(a) | a transfer shall be deemed to be revocable if

it contains any provision for the-teansfer directly or indirectly of the whole or any part
the income or assets to the transferor, or
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it, in any way, gives the transferor a right teassume power directly or indirectly over {
whole or any part of the income or assets ;
() | Atransfero includes any settlement,K t
ST SERERI()) Income of individual to include income of spouse:
In computing the total income of any individual,
Y there shall be included all such income as arises directly or indirectly
Y to the spouse of such individual by wayi of
(a) salary,
(b) commission,
(c) fees; or
(d) ary other form of remuneration
Y whether in cash or in kind
Y from aconcern 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 tedahior professional qualificationsnd the income is solely attributable
to the application of his or her technical or professional knowledge and experience;
Note:
(1) For the purpose of clubbing above, salary will be calculated in accordance w
provisions of Sec.15 to 17.
ans both business and professional concern.
This section is applicable even if an individual has substantial interest in a concerr
time during the previous year.
Where both the husband and wife have a subatamierest in the concern and both are¢
receipt of remuneration for such concern, remuneration will be included in the total i
of husband or wife whose total income excluding such remuneration is greater.
Where such income is once included lwe total income of the either spouse, any g
income arising in any subsequent year cannot be included in the total income ¢
spouse unless the assessing officer is satisfied after giving that spouse an oppori
being heard.
(vi)  Substantial Interest:
An Individual is deemed to have substantial interest
C if he (individually or along with his relatives) beneficially holds equity shares carrying not less
than 20% (i.e. 20 % or more) voting powerthe case of compangr
C s entitled to not lesthan 20 % of the profits, in the case of a concgher than a companyt
any time during the previous year.
A Re | ameans ¢hé husband, wife, brother or sister or any lineal ascendant or descendent of the
individual.
lllustration:
Mr. G has a substéal 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 &bl¢aix the hands of Mr.
G.
Income from assets transferred to spouse.
Where an assetgher thanHouse Property
C is transferred by an individual
to his / her spouse directly ordirectly *,
C otherwise than for adequate consideratan,
C 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
held by transferee spouse in the same form or in a different form.
However, the above clubbing provision lsall not be applicable if:--
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Y transfer is for adequate consideration

Y transfer is under an agreement to live apart

Y the relationship of husband and wife does not subsist both at the time of transfer of assets ar
at the time when income is accrued.

Y Similarly the spouseshould be legally wedded spoudhat is to say thait loose reference

of a lady as wifeshall not be considered to apply clubbing provisi¢@$T v. Nawab Mir
Barakat Ali khan(1991) (SC)]

Y Property is acquired by the spouse out of pin money.
Note:
(i) If transferorspouse dies, the income though continued to be enjoyed by the transferee, canno

be included in the income of deceased transferor, heir, administrator or executor, as a widow o
widower is not a spouse.
(i) Indirect Transfer: -- If the two transfer are int@onnected 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 dev
to evade applicability of this section, the case will fall within the section.
Example:
If Mr. 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. F
and by R to Mrs. R.
(i) 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 hous
property, rent al income is includible in the
(iv)  Income arising from accretions to transferred assetdl 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 o
the other spouse unless the Assessing officer is satisfied after giving that spouse an opportunity ¢
being heard, that is necessary so to do.
lllustration:

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 2,00,000
Loan from husband 1,50,000
Gift from Mrs. Nutan on July 10, 2014 2,50,000
Gift from father of Mrs. Suman 1,50,000
Loan from Bank 80,000
Loan from Friends 60,000
Suman own funds 60,000
Total 9,50,000
The following B the capital accounts of Mrs. Suman in the books of business:
CAPITAL ACCOUNT
Date Particulars Amount Date Particulars Amount
2015 2014
March | To Drawing 80,000| April 1 By Balance b/d |  --------
31 2015
To Balance b/d 11,20,000 Jan. 1 By Bank /cash 9,50,000
March March ByP &L Alc 2,50,000
31 31
Total 12,00,000 Total 12,00,000
2016 2015
March | To Drawing 2,20,000| April -1 |By Balance b/d 11,20000
31 April -15
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2016 | By Gift from| 1,00,000
To Balance c/d 16,50,000 March | Shyam 6,50,000
March 31 ByP &L Alc
31
Total 18,70,000 Total 18,70,000
2017 2016
March | To Drawing 3,50,000| Aprill By Balance b/d | 16,50,000
31 2017
To Balance C/d 20,80,000 March ByP &L Alc 7,80,000
March 31
31
Total 24,30,000 Total 24,30,000

Find out theamount 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 los:
account. However, for the previous year 2@08.6, Rs. 30,000 is not dedilte (being cash payment

to a supplier). Other expenses debited to profit and loss account are as per income tax law.
Solution:

Particulars Assessment Year
201516 201617 201718
Rs. Rs. Rs.
First day of the previous year Jan. 1, April 1, April 1,
[ iIn case of newly set upusiness previous Ye: 2015 2016 2017
commences on the date of setting up of the busir
(a)

Total Investment of Mrs. Suman in the business 9,50,000; 11,20,000 16,50,000
the first day of the previous yedb)
Amount incluakd in (b) has been gifted by Shyémh 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 52,632 1,21,429 1,41,818
(dxc) +b

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.
(i) 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 Il ncome from assets transferred to s
Where an assets is transferred by an individual
C to his |/ her sonbdés wife directly or indire

C otherwise than for adequate consideration, or
any income arising from sh assets will be included in the total income of the transferor.
Note:
The relationship of fathen-law / Motherin T Law and daughtein-law should subsist both at the
time of transfer of asset and at the time of accrual of income.
ansferredasses i s i nvested by spouse / sonds w
Such part of the income arising from thge
to the portion of investment representing assets transferred by the individual will be incly
thetotal income of the individual who transferred the assets .

Profit of the Business x 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 / sonds 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 bédnée t s of his / her spouse [/ s
" 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 specifi€gdation 80U :
For the purposes of this section, the income of the minor child shall be includéd

(& | where the marriage of his parents subsists, in the income of that parent whose tota
(excluding the income includible under this ssdxtion) is greater ; or

(b) | where the marriage of his parents does not subsist, in the income of that pare
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 incom
arising in any succeeding year shall not be included in the total income of the other parent, unless tt
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 bparents :

In the following cases provision of section 64(1A) is not applicable:

" If Income arises or accrues to the minor child on account @ any

)] manual work done by him; or
(b activity involving application of hi$
(i Skill,

(i) Talent; or

(i) 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 tbe 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 h
in the return of the parent.
Tax Treatment of Minor 6s | nc o meatidnfvhee bath the f t
parents are no more surviving:
If one of the parents dies, the income will be included in the income of surviving parents. But a
guestion may arise when none of the parent survives, as to, whether the income of minor shall b
includible in the hands of the guardian i.e. grand parent, uncle, brother or other person appointed &
guardian.
Here, the language of section 64(1A) does not indicate so. In such cases it is likely, that the tax i
levied in the hands of minor himself, thoughregresentative 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:
M CIT v. J. H. Gotia (1985) [SC] Where an individual has brought forward business ldss,
can be set off in the subsequent year against the business income of spouse to he clubbed
(i) ITO v. Kuldeep Jain (2002) 81 ITD 379 (Delhi) :The Parents will be entitled to
claim the benefit of chapter M, subject to overall limit in respectdfte par ent and mi
put together.
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(i) 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 tf
mi nor 0 s rdiits.$nithrs eostext epplanatianz t o section 64 clarifi
ALossoO

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 559SC]; 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 tkety 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
chil dds i nco m&efundaoTDB may alsodd gramiddl é0duch parent under section

238 (1).
SIIeife]gle%I¢3 Income from self acquired property converted into joint family property:
Where an individual being a member of a Hindu undivided family converts his /heatespaperty

into property belonging to the family or throwing it into thenamon stock of the family or been

transferred by the individual, directly or imdctly, to the family otherwise than for adequate
consideration, then, for the purpose of cotapion of the total income of the individual for any
assessment year

(@ 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 aris

to theindividual and not to the family
(c) where the converted property has been the subjattier of a partition (whether partial or total)
amongst the members of the family,
the income derived from such converted property
as is received by the spouse on partit
shall be deemed to arise to the spouse
from assets transferred indirectly by the individual to the spouse and
the provisions of sukection (1) shall, so far as may be, apply accordingly :
Note:- The income referred to in claud® Or clause ) alove 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 (Seg5) :

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 th
assessee, the person in whose name such assets stands isr avmember of the firm shall
notwithstanding anything to the contrary contained in any other law for the time being inberce,
liable, on the service of the notice of demand by the Assessing Officer in this habgbiay that
portion of tax levied n assessee which is attributable to the income so included, and the provisions
relating to O06Recovery abdliIncGmelTaxéAct shallesmfér asumaylbe r
apply accordingly.

Provided that where any such asset is held jointly by ni@ne 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 portioteaf the
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 halid not disclose the income from such house property. The A.O. assessed, his total incom:
at Rs. 3,80,000 including the income from such transferred house property and assessed a tax of F
18,540 there on. Meanwhile, X went underground and nothing ceulddovered from his estate. Y
earned an income of Rs. 72,000 during the year from the house property. In these circumstances, t
following amount can be recovered from Y under section 65:
18,540/ 3,80,000 x 72,000 = Rs. 3,513. R/off Rs.3,510.
Practical Problems
How would you deal with the following during the assessment year 2200677

S.No. | Particulars of Income Rs.
(1) Income from stage performance , earned by C, 12gidsson of Mr. Aand 5,00,000
(i) Mrs. A

Gross interest on debentures of X Ltd., purchased by D out of gifted nj 1,00,000
(iir) from Grandfather, 2,00,000
(iv) Gross interest on securities, purchased by C out of earning from 30,000
(v) performance 40,000
(vi) Interest on debentures value Rs.3,00,000 gifted by G to the wife (

brother H 50,000
(vii) | Interest on securities, value, Rs.4, 00,000, gifted by H, to the wife ¢

brother G.

Interest on bonds, gifted by J, to Mrs. J for giving her consent for the ad( 50,000
(viii) | of his nephew, K. 1,00,000
(ix) Income from properties settled by R on trust for the benefit ofsSnmor

son. As per trust deed the trustees are required to accumulate the inc

the trust properties during the minority of S

T gifted securities to his HUF on ®@pril 2015.

W has advanced loan of Rs.5, 00, 000 @ 5% interest to his HUF, W.

W. Bros. (engaged in money lending business) HUF earns @ 18% p.q

business. However the market rate of interest is 12 %.
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Lesson 11

DEDUCTION UNDER CHAPTER VI -A

Deduction to bemade in computing total Income: [Section 80 A}

(2) In computing the total income of an assessee, there shall be allowed from his gross tota
income , in accordance with and subjected to the provision of this Chapter, the deductions
specified in section 80C &0U. 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 tr
Gross Total Income dhe assessee. [Section 80A(2)]

For the purpose of deduction under this chapter the gross total income does notinclude

E  Long term capital gain

Short term capital gain u/s 14,

Casual income like winning from lotteries, card games, horse races, dtc., an

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, 80HHDI|, &D-1A, 80-

IB, 80-IC, 801D, 8C-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 indsvifiection
80A(3)].

(4)  Where the assessee fails to make a claim in his return of income for any deduction under an
provision of this cbagdguetianden taspbendo
under section 80HH to 80RRB] no deductsimall be allowed to him thereunder. [Section 80
(5)]

[1] Deduction under chapter \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 t

of equity shaes or units of equity oriented fund on which security transaction t

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, 1

[2] If gross total incame is nil, the deduction under this chapter cannot be claimed

[3] I f income is increased as a result of con

then such increase is not to be considered for the purpose of deduction under section 80C to 80

Deduction not to be allowed unless return furnished [80AC.]

Where in computing the total income of an assessee of the previous year relevaassessenent

year, any deduction is admissible undection 86IA or section 891AB or section 86IB or section

80-IC or section 80D or section 80IE, 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 retur

as specified under stdection (1) of section 139.

Definition of Gross Total income [Sec. 80 B]

AGross tot al incomeo means the tot al i ncome

Act, before making any deduction under this chapter.

M« MM Me M

Section 80C: Deduction in respect of life Insurance premium, contribution to providnt fund,
etc.

Available to an individual and Hindu Undivided Family (whether resident oiresident).

If an assessee has made a deposit or an investment in any one or more eligib,
qualifying for deduction under this section.
The deduction ulder this section is allowed irrespective of the fact whether (or not) s
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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 mallem his gross total incomewith which he is

chargeable foany assessment year.

The aggregate amount of deduction cannot exceed rupees one lakhs fifty th

(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 slajliide for

deduction:-

(1) Life insurance premium (to the extent of 10 % of capital sum assured) of himself, spouse anc
children (male / female / minor / major / married / unmarried / dependent / independent).

W. e. f. 0204-2014:

Where the policy issued ar after the 1 day of April 2013, is for insurance on life of any person,

who is

(a) aperson 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 macd saction 80 DDB

Prﬂnium paid to the extent of 15 % of capital sum assured shall be allowed.

Note:

If an assessee has discontinued / terminate:

a oO0singl e premi umwithin tiveeyear afteruhe datecoé conpnreehcenent

insurance; or

in case of any other policy before paying annual premium for a period of at least two year

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 tochenm 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) Anysum deducted from salary payable to a Gowent 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 Rs0D®O0,

(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 lany suc
security of the Central Government or any such deposit scheme as that Government may, b

notification in the Official Gazette, s p
Samriddhi Account 0]

(8) Subscription to National Saving Certificates VIII issneluding accrued interest for first five
years.

(9) Contribution for participating in the unitlinked insurance plan (ULIP) of Unit Trust of
India.

(10) Contribution for participating in the unitlinked insurance plan (ULIP) of LIC Mutual
Fund (i.e. Dhanraksha Fan of LIC Mutual Fund).

Note:
Where, in any previous year, an assessee terminates his participation in any unit linked insuranc
plan referred to in clause (8) and (9) above, by notice to that effect or where he ceases to participa
by reason of failuréo pay any contribution by not reviving his participation, before contribution in
respect of such participation have been paid for five years
8 No deduction shall be allowed to the assessee under section 80C(1) with reference to any of th

sum paid in sucprevious year; and
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8

(11)
(12)
(13)
(14)
(15)
(@)

(b)

(16)

i
i
Full

The aggregate amount of deductions of income so allowed in respect of the previous yeal
preceding such previous year, shall be deemed to be the income of the assessee of such previc
year and shall be liable to tax in the assessmentrgésvant to such previous year.
Payment for notified annuity plan of LIC.(i.e., New Jeeldrara, New Jeevan Akshay, New
Jeevan Dhard, New Jeevan Akshaly and New Jeevan Akshail).
Subscription to any unit of any Mutual Fund referred to in sectiq23m) or from the
administrator, or the specified company as the Central Govt. may specify in this behalf.
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 spiecdificial Gazette.
Subscription to any such deposit scheme of or as a contribution to any such pension fund se
up by, the National Housing Bank established under section 3 of National Housing bank Act,
1987.
Subscription to any notified deposit scheoié
a public sector company which is engageprviding long term finance for construction or
purchase of housén India for residential purposes; or
Any authority constituted in India by or under any law enacted either for the purpose of dealing
with ard 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)

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:
to any University, College, School or other educational institutgsiosted within India
for the purpose of fullime educatiorof any two children of the assessee
time education includes any educational course offered by any university, college, school, or

other educational institution to a student who is enrolledtifuik for the said course. Full time
education includes even play school activities; ptesery,and nursery classes.

(17)

Any payment for the purpose of purchase or construction of a residential house property the
i ncome from which iIis chargeable to tax unc
woul d, i f it had not wbresalenceuhave beerf chargeabldte taxa s

under that head, where such payments are made towards or byway of

Any installment or part payment of the amount due under anyisatfcing or other schem
of any development authority, housing board or othehority engaged in the constructi
and sale of house property on ownership basis; or

Any installment or part payment of the amount due to any companyapearative society
of which the assessee is a shareholder or member towards the coshadigbeproperty
allotted to him; or

Repayment of the amount borrowed by the assessee from :
Central Government,

State Government,

Bank,

Co-operative Bank,

National Housing Bank,

LIC,

Assesseebs employer where employer is
statutory corporation

public company, or

university, college, local authority or

a cooperative society.

Stamp duty, registration fee and other expenses for the purpose of trarmfeh dfouse
property to the assessee,
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But shall not include any payment towards gnimy ofi

the admission fee, cost of share and initial deposit which a shareholder of a compg
member of a caperative society has to pay for becoming such shareholder or memk

the cost of any addition or alteration to, or renovation oairey the house property whig
IS carried out after the issue of the completion certificate in respect of the house pro
any part thereof has either been occupied by the assessee or any other person on

or been let out; or

any expenditte in respect of which deduction is allowable under the provision of Seg

Note:

Where, in any previous year an assessee transfers the such house pefpextihe expiry of five
years from the end of the financial year in which possession of suabpprty is obtained by him,
or receives back, whether by way of refund or otherwise, any sum specified in that clause

il
il

= =4 =4

No deduction shall be allowed to the assessee under section 80C(1) with reference to any of tr
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 previc
year and shall be liable to tax in the assessment year relevant to suchyear.

Subscription to any eligible issue of equity shares or debentures made by a public company or &
subscription to angligible issue of capitdby any public financial institution in the prescribed
form:

NOTE:

Ael i gi bl e | mesaosa issué madeaby a pulblit ammpany 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 sectiarA3@).

If any equity shees 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 thre
years from the date of their acquisition, the aggregate amount of the daduztincome so
allowed in respect of such equity shares or debentures in the previous year or years preceding tl
previous year in which such sale or transfer has taken place shall be deemed to be the income
the assessee of such previous year and Isbdiable 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 notifietbonds of National Bank for Agriculture and Rural Development
(NABARD). [W.e.f Aly 200809]

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 émér& 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 Seme 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 / N&esident),

E

E

E

If during the previous year paid deposited any amount out lois income chargeable to tax
to effect or keep in force a contract for any annuity plan of LIC of India or any other insurer
for receiving pension from the fund referred to in clause 23AAB) of sec.10.

he shall be allowed a dedtion in the computation of his total income, least of the following:
E of the whole of the amount paid or deposited ; or

E

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 whic
a dedution has been allwed, together with the interest or bonus accrued or credited to the

assesseebs account, if any, @&s received b
(@  on account of the surrender of the annuity plan whether in whole or in part, in any previous
year, or

(b as pasion received from the annuity plan,

an amount equal to the whole of the amount referred to in clajee ¢lause if) shall be deemed to

be the income of the asseg or his nominee, in that previous year in which such withdrawal is made
or, as the casmay be, pension is received, and shall accordingly be chargeable to tax as income o
that previous year.

Section 80CCDDeduction in respect of contribution to pension scheme of Central
Government.

(1) Where an assessee, being an individual employed byethiieaCGovernment on or after the
15'day of January, 2004 or, being an individual employed by any other employer or any other
assessee, being an individual has in pinevious year paid or deposited any amount in his
account under a pension scheme nddifte as may be notified by the Central Government,
he shall be allowed a deduction in the computation of his total income,

(@) 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 goss total income in the previous year in any other case
Whichever is lower.

(1A) The amount of deduction under sugection (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.Q16H4.2

(A1B) An assessee referred to in ssdxction (1) shall be allowed a deduction in computation of his
total income, [whether or not any deduction is allowed undersadtion (1)] , of the whole
of the amount paid or deposited in the previous year im¢gsunt under a pension scheme
notified or as may be notified by the Central Government, which shall not exceed fifty
thousandupees.

Provided that no deduction under this stgection shall be allowed in respect of the amount
on which a deduction has lem claimed and allowed under stdection (1).

(2)  Where the Central Governmentamy other employemakes any contribution to his

account referred above, the assessee shall be allowed a deduction in the computation of his total

income,

(@) the whole of the mount 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 referredto in sut
section (1) or suisection (1B), in respect of whiehdeduction has been allowed under those
subsection or susection (2), together with the amount accrued thereon, if any;as/esl
by the assessee or his nominee, in any previousdyear,

(a) on account of closure or his opting out of the pension schefeged to in swsection (1) or

subsection (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

previows 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 unt
subsection (1) or suisection (1B),, no deduction with reference to such ameball be
allowed u/s 80C.

(5) For the purpose of this section, the assessee shall be deemed not to have received any amot
in the previous year if such amount is used for purchasing an annuity plan in the same
previous year.

Seren CS fefolric)

INSTITUTE 84

Preparing Company Secretary



CS EXEQVE CS VARDDAN SUMAN
Note: For the purposes of hi s ect i on, Asal aryo includes d
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, 8&80CCC and sub section (1) of section 80CCD
shall not, in any casexceed 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 individulad 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 Bowed a deduction, in computation of his total income of the assessment year
relevant to such previous year, of:

8§ 50 % of the amount invested in such equity shares or (listed units from the Aly
20142015); or
8§ rupees twenty five thousand

whichever is lover.
(2) The deduction under sub section (1) shall be allowed in accordance with, and subject tc
the provisions of this section for
three consecutive assessment years
beginning with the assessment year relevant to the previous year
in which the listed eqty shares or listed units of equity oriented fund were first acquired.
The deduction under subection (1) shall be subject to the following condition namely:
(i) the gross total income of the assessee for the relevant assessmshblfeat exced Rs.
12 Lakhs;
(i) the assessee is a new retail investor;
(i)  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 isexttion (1).

(iv)  the investment is locled 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 specifiedsacsion ,
the deduction originally allowed shall be deemed to be the income of the assessee of suc
previous year and shall be liable to tax for the assessment year relevant to such previous yea
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
such sum as specified in sudgection (2) or susection (3); payment for which is made during
the previous year by any mode as specified inrsadbion (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 deductionadtbe the aggregate of

the following:

L<x<=<

Maximum
amount
deductible
(@) | Insurance premium on the health of the assessee or his family, o Rs. 25,000
Any contribution made to the Central Government health schen
(such other scheme as may be notified by the Ce@waernment in

this behalf; or
Any payment made on account of preventive health checif the
assessee or his family
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(b) | Insurance premium on the health of the parent or pafPefsendent Rs. 25,000

Independent)f the assessee; or

Any payment maderoaccount of preventive health chegy of the

parent or parents of the assessee

(c) | The whole of the amount paid on account of medical expend Rs.30,000

incurred on the health of the assessee or any member of his fan

does not exceed in the aggate

(d) | The whole of the amount paid on account of medical expend Rs. 30,000

incurred on the health of any parents of the assessee, as does not

in the aggregate

Provided thatthe amount referred to in clause (c) or clausedbddve 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 healt

of such person.

Provided further thatthe aggregate of the sum specified under clause (a) and clause (c) or the
aggregateof 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) ofseabion (2) are paid on account of
preventive health cheeakp, the deduction for such amoustsll beallowed to the extent it
does not exceed in aggregate five thousand rupees.

(2B) For the purpose of deduction under subsection (1), the payment shall be made by

(@) 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 b
the aggregate of the following, namely:

(c) whole of the amount paitn 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 theolhealy
member of the Hindu Undivided family, as does not exceed in the aggregate thirty thousand
rupees.

Provided thatthe 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 keepraefan insurance on the health of such
person.

Provided further thatthe 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 selstion (2)or in sub section (3) is
paid to effect or to keep in force an insurance on the health akssee, or his wife or her
husband or parents or any member of the family in case the assessee is a Hindu undivide
family, andwho is a senior citizen or a versenior cetizenthe provision of this section shall
have effectasiffowor ds 6t wenty fived the words. 6t h

Note=--
(i) Premium must be paid for the insurance of the health of the following person:
E In case of an individual: For himself / herself, spouse, parefit®t grand parents)pr
dependents children.
E  In case of HUF: Any member of the family.

(i) Senior Citizens means an individual resident in India who tiseége of Sixty years or more
(upto assessment year 2ZB2013:-65 years)t any time during the relevant previous Year.
lllustration:
Mr. R 40 years old, paid following sums by cheque as medical insurance premium:
Person Insured Amount
R 9,000

Seren CS fefolric)

INSTITUTE 86

Preparing Company Secretary



CS EXEQVE CS VARDDAN SUMAN

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: Deducton' s 80D: Rseéeéeeecée.

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, beingiadgividual (Indian Cetizen or Foreign Cetizen) or a Hindu
undivided fanty, who is a resident in India, (i.e. Ordinarily Resident or Not Ordinarily
Resident) has, during the previous year

(& incurred any expenditure for the medical treatment (including nursing), training and

rehabilitation of a dependant, bgia person with disability; or

(b) paid or deposited any amount under a scheme of the LIC or any otheerimguthe

Administrator or the specified company for the maintenance of a dependant, being a persor
with disability, the assessee shall be alloveatbductionfrom his gross total income in respect

of ply.
(1) 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 irrespeatithe 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 Satisfiedd
(@) the scheme referred to in Section 80DD(1)(b) provides for payment of wonditmp sum
amount for the betfig of a dependant, being a person with disability, in the event of the death
of the individual or the member of the Hindu wided family in whose name subscription
to the scheme has been made;
(b)  the assessee nominsiteither 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, bein
a person with disability.
3) If the dependant, predeceases the individual or the member die 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 incombatfprevious 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 foren FORM-10-I1A) and manner, along
with the return of income undersection 139.wdwer if the condition of disability requires
reassessment of its extent after a certain period then deduction after such period shall b
allowed only if a new certificate is obtained.
Note:
(@) Adependadt 0 means
() inthe case of an individual, the speu 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.
(i) inthe case of a Hindu undivided family, a member of the Hindu undivided family,
depenant wholly or mainly on such individual or Hindu undivided family for his support and
maintenance, angtho 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) Aperson witshabsmrkang ye d
() a person witheighty per cent or more of one or more disabilitiess referred to in
section 56(4) of of the Persons with Disabilities Act, 1995; or
(i) aperson with severe disability referred to in clause (0) of section 2 of tiem&& rust
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.
Wherean assessee who is resident in Indiadian Citizen or a ForeigrCitizen) has, during the
previous year, actually paid any amount for the medical treatm@nésdribed disease or ailment
as prescribed under rule 11dd of Income Tax Ruld 9620
(a)  for himself ora_dependantin 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:
E  the amount actually paid or
E  asum of Rs.40,000, (Rs.60,008 person to whom the treatment is made $enior citizen)
whichever is less.
Note:-
E  No such deduction shall be allowed unless the assessee furnishes with the return of income,
certificate in the prescribed form, from a neurologist, an oggstl@a urologist, a hematologist,
an immunologist or such other specialist, as may be prescrilmgling in_ a Government
hosptal including hospital maintained by local authority.
E the deduction shall be reduced by the amount received, if any, under andesfican an
insurer, or reimbursed by an employer, for the medicalneat of the person.
E  Dependent person may be husband, wife, children, parents, brothers, and sister of the assess
PRESCRIBED DISEASES [Rule 11DD]
The following shall be eligible digases 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,;
(H Hemiballismus
(9) Aphasia;
(h) Parkinson Disease
(i) Malignant Cancers;
(i) Full Blown Acquired Immuna Deficiency Syndrom (AIDS)
(iv)  Chronic Renal Failure;
(v) Hematological Disorders
€) Hemophilia
(b)  Thalassaemia

Section 80E: Deduction in respect of interest on loan taken for higher education.

1) In computing the total income of @assessee, bainan individual,
E there shall be deducted, any amount paid by him in the previous year,

E  out of his income chargeable to tax,

E by way ofinterest on loan (not repayment of principal amount of loan), taken by him from
any financial institution or any appred charitable institution for the purpose of pumguhis
higher education dior_hire education of his relativéw.ef. 0:04-2008)

( The deduction specified above shall be allowed in computing the total income

2)
E in respect of the initial assesent yea; and
E  seven assessment years immediately succeeding the initial assessment year; or
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E until the interest is paid by the asses in full,

whichever is earlier.

Note:

(@ nhi gher emansamyt cousse of study pursued after passing the Senior Sgconda

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

() Ainitial a sneaesste assasdmenyyea relévant to the previous year, in which
the assessee starts repaying the loan or interest thereon.

(co A"nRelativeo in relation to an individual,
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 intengsdble on
loan taken by him from any financial institution for the purpose of acquisition of resid
house property.

(2)

The deduction under this section shall not exceed one lakh rupees and shall be all
computing the total income of the indivial for ~ the assessment year beginning on th
day of April 2014 and in a case where the interest payable for the previous year relg
the said assessment year is less than one lakhs rupees, the balance amount shall &
in the assessmentarebeginning on the first day of April 2015.

3)

Deduction under this section shall be allowed subject to the following conditions nan
(i) the loan has been sanctioned by the financial institution during the period beg
on the 1%'day of Aprik2013 and ending on the 3day of March 2014.

(i) the amount of loan sanctioned for acquisition of the residential house propert
not exceed 25 lakhs rupees.

(i)  the value of the residential house property does not exceed forty lakhs.rupee
(iv)  the assessee does not own any residential house property on the date of sa
loan.

(4)

Where a deduction under this section is allowed for any interest referred tosectidn
(1), deduction shall not be allowed in respect of suchrasteunder any other provision
the Act for the same or any other assessment year.

Section 80G: Deduction in respect of donations to certain funds, charitable institutions, etc.

Deduction under this section is available to all assessee (irrespettresiagential status and
citizenship of the assessee.)
Conditions to be satisfied:

Mc M

Tlc

E

Assessee must donate to specified Funds or Organizations

Donation must be in forms of money (i.e. Donation in kind shall not qualify for

deduction)
Proper proof of payment d donation, in original, should be attached with the return of
income
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
Mini ster Relief Fund, or Lieutenant Govern
cheque, deduction will be available on the basis of certificate issued by DDO / Employer in this
behalf.
Donation exceeding Rs. 10,000 must be paid by any motlerahan 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 bglp@ategory 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 Fkkkokk
100 % or 50 % of donation to category B organizations (subgesuch timit)  ***
Deduction U /S 80 G: Hkkkkk
Limits:

E 10 % of Adjusted Gross Total Income

E Adjusted Gross Total Income= Gross totdICGi STCG COVERED U/S 111 A All
Deductons u/s 80CCC to 80 U other than deduction u/s 86 me referred/s 115A, 115AB,
115AC, 115ACA AND 115 AD.

LIST OF SPECIFIED ORGANISATIONS OR FUND:

S.N.| Donee Maximum | Deduction ( as
LIMIT a % of net
qualifying
amount)
= the National Defence Fund set up by the Central Gey NA 100%
ment;
2 the Jawaharlal Nehru Maeorial Fund N A 50%
3. the Prime Ministerdos Drod NA 50 %
4 the Prime Ministero6s Nat.i NA 100 %
S the Prime Ministero6s Ar mg NA 100 %
6. the Africa (Public ContributionsIndia) Fund NA 100 %
7 the National Childrends H NA 100%
(Up to A/Y
20132014-
50%)
the Indira Gandhi Memorial Trust, NA 50 %
the Rajiv Gandhi Foundation, NA 50 %
10 the National Foundation for Communal Harmony NA 100 %
1. 1'a University or any educational institon of national NA 100 %
eminence as may be approved by the prescribed autho
121t he Maharashtra Chief Min NA 100 %
13- lany fund set up by the State Government of Guj NA 100 %
exclusively for providing relief to the viatis of earthquaki
in Gujarat
141 any Zila Saksharta Samiti. NA 100 %
151 the National Blood Transfusion Council or to any St  NA 100 %
Blood Transfusion Council.
16. 1 any fund set up by a State Government to provide me; NA 100 %
relief to the poor
7.~ 1 the Army Central Welfare Fund or the Indian Na] NA 100 %
Benevolent Fund or the Air Force Central Welfare Fund
8 't he Andhra Pradesh Chief NA 100 %
1996;
191 the National lliness Assistance Fund NA 100 %
0. 1t he Chi ef Mi ni steros Re NA 100 %
Governor 6s Relief Fund.
21| the National Sports Fund or National Cultural Fund or i NA 100 %
for Technology Development and Application set up by
Central Government
22. | the NationalTrust for Welfare of Persons with Autisf  NA 100 %
Cerebral Palsy, Mental Retardation and Multi|
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