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COMPONENTS OF INCOME TAX LAWS

Income Tax Act, 1961
= 1st April, 1962 = XIV schedules

= Proviso — Gives Exceptions to the provision contained in the respective section.

= 298 sections

= Explanation — Gives clarification related to the provision contained in the section
Annual Finance Act: Gives applicable rates of tax.
Income Tax Rules: issued by CBDT for proper administration of the Act.

Notifications: subordinate legislation issued by CG.
= CBDT is also empowered to make & amend rules by issuing notifications.
= Binding on everyone. [Assessee + Income Tax department]

Circulars: They deal with certain specific problems.
= Issued by CBDT to clarify doubts regarding scope & meaning of provisions.
= Binding on the department but not on the assessee.
= However assessee can take advantage of beneficial circulars.

Case Laws (Judicial Decisions)

= Supreme Court Decisions becomes Judicial Precedent (Law) & are binding on all
the courts, Appellate Tribunal, Income Tax Authorities & on Assessees.

= Decision of a High Court cannot bind other High Court.

PERSON [SECTION 2(31)]
1. Individual : -» A Natural Human Being (Male/Female/Minor/Unsound Mind).
= [ncome of Minor & unsound Mind person — Assessed in hands of Manager/Guardian

2. HUF: Status in HUF is received by birth & not by operation of law.

= HUF is not defined under IT Act. However, as per Hindu Law, it consists of all males
lineally descended from a common ancestor & includes their wives & unmarried
daughters. Even a single male member can have HUF (w.e.f6/9/2005).

= Only Co-parceners have the right to Partition.

= All Co-parceners are Members but all members need not be co-parceners.

= Coparceners - HUF may contain many members, but only members within 4
degrees including KARTA are called co-parceners (including daughters).

[Note: wife/daughter-in-law cannot be co-parceners; but they can be members]
3. Company [Sec 2(17)] - It means:
» Any Indian Company defined in section 2(26);
= Any Body Corporate incorporated under the foreign laws [Foreign company];

= Any institution, association or body (incorporated/not) whether Indian ornon-
Indian, declared by general or special order of CBDT to be acompany.

4. Firm (registered/not) (including LLP) [Sec 2(23)] : Same Tax Treatment forboth
5. Association of Persons (AOP)/Body of Individuals (BOI)

6. Local Authority (LA)

7. Every Other AJP (not falling in above categories): Ex: Idol/deity

Assessee - [Sec 2(7)] : It includes -

(a) TaxPayable: Every Person by whom any tax or any other sum of money is payable
under this Act (with/without any proceeding).

(b) Proceeding started: Any Person against whom any proceeding has started
(whether or not any tax, interest or penalty is payable by him).

(c) Deemed Assessee: A person assessable for income of some other persons.
(d) Assessee in default: Any person who

(i) does not deduct tax or (ii) fails to pay advance tax

(iii) after deducting tax, fails to pay tax deducted to the government or

Person having SUBSTANTIAL INTEREST in the Company [Sec 2(32)]

= Any beneficial owner of shares carrying at least 20% of voting power.

Average Rate [SEC 2(10)]: Income Tax on Total Income using applicable slab rate
‘Total Income

Maximum Marginal Rate [SEC 2(29C)]:
= Highest Slab Rate of Tax (including SC) applicable to Individual or AOP/BOI
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INCOME & ITS CONSTITUENTS [SECTION 2(24)] FINANCIAL YEAR, PREVIOUS YEAR & ASSESSMENT YEAR
Illegal /tainted income - Illegal Income is also taxed. » FY - Year starting on 1t April & ending on 31stMarch.

» PY [Sec 3] - FY in which the income is earned.
» AY [Sec 2(9)] - FY in which income is assessed to tax.

Dual Role of a FY: Each FY is both PY as well as AY.

Disputed Income — Taxable to recipient till the dispute is settled.
Contingent Income — A contingent income is not income & thus not taxed.

Pin Money — Income x [Any property acquired using such money/savings — Capital

Asset] First PY for Newly Set-up Business/Profession during FY

1stPY = From date of setting up of business & ending on last day of that FY (31st
Income must come from Outside: A person cannot earn income from himself. Mar).
Relevance of Method of Accounting followed by the Assessee: 1st PY of newly set-up business/profession will be either 12 months or < 12 months.
(i) Salary; (ii) HP; (iii) Capital Gains — Method of accounting is irrelevant. It cannot exceed 12 months. [Same provision is applicable for New Source of
(i) PGBP; (ii) IFOS — Method of accounting followed by the assessee is relevant. Income]
Capital Receipt Vs Revenue Receipt: Uniform PY: All Assessees are required to follow FY as PY uniformly for every year.
Capital Receipts: Not Taxable unless expressly provided. CASES WHERE INCOME OF THE PREVIOUS YEAR IS ASSESSED IN PY ITSELF

1. Shipping business of non-residents [Sec 172]

Revenue Receipts: Always Taxable unless expressly exempt. ; g :
= Ship of NR is allowed to leave the port only when tax has been paid or

Liquidated damages — Capital receipt. Amount received towards compensation for satisfactory arrangement has been made for payment thereof.

sterilization of profit earning source is not in ordinary course of business. * Income = 7.5% of freight paid/payable whether in India or o/sIndia.
Compensation on Termination of Agency — Capital receipt. Receipt of compensation | 2. Person Leaving India [Sec 174]

on termination of the agency business being the only source of income by the assessee. = Ifa person is leaving India & he has no present intention of returning toIndia,
But if the assessee has several agencies and one of them is terminated & compensation is * Income from the expiry of last PY upto the probable date of his departure from
received, the receipt would be revenue receipt since taking agencies & exploiting the India is taxable in that PY itself.

same for earning income is the ordinary course of business & loss of one agency would 3. AOP/BOI/AJP formed for a particular event/purpose [Sec 174A]

be made good by taking another. = If AO think that AOP/BOI is likely to be dissolved in same year or in next year,
Compensation received from the employer or from any person for premature » he will assess income upto date of dissolution in the relevant PY itself.

termination of the service contract is a capital receipt but is taxable as profit in lieu of | 4 parsons likely to transfer property to avoid tax [Sec 175]

salary u/s 17(3) or IFOS u/s 56(2)(xi), respectively. = Total income of such person for the period from the expiry of PY to the date
Compensation received or receivable in connection with termination/modification when AO commences proceedings is taxable in that PY.
of T & Cs of any contract relating to its business shall be taxable as business income.

5. Discontinued Business [Sec 176]

Application of Income Diversion of Income = [ncome from the end of last PY upto the date of such discontinuance may, at
= Ifassessee applies (uses) his income to | = If there is overriding charge on the the discretion of AO may be charged to tax in that PY itself.
discharge his obligation source of such income which diverts . . . . . .
. ) ; Note: Section 176 is a Discretionary power. AO may choose not to apply it & wait
= after the income reaches the assessee, the income before it reaches the ;
. e . . o : till the end of PY.
itis application of income assessee, it is diversion of Income.

= Such Income is taxable to theassessee. | * Such Income cannot be treated as
income & thus Not Taxable.
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PREVIOUS YEAR FOR UNDISCLOSED SOURCES OF INCOME

1. Cash Credits [Sec 68]
= Where any sum is found credited in books of the assessee & assessee
offers no/unsatisfactory explanation about nature & source,
= sum so credited may be charged as income of the assessee of thatPY.
2. Unexplained Investments [Sec 69]
= Ifinany FY assessee has made investments which are not recorded in
books of A/c & Assessee offers no/unsatisfactory explanation about
nature & source of investment,
= Value of investments are taxed as income of assessee of such FY.
3. Unexplained Money/Bullion/Jewellery [Sec 69A]
= Wherein any FY, assessee is found to be owner of any money, bullion,
jewellery etc. &
= Such asset is not recorded in books of A/c & assessee offers
no/unsatisfactory explanation about nature & source,
= Money & Value of bullion etc. will be deemed to be income of the
assessee for such FY.
= Ownership is important & mere possession is not enough.
4. Amount of Investments not fully disclosed in books [Sec 69B]
= Where in any FY, assessee has made investments or is found to be the
owner of any bullion, jewellery or other valuable article &
= AO finds that Amount spent on making such investments > Amount
recorded in books of A/c of the assessee & assessee offers
no/unsatisfactory explanation for the difference,
= Such excess may be deemed as income of the assessee for such FY.
5. Unexplained Expenditure [Sec 69C]
= Where in any FY, Assessee has incurred any expenditure & he offers
no/unsatisfactory explanation about the source of such expenditure,
= AO may treat such unexplained expenditure as income of theassessee.
6. Amount borrowed or repaid on Hundi [Sec 69D]
= Where any amount is borrowed on hundi or is repaid (thereon) other
than through A/c Payee Cheque,
= Amount so borrowed or repaid shall be deemed to be income of the
borrower or repaying of PY in which amount was borrowed/repaid.
= Amount repaid shall include interest paid on amount borrowed.
Note: Butif any amount borrowed on hundi has been taxed as income of
the person, he will not be taxed again on repayment of such amount.
Rate u/s 68 & 69 [SEC 115BBE] = 60% + SC @ 25% + HEC @ 4% =78%.
Neither BEL nor set off of any loss shall be allowable against suchincome.

TAX RATE FOR DIFFERENT PERSONS [Sec 2 of FA, 2018]

TI - Total Income after all deductions except Incomes Taxable at Specified Rates.

Individual/HUF/AOP/BOI/AJP [R/NR]

TI Upto 2,50,000 [BEL] 25L-5L 5L-10L

>10L

Rate Nil 5% 20 %

30 %

(ii) For Resident Super Senior Citizen (Age: 80 years or more) — BEL =5 Lacs

(i) For Resident Senior Citizen (Age: 60 years or more but < 80 years) — BEL = 3 Lacs.

Surcharge: [Check for Marginal Relief u/s 89]

Income > 50 Lacs but <1 Cr 10%

of IT

Income > 1 Cr 15%

of IT

Marginal Relief (Sec 89): If SC is applicable on TI, Marginal relief is available.
Steps to calculate Marginal Relief:
1. Calculate Tax (including surcharge) on Total Income of the Assessee.

3. Calculate “Extra Tax Payable” because of Income above 50 Lacs/1 Cr/10 Cr.
4. Marginal Relief = Extra Tax Payable - Income above Rs. 50 Lacs/ 1 Cr/ 10 Cr.

2.Tax payable on Rs. 50 Lacs/ 1 Cr/ 10 Cr as the case may be. [Depends on levy of SC]

[1-2]

PC NOTE: If Extra Tax > Extra Income, Difference between them is Marginal Relief.

Rebate u/s 87A
Assessee Resident Individuals whose Total Income < Rs. 3,50,000
Rebate Lower of (i) Income Tax payable on Total Income OR (ii) Rs. 2,500

Note: Rebate u/s 87A shall be before adding 4% of HEC.

Note: Rebate u/s 87A is not available in respect of tax payable @ 10% on LTCG u/s 112A.

Firms/LLP/LA | Whole Income is taxable @ Flat 30% without any BEL.
Co-operative Total Income | Upto 10,000 10,001 - 20,000 > 20,000
Societies Rate 10% 20% 30%
Company Domestic | If Turnover/GR in PY 2016-17 < 250 Cr 25%
In other case 30%
Foreign (Companies other than Domestic Company) | 40%
SURCHARGE
Rate of Surcharge if Total Income !
HERESEE >1 Crbut= 10 Cr >10Cr
1. Firms/LLP/Co-operative society/LA 12 % of IT
2. Domestic Companies 7 % of IT 12 % of IT
3. Foreign Companies 2% of IT 5% of IT

@Health & Education cess > @ 4% is levied on Total Income tax + SC - Rebate u/s87A.
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2. RESIDENTIAL STATUS,

1. INDIVIDUAL

Basic Conditions: [Satisfy ANY ONE — Resident

(a) Total stay in India during PY = 182 days; OR
(b) (i) Total stay in India during PY = 60 days &
(ii) Total stay in India during last 4 PYs = 365 days.

ADDITIONAL CONDITIONS: [Satisfy BOTH — ROR]

(i) Total stay in India in last 7 years = 730 days AND
(ii) Resident in Any 2 PY out of last 10 PYs.

Exceptions: Following Individuals — Residents only if Period of Stay during PY = 182 days
[i.e 2rd Condition — Not Applicable in their cases]

(i) Indian Citizens who leaves India during PY as a member of crew of Indian ship;

(ii) Indian Citizens who leave India for employment outside India;

(iii) Indian Citizen or Person of Indian Origin who comes on visit to India in PY. (Such
person must be engaged in employment/business/profession outside India).

Person of Indian Origin: If the person or his parents or his grandparents were born in
UNDIVIDED INDIA. Grandparents include both maternal & paternal grandparents.

2. HUF:
If Control & Management of HUF is situated wholly/partly in India Resident

If Control & Management of HUF is situated wholly outside India NR

Note: C&M is situated at a place where the head & brain is situated.

Determination of status of ROR/RNOR
Status of Karta will determine whether HUF is ROR/RNOR.

= [f KARTA is ROR - HUF is ROR &
» [f KARTA is RNOR — HUF is RNOR.

Rule 126: Individual who is Citizen of India & member of crew of Foreign going ship,
Period of Stay in India shall not include the following period:

Period Commencing from

Ending on

Date entered into CDC for joining ship  Date entered into CDC for signing off

@ Date of Arrival & Departure — Considered in India for counting no. of days in India.
< Individual can be resident in more than 1 country, but he can be citizen in Only 1 Country.

3. FIRMS/AOP/LA/A]JP
If Control & Management of HUF is situated wholly/partly in India Resident

If Control & Management of HUF is situated wholly outside India NR

4. COMPANY
A Company shall be Resident in India if:
(i) It is an Indian company; OR
(ii) POEM of the company is in India in that PY.

POEM: A Place where key management & commercial decisions necessary for the

conduct of the business of an entity as a whole are substantially made.

Circular: NR Seafarer receiving Remuneration (salary) in NRE (Non-Resident External) A/c maintained with Indian Bank for services rendered outside India on a foreign

going ship (with Indian flag or foreign flag) — Not taxable in India.
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SCOPE OF TOTAL INCOME [SECTION 5]

Indian Income 1. Income Received/Deemed to be received in India OR INDIVIDUAL Income Tax Treatment
2. Income Accrued/Deemed to be accrued in India. & HUF ROR RNOR ‘ NR
Foreign Income  Income which is Neither Received nor Accrued in India. Indian Taxable Taxable 1 Taxable
Foreign Taxable | ** [Given on Left Side] ‘ Not Taxable
** Following 2 Foreign Incomes are taxable to RNOR even if it accrues o/s India: OTHERS Income Tax Treatment
(i) Business Income which is controlled wholly/partly from India.
i . . . ROR NR
(ii) Income from profession set up in India. . l 1
& No other foreign Income (Salary, Rent, Interest etc.) is taxable in India to RNOR. Indian Taxable Taxable
Foreign Taxable Not Taxable

INCOMES DEEMED TO ACCRUE OR ARISE IN INDIA [SECTION 9]
1. Income (of a NR) from Business Connection in India 5. Salary Income — Deemed to accrue at the place where services are rendered.
> Business connection includes any business activity carried out through a
person acting on behalf of NR. Ex: Branch office, Agent, factory of NR in India.

Exception: Salary payable by Government to citizen of India for services rendered o/s
India —» Deemed to accrue in India & thus will be taxable to everyone.
> Person Acting on behalf of NR (Agent) must satisfy foll» conditions: But Allowances & Perquisites paid o/s India by Government is exempt u/s 10(7).
= Agent of NR must have Authority to conclude contracts on behalf of NR
= he habitually maintains stock of goods/ merchandise from which he
. \r;iléiir:lyeie;g]i: a%;); ;isc/gz;‘c()}lre:irét;lgsienl?nl(irli;llﬁogrll\lllnfhalf OfNR. 6. Interest, Royalty, FTS —» Deemed to accrue in India in foll» cases & taxable toeveryone:

Note: Pension payable o/s India by Government to its officials & judges who
permanently reside outside India — not deemed to accrue in India & thus NO TAX.

> [2 NR - 1 Agent]: Business connection for other NR is established if: (a) If Payable by ‘Government of India’, [Govn. - NR]
(a) such other NR controls the NR or
(b) Suc}}: Ot}}:er NR 1S colr)l.trolled by the NR 01{ hat of Exceptions: [Not taxable to Recipient NR in such cases]
(c) such other NR is subject to same control as that of NR. (i) If Borrowed money is used for business/profession outside India.

(ii) If Royalty or Technical fees given are for business/profession outside India.

(b) If Payable by ‘Resident in India’ [R = NR]

> Significant Economic Presence of NR in India Constitute Business Connection.

[To cover digitalized business not requiring physical presence/agent in India] (c) Payable by ‘Non- Resident in India’ [NR - NR]

(i) If borrowed money is used by NR for Business/Profession in India.
(ii) If Royalty or Technical fees given are for Business/Profession in India.

> Cases of No Business Connection —» Independent Agent.
= Agent’s authority is limited to purchase of goods forNR

2. Income from Property or Asset situated in India — Always Taxable toEveryone. Exception: Interest on money borrowed by NR for any purpose other than
. . . . . Business/Profession — Not Deemed to accrue in India.
3. Capital Gain from Capital Asset in India — Always Taxable to Everyone.

.. . . . . PC Note: If Used for Business/Profession/Earning Income in India - Deemed to accrue in
4. Dividends paid by Indian company outside India > Always Taxable to Everyone. India & thus Taxable to Everyone. [Remember this logic for Correct Answer Always]

/7
0’0

Receipt — First occasion (time) when the recipient gets money under his control. Any Further Remittance/Transmission of the received amount to another place/person
does not result in “Receipt” in the hands of subsequent recipient & thus will not be taxable to Recipient.
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3A. EXEMPT INCOMES [Section 10

% Section 14A r/w Rule 8D: Expenditure incurred to earn Exempt Income — Not allowed as deduction whether or not assessee has not earned any exempt income in such PY.

Section

Particulars

10(2) Share received by member from Income of HUF — Exempt to Member even if such income is also exempt to HUF.
10(24) Share of profit of Partner from Income of Firm — Exempt to Partner even if such income is also exempt to Partnership Firm. [Interest from Firm — Taxable]
10(4) (ii) Interest received on moneys in Non-Resident (External) A/c in any bank in India - Exempt to NRI [If permitted by RBI to maintain such A/c]
10(4)(B) Interest on Saving Certificate to NR [Citizen/Person of Indian Origin] — subscribed in convertible foreign exchange remitted from o/s India.
10(6) Sec Remuneration to certain Individuals who are not Citizens of India & It’s conditions
(ii) Remuneration of Foreign Diplomats in India: [not engaged in any other Business/Profession in India]
Remuneration received by Indian official in such foreign countries should be Exempt.
(vi) Remuneration of Employees of a Foreign Enterprise: [Employer is not engaged in any other business/profession in India]
1. Employees’ Stay in India < 90 days in PY; 2. Remuneration paid to such employee — should Not Deductible to Employer ;
(viii) Salary received by crew Member of Foreign Ship: If His stay in India < 90 days in a PY.
(xi) Remuneration received by Foreign Government Employees from foreign government for specified training in India.
10(6D) Royalty/FTS received from National Technical Research Organisation (NTRO) — for services rendered in or outside India to NTRO.
10(7) Allowances/Perquisites paid by Government of India o/s India to Indian Citizen for services rendered o/s India.
10(10BB) Payment under Bhopal Gas Leak Disaster (Processing of Claims) Act, 1985. [If such amount has not been allowed as deduction]
10(10BC) Compensation received or receivable on account of any disaster [If such amount has not been allowed as deduction]
10(10CC) Tax on Non-Monetary Perquisites paid by Employer —» Exempt to employee: [ Not deductible to employer]
10(10D) Taxable Maturity Amount from Life Insurance Policy: (i) Sum received from a policy u/s 80DD(3); (ii) Sum received under Keyman Insurance Policy.
Any other policy (sum received on death of Person) Exempt
Any other policy (not received on death of Person)
(i) Issued before 1.4.2003 = Fully Exempt (irrespective of Amount of Premium Paid)
(ii) Issued on/after 1.4.2003 but before 1.4.2012 = Exempt if Premium Paid < 20% of sum assured.
(iii) Issued during 2012-2013 = Exempt if Premium Paid < 10% of sum assured.
(iv) Issued on or after 1.4.2013(for Disabled person) = Exempt if Premium Paid < 15% of sum assured.
10(11)/(11A) | Withdrawal of Accumulated balance from PF/PPF set up by CG Interest & Withdrawals from Sukanya Samriddhi A/c *
10(12)/(13) | Payment from Accumulated Balance of RPF Payment from Accumulated Balance of Approved SAF to the employee.
10(124) Payment from NPS trust to employee on closure/opting out of scheme u/s 80CCD — Exempt upto 40% of total amount payable to him.
10(12B) Payment from NPS trust to employee on partial withdrawals from NPS referred u/s 80CCD — Exempt upto 25% of contributions made by him.
10(15) (i) Interest on Gold Deposit Bonds (ii) Interest on bonds issued by LA.
10(16) Scholarships granted to meet the Cost of Education
10(17)/(17A) | Daily & Constituency allowance received by MPs & MLAs. | Awards or Rewards given by CG/SG (in cash/kind).
10(18) Pension received by CG/SG Employee awarded by Param Vir Chakra/Maha Vir Chakra/Vir Chakra — Exempt. [After his Death — Family Pension is Exempt]
10(19)/(19A) | Family Pension received by Family Members of Armed Forces who died on duty. | Annual value of one palace of the ex-ruler
10(230C) Income of certain funds of National Importance set up by CG:
(i) Swachh Bharat Kosh (ii) Clean Ganga Fund. (iii) NPO University/Educational institution. (iv) NPO Hospital/medical institution.
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10(26) Income of a member of Scheduled Tribe in Specified Area = Manipur, Mizoram, Tripura, Nagaland, Arunachal Pradesh & Ladakh in J&K.
Exempt Incomes = (i) Income from any source in specified areas (ii) Dividend/Interest.

10(26AAA) | Income of Sikkimese Individual (i) From Any source in Sikkim (ii) (ii) Dividend or Interest on securities - Exempt

Exemption not available - If Sikkimese woman marry Non-Sikkimese man on/after 1.4.2008.

10(34) Dividend received by shareholder of Domestic Company — Exempt (Check for Section 115BBDA)

10(34A) Capital Gains to Shareholder on buyback of Unlisted shares u/s 115QA — Exempt. [Note: Cap. Gains on buyback of listed shares — Taxable u/s 46A]
10(35) Income from units of UTI/MF notified u/s 10(23D) —» Exempt. [Note: Income on transfer of units of UTI/MF is not Exempt].
10(37) Individual & HUF: Cap. Gains on compulsory acquisition of Urban Agricultural Land. [Note: Rural Agricultural land — Not CA & thus NO CG]
10(43)/(44)/(45) | Amount received as loan under Reverse Mortgage | Income of NPS Trust | Notified Allowance/Perquisite paid to Chairman/Member of UPSC.

Tax Holidays for SEZ Units [Sec 10AA

D Enddinites Export Profits derived from articles/things or providing any Services from SEZ unit Sec 10AA(2): Utilization of SRRA/c

Deduction Profits from unit in SEZ x Export Turnover of SEZ Un.itS Export turno.ver.does qot include freight, Qtilized_f(?r .
Total turnover of SEZ units | telecommunication or insurance charges (i) Acquiring P&M (must be put to use w/i 3 years from
Period of First5AY  100% of Export Profit. end of PY of creation of SRR); &
Deduction Next5AY = 50% of Export Profit. (ii) For Business: Till Acquisition of aforesaid P&M
Next5AY  50% of Export Profits debited to P&L A/c & credited to SEZ Reinvestment Do Not Utilize for:
Reserve (SRR) A/c & utilized as per Section 10AA(2). (i) Paying Dividend; (ii) Creation of Asset o/s India;
3B. AGRICULTURAL INCOM
Agricultural Income: [Income of cultivators + Land holders who have rented out lands] Apportionment of Income B/W Business & Agriculture
+ Rent/Revenue derived from letting of land situated in India & used for agriculture Rule Apportionment of income in certain cases |Agriculture| Business
= Rent: Rent received by tenant from sub - tenant — Agricultural Income. 7A | Growing & Manufacturing of Rubber 65% 35%
= Revenue: Fees received for Renewal of Land Lease = Revenue derived from land. 7B | Growing & Manufacturing of Coffee
++ Income derived from Agriculture or other related activities. Sale of coffee grown & cured 75% 25%
Ex: Farm building used as dwelling house or as a store house. Sale of coffee grown, cured, roasted & grounded 60% 40%
< Income from saplings/seeds grown in Nursery 8 Growing & Manufacturing of Tea 60% 40%

Note: Foreign Agricultural land — Agricultural Income is taxable u/h IFOS.
Partial Integration of Agricultural Income with Non-Agricultural Income

Q. Profit on Transfer of Urban Agricultural Land: Whether Agricultural Income?

Applicability | Individuals, HUF, AOP/BOI [Cempany& Firms]

Ans: No, as per Explanation to section 2(1A), CG arising from transfer of urban agricultural

land would notbe treated as agricultural income u/s 10 but will be taxable u/s 45. Conditions Net Agricultural Income > 5,000 & Non-Agricultural Income > BEL

Income from Growing & Manufacturing of any Product [Rule 7] Steps to Calculate Tax when Agricultural Income is given in Question

Business Sale Value of final product manufactured from Agricultural Produce L. Tax on Total Income [Net Agricultural income + Non - Agricultural Income]

Income - MV of agricultural produce used in manufacturing of such product 2. Tax on [Net Agricultural income + BEL]
- Manufacturing Expenses. 3. Tax Payable = (Tax in 1 - Tax in 2) + SC (if any) - Rebate u/s 87A + HEC @ 4%

AgriIncome | Market Value of Agricultural Produce - Cost of Cultivation.
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4A. INCOME FROM SALAR

Meaning: Payment by Employer — Employee for service rendered is taxable as Incomefrom Salaries. [Employee — Full-time or Part-time; Employer — In India or Abroad]

Note: Any Payment is taxable u/h “Salaries” only if relationship b/w payer & payee is of Employer & Employee or Master & Servant or Principal & Agent.

Basis of Charge [Sec 15]

2. Advance Salary — Taxable on Receipt Basis

3. Salary in Arrears — Taxable on Due Basis .

Foregoing of Salary

1. Salary is taxable on Earlier of (i) Due or (ii) Receipt Basis = Salary is taxable on earlier of (i) Due or (ii) Receipt Basis. If employee foregoes his salary, it does not mean
that salary so foregone is not taxable. Such waiver is only an application of income & hence, is taxable.

= Once salary accrues, subsequent waiver by employee does not make it exempt from tax.

Surrender of salary: to CG u/s 2 of Voluntary Surrender of Salaries Act - Exempt.

Salary Paid Tax-Free — Tax lagta hai but employer bharta hai

Loan or Advance against Salary —» Not Taxed as Salary

* Employer bears the burden of tax on salary of the employee. * Loan is different from salary. It cannot be taxed as Salary.

= Income = Salary income + Tax paid by the employer on hissalary. | ,
= Tax paid by Employer on Non-Monetary Perquisites - Exempt
to employee u/s 10(10CC) & hence not deductible to employer.

Advance against salary is an advance taken by the employee from his employer to be adjusted in future.
= This advance is generally adjusted with his salary over a specified time period.

PLACE OF ACCRUAL OF SALARY [SEC 9(1)] — Place where services are rendered

Place of Service Place of Payment AccrueinlIndia? | Tax
India India Yes Yes
India Abroad Yes Yes
India Pension for such Yes Yes
Services is paid Abroad
Leaves Earned in | Leave salary for such Yes Yes
servicein India | leaves is paid abroad

Exception to Sec 9(1)(iii):
Salary paid by GOI to Citizen of India (R/NR) for services rendered o/s India - Deemed
to accrue in India. However Allowance & Perquisites paid to them is Exempt u/s 10(7).

MEANING OF "SALARY" FOR CALCULATING EXEMPTIONS :

Allowance/Perquisites Definition of Salary for such purpose
Gratuity for Covered Employees BS + DA (whenever DA is paid)
(a) Gratuity for other cases (b) NPS BS + DA (forming part of all retirement
(c) Employer’s Contribution to RPF benefits) + Commission (if paid as % of TO).
(d) Leave salary (e) HRA (f) VRS

Rent-Free Accommodation =

BS + DA (Forming part of all retirement benefits) + Any Commission + Bonus + Any
Other Monetary Payment by whatever name called but Excludes:
(a) Exempt Allowances; (b) Exempt Medical Allowance

(c) Taxable Perquisitesu/s 17(2); (d) Employer's contribution to PF;
(e) Any Payment for Allotment of shares/Debentures/Warrants under ESOP.

COMPONENTS OF SALARY & THEIR TAXABILITY

Basic Salary ) Annual Accretion to credit balance in RPF Employer's contribution = Above 12% of salary

Dearness allowance/Pay (Taxable Amount) = Internet on Employer's contribution — Above 9.5%.
Salary in lieu of Notice Advance Salary Taxable in PY of Receipt

Fees & Commission > ALWAYS Arrears of Salary Taxable in PY of Accrual

Annuity from Employer TAXABLE Salary to Partner Not taxable u/h "Salaries", but taxable u/h "PGBP"
Profits in lieu of Salary Bonus Taxable on Receipt Basis [if not taxed earlier on due basis]
Pension received under NPS/ Salary/Pension from UNO Exempt
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DIFFERENT FORMS OF ALLOWANCES & ITS TAXABILITY

Fully Taxable Allowances Fully Exempt Allowances House Rent Allowance [Taxable HRA = HRA Received - Exempt HRA]
= Dearness Allowance * Sumptuary allowance granted to HC/SCJudges. | Exempt HRA = Lease of the following
= Qvertime Allowance = Compensatory Allowance received by judge 1, Amount of HRA received for occupied Period
= City Compensatory Allowance = Allowance paid by UNO. 2' Rent paid - 10% of Salary for ocoupied Period
= Fixed Medical Allowance = Allowances paid by Government to its employees —— -
= Tiffin/Lunch Allowance outside India - [Sec 10(7)] 3. City of Residence:
= Interim Allowance (a) Mumbai, Delhi, Kolkata, Madras (Chennai): 50% of Salary for occupied Period
; (b) Other cities: 40% of Salary for occupied Period.
= Project Allowance

= Servant Allowance

= Warden Allowance . : : :
N e AT BT Salary for Occupied Period shall only be considered.

Handicapped Employee. * Advance Salary/Arrears — Not considered for calculating HRA Exemption.

* Non-Practicing Allowance * No Exemption if employee lives in his own house/house where he does not payrent.
= Any other cash allowance

Other Conditions:

SPECIAL ALLOWANCES EXEMPT u/s 10(14
1. EXEMPTION DEPENDS UPON ACTUAL EXPENDITURE INCURRED BY EMPLOYEE (CD-HURT) Exempt Allowances to Chairman/Member of UPSC [Sec 10(45)]

Allowance — | Conveyance | Daily | Helper | Uniform | Research | Travelling/Transfer

A. Exempt Allowance in case of Serving Chairman & Members of UPSC
Exempt Allowance = Lower of (a) Allowance Received or (b) Amount utilized for specific purpose » Value of Rent-Free official Residence & Value of LTC.

= Value of Conveyance facilities including Transport Allowance,
=  Sumptuary Allowance.

B. Exempt Allowance in case of Retired Chairman & Members of UPSC

= Value of Residential telephone free of cost & number of free calls

upto Rs. 1,500 p.m (over & above free calls per month allowed by the
telephone authorities).

Exempt Allowance = Lower of (a) Allowance Received or (b) Amount Specified in Rule 2BB.
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PERQUISITES & THEIR TAXABILITY

Reimbursement of Expenses incurred in official discharge of duties — Not a Perquisite.
Perquisite will become taxable only if it has a legal origin.

Tax paid by employer on salary of employee = Perquisite in the hands of the employee.

1. Member of Household = (a) Spouse + (b) Children & their spouses + (c) Parents
2. (a) Children includes Step child & Adopted Child.
(b) Children born out of multiple birth after 1stChild will be treated as “One child only”
& Exemption will be available for both such child.

Rent - free unfurnished accomodation
Type of Employee

(a) CG/SG Employees

Value of Perquisite =
License fee

(b) Other than Government Employee

+« House is owned by Employer

Population Perquisite

Less than 10 lacs 7.5% of salary

“Use of M oveable Assets”
Asset given Value of Perquisite
(a) Laptops & computers Nil

(b) Other Movable assets 10% p.a. of Actual Cost (Rent Charges)

IR Completed Years of Use is not required. Even use of asset for part of
year will be perquisite.

10 lacs - 25 lacs 10% of salary

More than 25 lacs

15% of salary

¢ House is leased/Rent by employer Lower of: (i) 15% of salary or

(ii) Actual Lease Rent paid by employer

(c) Accommodation Provided in Hotel
[Any Employer (G/NG)]

Lower of (i) 24% of salary or
(ii) Actual Hotel charges paid by employer.

TRANSFER OF MOVEABLE ASSETS AT DISCOUNTED/ NOMINAL PRICE
= Perquisite = WDV [Actual Cost - Depreciation] - Amount paid by employee.
= Rate of Depreciation | [DEDUCT FOR COMPLETED YEARS OF USEONLY]

1. Computer & Electronics items 50% on WDV
2. Motor Car 20% on WDV
3. Any Other Asset 10% on SLM

Note: If Stay in Hotel < 15 days on his transfer from one place to another — No Perquisite.

House is given @ 2 Places on transfer
= Upto 90 Days (3 Months) — Only 1 of House having lower perquisite value shall be taxable;

= After 90 days — Value of Both Houses shall be taxable as perquisite.

VALUATION OF FURNISHED ACCOMODATION
Taxable Value of Perquisite in unfurnished accommodation
Add: 10% p.a of original cost of furniture (if furniture is owned by employer).
Add: Lease charges/Rent paid for hiring furniture (If furniture is hired by employer).

Points to Remember:
+ Rent-free official residence provided to a Judge of HC/SC — Not taxable.
% Rent-free furnished house provided to an Officer of Parliament — Not taxable.

GIFT, VOUCHER OR TOKEN - Perquisite = Actual cost to the employer.
» However, Aggregate Exemption of 5,000 if Gift is Received “IN KIND".
» Cash gifts are fully taxable without any exemption.

Payment/Reimbursement of Telephone/Mobile Bills —» Perquisite [l

Credit Card Expenses

Perquisite = Expenditure incurred by Employer - Expenditure for official
purposes.

Free Domestic Servant — Perquisite = Cost to Employer
+ Salary of Gardener & Expenses on Maintenance of garden — Perquisite [Xl.

Gas, Electricity or Water Supply — Perquisite = Cost to Employer

Interest-free loan or concessional loan
+* [SBI Rate - Concessional Rate] x Outstanding monthly Balance of Loan.

No Perquisite: (a) Loan amount < 20,000. (b) Loan is given for treatment
of prescribed diseases. [If Claim Received; Such Claim Amount =Perquisite]

RANKERS COMMERCE
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MOTOR CAR [Month means Completed Month].
Owned/Hired by Expenses | Purpose (Use) Taxable Perquisite
1. Employer Employer | Fully Official No Perquisite
2. Employer Employer | Fully Personal (a) Actual Expenditure on Car + Salary of Driver

(b) Depreciation @ 10% p.a on Actual Cost/Rent

Expenses recovered from Employee are Deductible. No limit of Rs. 900 for driver’s Salary.

3. Employer

Employer

Partly Official & | Engine Taxable Perquisite
Partly Personal | <1600CC | 1800 + 900 (driver) = 2,700 p.m
> 1600 CC 2400 + 900 (driver) = 3,300 p.m

Expenses recovered from employee are NOT deductible. Rs 900 p.m shall be taxable if driver is provided

4. Employer Employee | Partly Official & | Engine Taxable Perquisite
Partly Personal | <1600 CC 600 + 900 (driver) = = 1,500 p.m
> 1600 CC 900 + 900 (driver) = =1,800 p.m
5. Employee Employer | Partly Official & | Actual Expenditure Incurred Less {
Partly Personal Engine Reduce !
<1600 CC 1800 + 900 (driver) = 2,700 p.m
> 1600 CC 2400 + 900 (driver) = 3,300 p.m
6. Employer Employee | Fully Personal 10% p.a on Actual cost of Car/Hire charges
7. Bike of Employee | Employer | Partly Official & | Expenditure by Employer - Rs. 900 p.m
Partly Personal

® If 2 cars are given for “Partly Official & Partly Personal” purpose — Only 1 car is valued as “Partly Official
& Partly Personal” Car; 2nd car — Valued as used for personal purpose.

= Facility for HC/SC Judges/Chairman/members of UPSC: Not taxable.
® Transport allowance provided to serving chairman/members of UPSC: Not Taxable.

MEDICAL FACILITIES

A. Medical Facilities in India

Medical Treatment in Perquisite

1. Employer Hospital

2. Government Hospital;

3. Private Hospital (on recommendation)
4. Hospital approved by PCC/CCIT

No Perquisite

5. Other facility in India (Ex: Family doctor) Fully Taxable

B. Medical Facility outside India

Expenditure Perquisite

1. Treatment Exempt upto permitted by the RBI.
2. Cost of Stay Perquisite = Amount > Permitted by RBI

3. Cost on Travel Exempt only if GTI of employee computed
before including this expenditure < 2 lac

7

+ Fixed Medical Allowance — Fully Taxable.
% Health/Medical Insurance Premium paid by employer in
approved scheme of CG/IRDA— NO Perquisite & thus No Tax.
 Life Insurance Premium of employee paid by employer —
Taxable Perquisite .
+ Family — Spouse + Children (Max. 2) + [Dependent Parents +

Brothers + Sisters].

7

FREE EDUCATION

Nature of Expenditure Perquisite
1. Training of Employees Not Taxable
2. Education to Family Members; Fully Taxable.

3. Education to Children of
Employees

Cost in same locality
Exempt = 1000 p.m/ child

+ Scholarship given to children of the employee — No Perquisite.

Free/Concessional Food & Non-Alcoholic Beverages
% Meal provided in office — Perquisite = Cost to employer (in excess of Rs. 50) - Amountrecovered. | %

7

*,

7

*,

Perquisite in case of Sweat Equity Shares/ESOP

Perquisite = FMV on Exercise Date - Amount Paid by Employee.
% Tea or snacks provided during working hours — Perquisite [ % Taxable in year of Allotment of Shares.

v' Employee is on official tour & he takes his family member with him — Perquisite = Expenditure incurred for such familymember

v’ Any official tour is extended as a vacation »Perquisite = Expenditure incurred for Extended period.
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VALUATION OF LEAVE TRAVEL CONCESSION IN INDIA [SEC 10(5)] DEDUCTION ALLOWED FROM SALARY INCOME [Sec 16]
* Journey in India only along with Family. [Same as Medical Facility] 1. Standard Deduction [16(ia)] = Lower of (i) Rs. 40,000 or (ii) Salary Income.
= Only 2 journeys in a block of 4 years are Exempt [Block: 2018-2022]
= Exemption is based on Actual Expenditure. 2. Entertainment Allowance [16(ii] - [Only for Government Employees]
* Exemption is available only on Bus fare, Rail fare, Air fare. = Firstincluded in salary income & then deduction is allowed u/s 16.

= Carry Forward: 1 Exemption can be carried forward in 1st calendar year of next block. " Least is Exempt for Government Employees only

* Amount of Exemption =
(i) Journey by Air — Lower of (a) Economy class Fare (b) Amount spent.
(ii) Journey by Train — Lower of (a) 1stclass Fare (b) Amountspent.

(iii) Journey by Road when train is available - Exemption is same as (ii). * Actual Expenditure towards entertainment is NOT RELEVANT.
(iv) If No Rail but Public transport Exists — Lower of (a) Deluxe fare (b) Amount spent.
3. Professional Tax [Sec 16(iii)] —» Deductible on Payment Basis during PY

CLUB EXPENDITURE = [f Employer pays PT of Employee — First included in salary Income as perquisite &
Perquisite = Expenditure incurred (including annual fees) - Expenditure for official then Deduction is allowed as deduction/s 16(iii).

purposes - Amount recovered from employee.

MCQs Point: SG cannot impose profession tax > 2,500 p.a.

% Expenditure pertaining to health club, sports facilities etc. » Not a perquisite. » Levied by a State under Article 276 of the Constitution.
+ Initial fee paid for acquiring such corporate membership — Not a perquisite.
Free/Concessional Tickets by Employer Engaged in G/P Transport Business RELIEF [SECTION 89] (Only for INDIVIDUALS)
Perquisite = Value at which such tickets are offered by such employer to the public. » If any individual receives Advance Salary, Salary in Arrears, profits in lieu of

salary etc. during PY & because of such receipt, his Income is taxed @ Higher

¢ Free Tickets given to Employees of Airline or Railways — No Perquisite. i, o el cees, Baltiat /o 60 ieeweriabite

Perquisites Taxable only to Specified Employees [Sec 17(2)(iii)] [IMP] » Procedure for computing relief as given in Rule 21A is as follows:
= Provision of sweeper, gardener, watchman or personal attendant 1. Calculate Tax payable of PY of Receipt of Arrears/Advance salaryon
= Facility of use of gas, electricity or water supplied by employer (a) Total Income including of advance salary/ salary in arrears.

(b) Total Income excluding of advance salary/ salary inarrears
Tax on additional salary included in TI = (a) - (b)
2. Calculate Tax payable of PY to which Arrears/Advance salaryrelates.
(a) Total Income including of advance salary/ salary in arrears

= Free or concessional tickets
= Use of motor car

= Free or concessional educational facilities.

Specified Employees = [Director + Substantial Interest + Salary > 50K] (b) Total Income excluding of advance salary/ salary in arrears.

Note: While calculating limit of Rs. 50,000, following payment shall be ignored: (a) - (b) for All PY to which Arrears/ Advance salary relates.
(a) All Non-Monetary benefits; (b) Exempt Monetary Benefits [Ex: Exempt HRA] 3. Relief u/s 89 = Excess Tax on Additional Salary as calculated in 1 & 2
(c) Deductions u/s 16. PC Note: Refer CQ 19 on Page 67 of “Concept Book”.
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A. LEAVE SALARY B. PENSION Total Pension (TP)
_ Commuted Pension

v v v k - % of Commutation
During Continuity On Retirement/Termination Uncommuted Commuted
| (Monthly)
Fully Taxabl - . * -
ully Taxable Gov. Employee Non-Gov Employee | Gov. Employee Non-Gov Employee
| [ Always Taxable | |
Exempt (i) Leave Salary Received. Exempt Gratuity Received > LofTP
(ii) 3 Lac [Max. Exemption for Lifetime] 3
(iii) 10x AMS (Avg. Salary of Last 10M). Gratuity NOT Received | » | 1 ¢7p
(iv) Leaves Earned (in Months) x AMS. -
Leaves Earned = [Completed YOS x No. of leaves credited/month (Max 30 days/yr is
allowed)] - Leaves Taken. AMS = Avg. Salary of 10M [From retirement DATE].
D. RETRENCHMENT COMPENSATION [Sec10(10B
v C. GRATUITY L Exemption — (a) Rs. 5 Lacs (b) Amount received; (b) 15 days Average pay x LOS
Gov. Employee Non-Gov Employee Note: Compensation to workman under CG scheme — FULLY EXEMPT u/s 10(10B).
[ | ]
Exempt x v Exemption upto Rs 5 Lacs is available if following condition is satisfied:
Covered lby —— Not covered by POGA Condition: Amount received for VRS should not exceed [Higher of (a) or (b)]
i e I (a) 3 Months Salary for each completed year of service.
1. Gratuity Rece.lv.e o 1. Gratuity Received (b) Salary @ time of retirement x Balance months of service left before
2. Rs. 20 Lacs[Limit for Lifetime] : . .
2. 10 Lacs [Limit for Lifetime] retirement/superannuation.

3.LOS x 15 days salary (7 Days
3. % AMS x Completed YOS

NATIONAL PENSION SCHEME

Scheme | Employee Contribution = 10% of Salary; Matching contribution by

AMS: Avg. salary for 10M immediately preceding “ 1(5)31 = 1/21= Full year. Employer.
i k= 4ays salary =
gg&fﬁiﬁt%g?d(fd:Oegfﬁ?émployment remlagee Saery last d,}fawn % 15 Tax 1. Employer’s contribution: First included in Salary of Employee & then
was not entitled to gratuity during that employment. 26 Deduction is given u/s 80CCD(2) - Upto 10% of Salary
2. Employee’s Contribution: Deduction = 10% of salary) u/s 80CCD(1).

1. Gratuity received by Defence personnel = Exempt. Maturity | Pension received out of the aforesaid amount — Taxable to Recipient.

2. Gratuity received during the period of service — Fully taxable.
3. Exemption of gratuities is available even if the gratuity is received by widow, children ofa
deceased employee.
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4B. INCOME FROM HOUSE PROPERT

BASIS OF CHARGE - (Sec 22) [NAV is taxable; Rent is only a measure to compute NAV]

Building + Land attached Ownership of HP in PY Not used for Business

» [fused for Business
— No Tax u/h PGBP.

= Rent of Vacant Land — IFOS
= Subletting of HP — IFOS

= + Deemed Ownership
= Registered/Beneficial

& HP with Disputed Title = Owner of HP = As Decided by IT Dep. till the court order.
< Income from Sale of House Property — Taxable u/h “ Capital Gains”.

Rental Income from HP held as SIT [Taxed u/h HP]

= NAV of HP held as SIT = Nil for 1 year from the end of FY in which completion
certificate is issued if Not Let Out for such period.

COMPOSITE LETTING [HP + Other Assets/Services]

Note: Expenses for other facilities — Deducted while computing income u/h PGBP/IFOS.

INCOME FROM FOREIGN HOUSE PROPERTY
1. ROR (Note)
2. RNOR/NR Taxable only if it is received in India.

Taxable, whether or not such income is brought into India

A. DETERMINATION OF GROSS ANNUAL VALUE [SECTION 23]
Calculate Expected Rent (ER) — Higher of (a) MV or (b) FR subject to Max. of SR.
Calculate Actual Rent Received (ARR) — Rent receivable - Unrealized Rent
3 | GAV = Higher of (1) ER or (2) ARR

PC Note: Vacancy Loss (Rent for Vacant Period) — Not Included inARR.

LOP - With Vacancy (Imp)
= Calculate ER for whole year even if HP was vacant.
= ARR — Rent for Let out period shall only be taken.
* [f ARR > ER - GAV = ARR.
= [f ARR < ER due to vacancy = GAV = ARR.
= [f ARR < ER due to other reason - GAV =ER.

SOP/Unoccupied HP
= GAV =Nil
= MT Paid —» No Deduction
= Thus NAV = Nil.

LOP for Part Year & SOP for Part Year

= ER — for whole year.

= ARR - for Let out period only.

= GAV = Higher of (i) ER (whole year) or (ii) ARR
(Let out Period)

Deemed LOP
= 2 Houses & Both are SOP
= 1 HP =SOP & Other HP = DLOP
= GAV of DLOP — ER [No ARR]

= GAV of SOP = Nil

Note: Municipal Taxes Paid o/s India - Deductible if TDS done.

HOW TO COMPUTE INCOME FROM HOUSE PROPERTY

Single House - One portion is Let & other portion is SOP [Imp case]
= SOP = GAV = Nil; No deduction of Municipal taxes paid;

= Limit on Interest u/s 24(b) = Rs. 30,000/2,00,000 [Keep in Mind]

= For LOP — ER shall be computed on proportionate basis.

B. MUNICIPAL TAXES — Deducted from GAV if paid by Owner during PY
» Deductible in PY of Payment even if they relate to pastyears.
» Foreign MT paid — Deductible if TDS Done.
» Refund of Municipal Tax Paid —» Not Taxable.

RANKERS COMMERCE
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C. NET ANNUAL VALUE = GAV - Municipal Taxes paid by owner during PY. DEEMED OWNERSHIP [SEC 27]
D. DEDUCTIONS U/S 24 (i) Transfer of HP to Spouse for Inadequate consideration — Transferor is deemed
24(a) - Standard Deduction = 30% of NAV [Flat Deduction] [No other deduction in to be owner of HP transferred. [Except: Transferred under agreement to live apart].
HP] (ii) Transfer of HP to Minor Child for inadequate consideration — Transferor is
24(b) - Interest on Borrowed Capital [Deductible on Accrual Basis] deemed as owner of HP. [Except: HP is transferred to a minor married daughter]
(i) Current Year Interest — [Interest of PY of completion of construction & afterwards] | (il) Holder of Impartible Estate » Deemed as owner of all properties in the estate.
Interest = Amount of Loan x ROI p.a (Without any limit) (iv) Member of a Co-operative Society to whom a building is allotted /leased under
(ii) Pre-Construction Interest — Deductible in 5 successive PYs from PY of House Building Scheme of — Deemed as owner of that building allotted to him
completion although co-operative society is legal owner of that building.
Start: From Date of Borrowing & End: Earlier of (a) Date of Repayment of Loan or (v) Person in possession of HP under part-performance of a contract [Sec 53 of TOPA]
(b) 315tMarch coming before completion of construction. Buyer will be deemed as owner of HP although it is not registered in hisname.
PC Note: Interest will be aggregated from date of borrowing till the end of PY prior to (vi) Person having right in a property by way of Lease for 12 years or more: A
PY of completion of construction & NOT till the date of completion of construction. person who acquires any building by way of lease for a period of 12 years or more
shall be deemed to be the owner of that building.
Point to Remember: Exception: Lease is acquired from month to month basis or for < 1 year.
= Interest on fresh loan taken to repay original loan — Deductible.
= Brokerage/commission for Arrangement of loan — Not Deductible. EXEMPT INCOME FROM HOUSE PROPERTY
» Interest on unpaid interest —» Not Deductible. 1. Income from Farmhouse [If building is in immediate vicinity of Agri. Land]

= Ifloan is taken from o/s India — Interest is deductible if TDS Done. 2. Property held for charitable or rel.igious PUTPOSES.
3. House property used for own business/profession.

LIMIT ON DEDUCTIONS OF INTEREST - ONLY FOR SOP [No Limit for LOP/DLOP] | 4 One Self-occupied house - GAV = Nil.

Case Max. Deduction 5. Income from House property of Registered Trade union/Local Authority.
Loan for repair/renovation of HP on/after 1.4.1999 Max, 30,000 6. Annual value of 1 Palace of Ex-ruler.
Loan for acquisition/construction of HP on/after 1.4.99 & Max. 2 Lacs Unrealised Rent & Arrears of Rent received Subsequently [Sec25A]
such acquisition or construction is completed within 5 year v’ Taxable @ 70 % of Amount Received in PY of Receipt.

v Only such amount which was allowed as deduction earlier is taxable.

TREATMENT OF INCOME FROM CO-OWNED PROPERTY [Sec 26] Q. When unrealized rent shall be deducted from actual rent receivable?
Answer: If all the following conditions are satisfied:

(a) Tenancy is bonafide;
* Compute Income from HP as if there is one owner (b) Defaulting tenant has vacated, or steps have been taken to vacate the property;
= Income so computed shall be apportioned (c) Defaulting tenant is NOT in occupation of any other property of the assessee;

amongst each co-owner as per their share. (d) Assessee has taken all reasonable steps to institute legal proceedings for
recovery of unpaid rent or satisfies AO that legal proceedings would be useless.

Co-owned HP is SOP Co-owned HP is LOP
For Each Co-owner:

= Annual Value — Nil

= Deduction of 30K/2 L u/s 24(b)
separately for each co-owner.

Note: If Shares of co-owners are not definite: Income from HP — Taxed as Income of AOP.
HP OWNED BY P’SHIP FIRM - Income is assessed in hands of firm & not to partners.
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4C. PROFITS & GAINS OF BUSINESS & PROFESSION

BASIS OF CHARGE - [Sec 28] GENERAL DEDUCTIONS - SECTION 37

Not covered in Sec 30 to 36.

Not a capital expenditure (Only revenue expenditure is deductible u/s 37).
Incurred during PY.

1. Profits & Gains of any business or profession carried on at any time during PY.

= Capital Receipt — Not Taxable; = Capital Loss — Not Deductible.
2. Compensation for Loss of Office

= Termination or Modification of contract relating to Agency in India

= Termination/Modification of T&C of any contract relating to his business.
3. ExportIncentives. [Sale of Import entitlements/Duty Drawback/Transfer of DEPS/DFRC]
4. Non-Compete Fees [even if they are capital receipts]

= For not carrying out any activity in relation to any business or profession

= Not to share any know-how, patent, copyright, TM

5. FMV of Inventory (SIT) on its conversion into Capital Asset —» FMV of Inventory on the
date of its conversion into capital asset would be taxable as businessincome.

6. Benefit arising from Business/Profession. [Gift] [Nexus Hona b/w Gift & Business]

7. Remuneration received by Partners is taxable in his hands [to the extent it is deductible
in the hands of firm]

8. Income of Trade/Professional Association from Specific Activities for its Members.
9. Maturity Amount of KIP (+ Bonus) — Taxable in the hands of employer if Received by him.
10.Sum received/receivable on the demolition, destruction or transfer of any Capital Asset

It must have been incurred after the business was set up.
Only Business Expenditure (Personal Expenditure is NOT deductible).
Legal Purpose only. [Any Penalty —» Not Deductible].

& Ol > N =

Note: AO cannot question the necessity of expenditure in allowing deduction.

Some Important Circulars:

1. Premium paid on KIP by Employer — Business Expenditure & thus Deductible.
2. Expenditure incurred on CSR — Not Business Expenditure & NotDeductible.
3. Expenses on providing freebees to medical practitioner —» Not Deductible.

v Income Tax & Related Payment — Not Deductible.
v' Indirect Tax & Related Payment — Deductible.
v Demurrage paid to portauthorities for releasing confiscated goods — Deductible

v’ Penalty paid by assessee for non-completion of contract within stipulated time
— Deductible as it is not a fine paid for infraction of law. [Infraction of contract].

whole cost of which was allowed as deduction u/s 35AD.
Any expenditure on advertisement in any souvenir, brochure, tract, pamphlet

FOLLOWING INCOMES ARE ALSO TAXED U/H “PGBP” published by Political parties - Not deductible u/h “PGBP” but it can be claimed as
(i) Sec 41: Deemed Income; (ii) Sec 176: Income earned after discontinuation of Business | deductionu/s 80GGB & 80GGC from GTL.

SPECULATION BUSINESS SPECIFIC DEDUCTIONS [SECTION 30 - 36]

Meaning: Contract for purchase/sale of any commodity (including stocks & shares) is settled
otherwise than by the Actual delivery or transfer of the commodity/Scrips [Sec 43(5)]. | 1. Rent, Rates, Taxes, Repairs & Insurance for BUILDING - [Sec 30]

Speculation Profits/Losses — Treated Separately from other business/profession because
Speculation Business Loss can be set off against Speculative Business Profit only.

Transactions NOT deemed to be speculative transactions Note: No Deduction for Notional Rent;
(i) Hedging Contract in respect of Raw Materials or Merchandise or Stocks & Shares

(ii) Forward Contract (iii) Trading in Derivatives or Commodity Derivatives S @ el oI e = D e iom = |t pettel - RenErasereet.

Method of Accounting followed by Assessee — Relevantu/h PGBP  [Sec 145(1)] 2. Revenue Repairs & Insurance of Plant, Machinery & Furniture [Sec 31]
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DEPRECIATION - (Sec 32)[on BLOCK OF ASSETS & Not on Individual Asset] + Lena Mandatory hai

CONDITION FOR CLAIMING DEPRECIATION

1. OWNERSHIP - Part/Full; Registered/Beneficial owner.

= Note: If Tenant incurs Capital Expenditure on Leased/Rented Building, he will get
depreciation on such Capital Expenditure.

2. USED BY THE ASSESSEE FOR HIS BUSINESS /PROFESSION DURING PY
= Active or Passive use. [Ex: Trial run/Generators].
= 20d PY onwards: Asset used for 1 day in PY — 100% Depreciation (as per ROD)
= 1stPY: If used for < 180 days — Only 50 % of the Allowable Depreciation.

Note: Asset acquired in PY but not put to use, 180 days condition is NA for 2nd PY;
Thus 100% depreciation will be allowed in Next PY when it is put to use.

1. Building includes Roads, bridges & tubewells attached to it or forming part ofiit.
2. Machinery — Asset which is directly connected with Production or Manufacture.
3. Furniture — Asset used for Convenience & Decoration.

4. Plant - Any other Asset Essential to carry out the business.
» Includes: Ships, vehicles, books, scientific apparatus & surgical used forbusiness.
» Excludes: Tea bushes or livestock etc.; animal, human body or SIT; Buildings.

Point to Remember:
= No Depreciation on Land & Personal assets & thus not included in any block.
= While calculating Depreciation on Building, Cost of Land is to be Excluded.

= Deduction u/s 32 — Depreciation proportionate to Business only
= Amount Reduced from WDV — Depreciation proportionate to Business only

= Deduction u/s 32 — Depreciation proportionate to Business only
= Amount Reduced from WDV — 100% Depreciation [Business + Agricultural Purpose]

& Assessee is engaged in business of Letting of Assets: Depreciation is allowed u/s 32.

& Assessee is Not engaged in business of Letting of Assets: Depreciation is allowed
u/s 57(ii).

“BLOCK OF ASSETS” [Same Class & having Same ROD]

A. STEPS TO DETERMINE BLOCK OF ASSET:
1. Classify all the given assets into (i) Tangible Assets &
2. All Tangible Assets shall further be classified into

(a) Building, (b) Plant & Machinery & (c) Furniture
3. Group the classified assets in each category separately on the basis of ROD.
4. Assets having same rate of depreciation should be grouped together.

B. STEPS TO CALCULATE DEPRECIATION [V. IMP]

1. Find Closing WDV of the Block for PY [Op. WDV + Additions during PY - Sale Value]
2. Classify assets for 180 days condition [(a) < 180 days & (b) Balance WDV]

3. Calculate Depreciation on assets used for < 180 days.

4. Reduce WDV of Assets in Step 3 from Closing WDV.

5.100% depreciation (as per rates) on BalanceWDV.

(ii) Intangible Assets.

ADDITIONAL DEPRECIATION [Sec 32(1)(iia)]— {Only on New P&M in Factory}

4 [Circular No. 15/2016]: Printing or Printing & Publishing = Manufacture &
thus
eligible for Additional Depreciation u/s 32(1)(iia).
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INVESTMENT IN NEW PLANT & MACHINERY [SECTION 32AD]

Assessee Any Assessee + Manufacturing/Producing in AP/Telangana/WB/Bihar
Ineligible (a) Ship or Aircraft or Vehicle (b) Second-hand P&M
Investment  (¢) P&M installed in Office premises, Residential/Guest house.

(d) Office appliances including computers/computer softwares

(e) P&M whose whole of actual cost has been allowed as deduction.
Deduction 15% of Actual Cost of New P&M.
Lock - in 5 years from date of installation
Withdrawal IfNew P&M is transferred w/i5 years, Deduction allowed = Income u/h PGBP.
of deduction Exception: Amalgamation/Demerger/Business re organisation. However,

lock in will be applicable for remaining period to resulting company.

DEPRECIATION IN CASE OF AMALGAMATION/DEMERGER OF COMPANY,
SUCCESSION OF FIRM & OTHER BUSINESS RE-ORGANISATION [IMP]

= (Cases of “Change in ownership”.

= Depreciation shall be calculated assuming that no change in ownership has
taken place.

= Calculated Depreciation shall be apportioned b/w predecessor & successor in
the ratio of number of days for which the asset is USED by them.

= 180 days Condition is NOT APPLICABLE in such cases.

Note: Consideration for which the assets are transferred to the resulting
company is irrelevant for calculation of depreciation.
Students should not get confused by such amount given in question.

DEPRECIATION ON SLM BASIS [Sec 32(1)(i)]

Cond

TRANSFER OF DEPRECIABLE ASSETS BY POWER SECTOR UNITS

itions Treatment

1. NSC < WDV Terminal Depreciation (Loss) = WDV - NSC. Deductible u/s 32.
2.COA > NSC > WDV  Balancing Charge (Profit) = NSC - WDV. Taxable u/s 41(2).
3.NSC > COA Balancing Charge (Profit) = Original COA - WDV. Taxable u/s 41(2).

Capital Gain = NSC — Original COA.

DETERMINATION OF ACTUAL COST FOR DEPRECIATION [Sec 43(1)]

Any Expenditure for Acquisition of any Asset for which aggregate
payments made to A Person in A Day, otherwise than by A/c Payee
Cheque/Draft or Electronic Medium > Rs. 10,000, such expenditure shall not
be included in Cost of such asset.

UNABSORBED DEPRECIATION [SECTION 32(2)]

= Can be Carried Forward for Infinite PYs even if business is discontinued.
= Priority for Set-off in subsequent PYs:
(i) PY Depreciation (ii) B/f Business Loss (iii) Unabsorbed Depreciation.

RAN
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“ACTUAL COST” IN SPECIAL CASES [Explanation to Section 43(1)] EXPENDITURE ON SCIENTIFIC RESEARCH [SECTION 35]
A. (i) SCIENTIFIC RESEARCH CARRIED ON BY ASSESSEE [Related to business]

A. (ii) EXPENDITURE ON IN-HOUSE RESEARCH - Only COMPANY [SEC35(2AB)]
Assessee Company only

Business Bio-technology OR Manufacture/Production

Expenditure Capital & Revenue Expenditure [Excluding Cost of L&B]
Deductions 150% of Capital & Revenue [Except Cost of L&B]

For Company — Pre-commencement Expenditure & cost of Building is not
allowed as deduction u/s 35(2AB). Thus, company will not get 150% deduction. But they
are allowed as deduction @ 100% u/s 35(1) & 35(2). Hence, company will get 100%
deduction on Pre-commencement expenditure & cost of Building u/s 35(1)/(2).

B. CONTIBUTION MADE BY ASSESSEE TO OUSIDER [Related to Business/Not]

CASES WHEN NO DEPRECIATION IS ALLOWED & STCG/STCL Arises
& WDV is Zero but Block is not Empty — No Depreciation & STCG u/s 50(1).
< Block is empty but WDV is not Zero — No Depreciation & STCL u/s 50(2).

Deduction cannot be denied just because approval granted was withdrawn.
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INVESTMENT IN SPECIFIED BUSINESS [SECTION 35AD]

1. Specified Business |

2. Deduction = 100% of Capital Expenditure [Except Land/GW /Fin. Instrument]
Note: Prior Period Expenses — Deductible if CAPITALIZED in books of A/c.

3. Conditions to claim Deduction u/s 35AD:
& Business Not Formed by Splitting/Reconstruction of Existing Business.
& Not Formed by Transfer of Used P&M. [Used P&M — Allowed upto 20%]
[Imported P&M — Treated as New for Sec 35AD].

& Use Asset ‘Only for Specified Business” for 8 Years:
Otherwise PGBP Income = Total Deduction Claimed - Deemed Depreciation.

Note: Any Expenditure for Acquisition of any Asset for which aggregate payment
made to A Person in A Day, otherwise than by A/c Payee Cheque/Draft or
Electronic Medium > Rs. 10,000 — Not Eligible for Deduction u/s 35AD.

AMORTIZATION OF PRELIMINARY EXPENDITURE [SEC 35D]

Assessee (a) Indian Company or (b) Other Residents in India.
Eligible (a) In case of New companies — Expenses for setting up any business.
Expenditure  (b) In case of Existing companies — Expenses for Expansion of Business.
= Expenditure on Preparation of feasibility report, Project report,
conducting market survey or engineering services.
= Legal charges for drafting any agreement related to business.
= Legal charges for drafting MOA & AOA of the company.
* Printing charges of MOA & AOA of the company.
= Registration fees of the company.
= Expenditure on public issue of shares/debenture, underwriting
commission, brokerage & drafting & advertising prospectus.
Maximum 1. Indian Company: Higher of 5% of [Project Cost or Capital].
Limit 2. Other Assessee: 5% of Cost of Project.
Qualifying Lower of (i) Eligible Expenditure or (ii) Maximum Limit
Expenditure
Deduction 1/5t of the Qualifying expenditure in 5 successive PYs.
Audit COMPULSORY AUDIT for PYs in which expenditure is incurred.

& Cost of Project — Actual cost of Fixed assets [L & B,P &M, F & F etc];
& Capital Employed — Issued share capital + Debentures + Long-term borrowings;

Class Note:

Deduction & Conditions
100%
150% [Except L&B]
150% [Except L&B]

Sec Expenditure/Contribution on
35CCA Rural Development Programmes
35CCC Agricultural Extension Project

35CCD Skill Development Project - Company only

AMORTIZATION OF COMPENSATION PAID UNDER VRS - (SEC 35DDA)
Assessee Any Assessee

Deduction 1/5t% of Expenditure shall be deductible for 5 succeeding PYs.

v Each Part Payment of VRS is deductible in 5 Instalments.
v’ 1stInstalment is deductible in the PY in which VRS isPaid.

Note: In case of any Business Re-organization — Deduction shall be allowed to resulting

company (organisation) for Remaining years.
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MISCELLENEOUS DEDUCTIONS - SECTION 36(1)

INSURANCE PREMIUM PAID ON:
(i) Stocks or stores

(ia) Lives of Cattles owned by members of primary milk co-operative society.

(ib) Health of Employees — Paid by Employer [Any mode other than Cash].

(ii) BONUS OR COMMISSION [Sec 43B will Apply]
Bonus/commission PAID to the Employees [not payable as dividend]

(iii) Interest on Capital Borrowed for Business
= Interest for the period after asset is put to use — Deductible.

Note: Interest for the period before asset is put to use - Added to COA of Asset & thus
not deductible u/s 36(1)(iii).

Points to Remember:

5

S

Interest paid on money borrowed for payment of dividends — Deductible.

5

S

Interest paid on money borrowed for payment of Tax = Not Deductible.

5

S

Interest paid by a firm to partners = Deductible;

5

*

However, Interest paid by AOP to its members — Not Deductible.

(iii)(a) Amortization of Discount on ZCBs by Issuing Company
= Discount on ZCB - Deductible over the life of such bond.

EMPLOYER’S CONTRIBUTION towards
(iv) RPF or Approved SF, Subject to section 43B.

(iva) Pension scheme to the extent of 10% of salary of the employee in PY.

(v) Approved Gratuity Fund subject to Section 43B.

EMPLOYEE’s CONTRIBUTION
(va) Employee’s contribution towards RPF/SF, if deposited by employer before DD.

Note: Employee’s contribution is first included in total income of the employer. Then
deduction is given under this section if the sum received is deposited before due date.
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SPECIFIC DISALLOWANCES

ANY PAYMENT TO NR (On which TDS Provisions Apply) [Sec 40(3) (l)] INCOME TAX Paid: is not allowed as deduction - Sec 40(3) (ii)
Conditions for (i) Tax is not deducted before the end of PY. OR LU P‘_MD LTSI 4(_)(3) (ii] .
Disallowance (i) Tax is deducted but not paid before DD of filing ROI u/s 139(1). " onwhich tax has been neither deducted before the end of PY nor paid before DD

of filing ROI u/s 139(1) — Not allowed as deduction.
Consequences 100 % of such amount paid/payable is disallowed in that PY. T L e e ——r—
Deduction or (i) Where tax has been deducted in any subsequent PY OR _ Q [Sec 40(a)(v)]

. . . = Not Deductible to Employer.
i h PY fter DD;
Payment in (if) has been deducted during PY but paid after DD; . ) = Exemptin the hands of employee - [Sec 10(10CC)]
Subsequent PY then 100% of such sum shall be allowed as deduction in the PY in

which such tax has been paid. DISALLOWANCE IN CASE OF PARTNERSHIP FIRM/LLP [Sec 40(b)]
To get Deduction, (i) Deduct Tax in PY AND (ii) Pay before DD; Otherwisedisallowed. A. REMUNERATION TO PARTNERS [By whatever name]

Following payments to partners are disallowed to Partnership firm:
1. Remuneration to Non- Working Partner.
Conditions for (i) Tax is not deducted before the end of PY. OR 2. Remuneration to Working Partner if:

Disallowance  (ii) Tax is deducted but not paid before DD of filing ROI u/s 139(1). (a) Not Authorized by Partnership deed.
(b) Not in Accordance with T&C of partnership deed.

(c) For the period prior to the date of agreement.
(d) Exceeding the limit given below |

PAYMENTS TO RESIDENT (on which TDS Provisions Apply) [Sec 40(a)(ia)]

Consequences 30 % of such amount paid/payable is disallowed in that PY.
Deduction or (i) Where tax has been deducted in any subsequent PY OR
Payment in (ii) has been deducted during PY but paid after DD;

T . Book Profit Amount of Remuneration

Subsequent PY then 30% of such sum shall be allowed as deduction in the PY in Upto Rs. 3 Lacs of Book Profit Higher of (i) Rs 1.5 Lacs

which such tax has been paid. OR Book Loss OR 90% of Book Profit
Payment of Tax " Resident Payee only — If Tax on such income has been paid by Balance of Book Profit 60% of Book Profit
by Resident  the payee of such income by showing such sum as his income in his [Above 3 Lacs]
Payee of such ROI, then it shall be deemed that Assessee has deducted & paid tax
sum [Sec 201] & No disallowance shall be attracted under this section. B. INTEREST PAID TO PARTNERS

= Deemed Date of TDS & Payment of tax — Date of filing ROI by payee. Interest paid to partners is disallowed in following cases:

(a) Not Authorized by Partnership deed
Note: Since date of filing ROI by resident payee is deemed to be the date on which the payer (b) For the period prior to the date of Partnership Deed.

has deducted & paid tax — 30% shall be disallowed u/s 40(a)(ia) in the year in which the (c) At a Rate Exceeding 12% p.a.
said expenditure is incurred. However, such 30% will be allowed as deduction in
subsequent year in which ROl is filed by resident payee.
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SPECIFIC DISALLOWANCES [V. IMP]

Sec 40A(2): Excessive Payment to RELATIVES — Not Allowed as deduction.

PAYMENT IN CASH [OTHER THAN A/C PAYEE CHEQUE ETC] [SEC 40A(3)]

1. A Payment or Aggregate of Payments made to A Person in A Day for An
Expenditure exceeds Rs. 10,000 [35,000 for Transport/Goods Carriages Business].
2. Payment is made otherwise than by A/c payee cheque/draft/Electronic Medium

Then — NO DEDUCTION shall be allowed for such expenditure.

Exceptions: [In following cases, NO Disallowance even if amount paid > Rs. 10,000]

Payment made to Banks, LIC etc.

Payment through Banking System.
Payments made to Cultivator, Grower or
Producer of agricultural produce & related
products etc.

Payment @ place not served by bank.
Payment made on a day on which Banks
were closed

Payment made to Government
Payment by Book Adjustments
Payment to producers of goods in

cottage industry without the aid of
power.

Any terminal benefits < Rs. 50,000.

Payment to Employees on temporary
posting for more than continuous
period of 15 days if such payment is
made after TDS & employee does not
have bank A/c at such place.

Payments made by any person to his
commission agent

Payment made by Authorized Dealer or
Money changer

Points to Remember:

1. If Expenditure has been allowed as deduction in any earlier PY on accrual basis (if
assessee is following accrual basis) & payment for such expenditure has been made in
any subsequent PY exceeding Rs. 10,000/35,000 in cash to a person in a day, then such
payment shall be deemed to be the income of PY in which payment is made.

2. Sec 40A(3) does not Apply for Repayment of Loans. But it applies to interest payments
since interest is a deductible expenditure.

Provision for payment of unapproved gratuity “Not due” — Not Deductible [Sec 40A(7)]

Contribution by Employer to URPF [Sec 40A(9)] - Not Deductible.

EXPENDITURES DEDUCTIBLE ON PAYMENT BASIS ONLY [SEC 43B]

> Conditions: Assessee following Mercantile Basis of Accounting only.

Following Expenses (which are deductible in normal circumstances) are deductible in
relevant PY only if they are paid before due date of filing ROI of such PY u/s 139(1).
Tax, Duty, Cess or Fee (by whatever name called) levied under anylaw.
Employer’s Contribution to any PF/SF/Gratuity Fund or any recognized fund.
Bonus/Commission to employees [Arrears of salary & other benefit — not covered]
Interest on any Loan or borrowing from any PFI/SFC/SIIC/Bank

Leave Salary

6. Any Sum Payable to Indian Railways for the use of Railways Assets.

CIRERCORTD N

Note: Conversion of unpaid interest into Fresh Loan by Bank /FI — Not deemed to
be paid & thus no deduction shall be allowed.

ADJUSTMENT IN COA OF ASSET DUE TO CHANGE IN FOREX RATE [SEC 43A]

» Ifany business Asset is acquired/Loan is taken in Foreign Currency;
= At the time of payment, there is a change in Foreign exchangerates;
= Such Difference [Increase/decrease in liability] shall be adjusted in COA of Asset

= Consider Profit/loss only on amountactually paid during PY & Ignore loss/profit
on outstanding amount.

= Such Adjusted Cost shall be taken as Cost of Acquisition for all Taxationpurposes.

FULL VALUE OF CONSIDERATION IN CASE OF TRANSFER OF L&B HELD AS SIT
[Section 43CA] — To be Studied with Section 50C u/h “Capital Gains”.

Land & Building
[ : )
Held as SIT Held as CA
v v
43CA will Apply 50C will Apply
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COMPULSORY MAINTENANCE OF BOOKS OF A/C - [Sec 44AA]

A. SPECIFIED PROFESSIONs

GR >1,50,000 in All of the Last 3 PY Books prescribed u/r 6F

Books of A/c which will enable AO to

GR <£1,50,000 in Any of the last 3 PY )
compute taxable income.

Specified Profession: Legal, Medical, Engineering, Architectural, Accountancy,
Technical consultancy or Interior Decoration, Authorized representatives, film artists &
CS, Information technology persons.

B. FOLLOWING PERSON WILL BE REQUIRED TO MAINTAIN SUCH BOOKS OF A/C
WHICH WILL ENABLE AO TO COMPUTE THEIR TAXABLE INCOME

1. INDIVIDUAL/HUF carrying Non-Specified Business or Profession:
= Income > 2.5 Lac OR Sale, T/O or GR > 25 Lac in ANY ONE of the last 3 PY.

2. Other than Ind /HUF carrying Non-Specified Business or Profession:
= Income > 1.2 Lac OR Sales, T/O or GR > 10 Lac in ANY ONE of the last 3 PY.

3. Person showing Lower Income than computed on Presumptive basis u/s 44AE.

4. If Sec 44AD(4) is applicable to him & his income exceeds BEL in any of those PY.

MCQ- Minimum period of Maintenance of books of A/Cs = 6 years from the end of AY.

DEEMED PROFIT & THEIR TREATMENT [SECTION 41]
(1) Refund/Recovery against any Deduction or Remission/Cessation of Trading Liability
(2) Balancing Charge - Refer Depreciation in Case of “Power-Generating Undertakings”.

(3) Sale of Scientific Research Asset
= Taxable Amount = Lower of (a) Sale Price OR (b) Deduction Allowed
= Year of Taxability: PY of Transfer/Sale.

(4) Recovery of Bad Debt Allowed as deduction — Taxable in PY of Recovery.

(5) Adjustment of Loss of Discontinued Business incurred in PY of Discontinuance
= Generally, loss from business cannot be c/f after 8 years.
= [floss of discontinued business cannot be set off against any other income in the

year of discontinuation; AND
= After discontinuation of business, there is a receipt which is deemed as business

income u/s 41(1)/(3)/(4);

= Unabsorbed loss of PY of Discontinuance only (not earlier years) can be set off
against any deemed income u/s 41(1), (3), (4), (4A);

= Evenif no ROL is filed within time u/s 139(1).

If TO, GR for PY > Rs. 1 Crore. **
If GR for PY > Rs. 50 Lacs.

Business Person
Professionals

Person covered u/s 44AE

Person covered u/s 44AD
& Sec 44ADA

Person covered u/s 44AD(4)

Presumptive basis & his Income Exceeds BEL.

If his Income Exceeds BEL.

If such person claims that his income is LOWER than Income computed on
Presumptive basis. (Such Audit have nothing to do with their turnover)

COMPULSORY AUDIT OF BOOKS OF ACCOUNTS [SECTION 44AB]

Taxpayer Circumstances when audit is compulsory

** Requirement of Compulsory Audit u/s 44AB
does not apply to a person who declared profit u/s
44AD on presumptive basis & his Total Sales,
Turnover, or Gross Receipts < Rs. 2 Crores.

If such person claims that his income is LOWER than Income computed on
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PRESUMPTIVE SCHEME OF TAXATION

= Turnover < Rs. 2 Crores in the PY of such business.

Particulars Sec 44 AD — Business Sec 44ADA - Profession Sec 44AE - Transport Business
Eligible Assessee = Resident Individual/HUF/Partnership Firm (LLP X) & = Specified Professional u/s 44AA. = Persons carrying on business of plying,
* Engaged in ANY BUSINESS (other than Negative Listed). * Gross Receipt < Rs. 50 Lacs. hiring, & leasing goods carriages &

= not owning more than 10 Goods
Carriages at any time during the PY.

had been allowed in earlier year.

Income 0 Income = 50% of Gross Receipt 1. Heavy Vehicle — Rs. 1,000 per ton
8 % of Turnover. per month or part of it.
0 . 2. Other than Heavy Vehicle —» Rs. 7,500
However, Incor:luta) = (A //o ([)’f Turn(;lver or/ gro:ts/lé;ac?pt f?r per month or part of it.
amount received by A/c Payee cheque/dra ectronic , , , o
Medium during PY or before DD of Filing ROI u/s 139(1). Only for the period _durmg which vehicle is
owned by Assessee in PY
Deduction No Deduction u/s 30 - 38 shall be available. However, Salary & Interest paid by firm to partner — Deductible. {AY 2019-20}.
Audit & Books of A/c | Notrequired.
VI-A Deductions Deduction u/s 80C to 80U shall be available to the Assessee.
Advance Tax Pay 100% Advance Tax in 1 instalment on/before 15th March.
Depreciation Depreciation for subsequent PY when he ceases to be eligible assessee for presumptive scheme - WDV of the Assets shall be computed, as if Depreciation

Option to Pay Higher | Yes. Available in all cases.

Option to Pay Less Yes. But (i) He will have to maintain books of accounts & (ii) If declared income > BEL, he will have to get his books of accounts Audited.

SECTION 44AD(4): If an eligible assessee declares profit for any PY as per 44AD on
presumptive basis & he does not declare profit on presumptive basis as per section
44AD(1) for any of the next 5 consecutive PY, he becomes ineligible to claim the
benefit of presumptive income as per AD(1) for next 5 AYs subsequent to PY in which
profit has not been declared as per 44 AD.

. Heavy Vehicle: Any goods carriage whose gross vehicle weight > 12,000 kgs.
. Grossvehicle weight: Total weight of vehicle & load certified & registered by authority.
. Unladen weight: Weight of a vehicle or trailer including all equipment ordinarily

used with the vehicle or trailer when working but excluding Weight of driver;

Where alternative parts or bodies are used, weight of the vehicle with heaviest such
alternative body or part = Unladen Weight.
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4D. INCOME U/H “CAPITAL GAINS”

Definition of Capital Asset - [Section 2(14)]

& Any Property (Movable/immovable), connected with business/profession or not.
& Any Securities held by FlIs (as per SEBI regulations) [Always CA — Even if SIT]

EXCEPTIONS: [Following are NOT CAPITAL ASSETS]

1. SIT/RM/Consumables stores (Except Securities held by FIIs asSIT).
Note: Securities held by Flls — Always Capital Asset even if held as SIT.

2. Movable Personal effects (including wearing apparel & furniture) but excludes!
= Jewellery,
= Archaeological collections;
* Drawings; Paints; Sculptures;
= Any other work of Art.

Note: If Precious stones/metals are sewn/worked/set into Wearing Apparel/
furniture, it is classified into the category of jewellery & thus it is a Capital Asset.

Ex: Madhuri ka Ghagra, Throne of Gold/Diamonds; Shirt with diamond buttons.

3. Rural Agricultural Land in INDIA [Note: Urban Agricultural land — Capital Asset]

= Rural Land means land outside the following Specified limits:

Population Distance from Municipality
<10K 0 Kms
>10K&<1L 2 Kms
>1L&<10L 6 Kms
Above 10 L 8 Kms

= Agricultural Land: Land used for agricultural purposes for 2 yrs prior to transfer.

What about Urban Land? Capital Gain on Transfer of Urban Agricultural Land —
Not treated as Agricultural Income & thus it is not exempt u/s 10(1).

4. Gold Deposit bonds/Certificates.

Definition of Transfer of Capital Asset - [Sec 2(47)]

1. Sale, exchange or relinquishment of the asset.

2. Extinguishment of any rights in the asset.

3. Compulsory Acquisition of any Capital Asset under any law.
4. Conversion of Capital Asset into Stock in trade.

5. Maturity/Redemption of ZCB.

6. Giving possession of IMMOVABLE PROPERTY under Part performance of a
contract.

7. Other Transactions which have the effect of transferring the enjoyment of
Immovable property.

TYPES OF CAPITAL ASSET - SECTION 2(42A)
» STCA: If POH of Asset < 36 months. » LTCA: If POH of Asset > 36 months.

Exceptions: Following assets become LTCA if POH is more than 12 /24 Months.

A.LTCG if POH > 12 Months
(i) Listed Equity/Preference shares.
(ii) Listed Securities (Debentures/Bonds) other than units.
(iii) Units of UTI/EOMF.

(iv) Zero Coupon Bonds.

B. LTCG if POH > 24 Months
(i) Unlisted Equity/Preference Shares. [Shares in Private /unlisted publiccompany]
(ii) Immovable property, being Land or Building or both.
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COMPUTATION OF CAPITAL GAINS - [SECTION 48]

Particulars

Amount

Meaning/Reference/PC Note

Full Value of Consideration (Check Sec 50C for L&B) XXX If consideration is received in kind, then FVC = FMV; Adequacy & Receipt of Consideration - IRRELEVANT
Less: Expenses of Transfer (xxx) Ex: Brokerage, stamp fees, litigation expenditure etc; [Note that STT paid is NOT DEDUCTIBLE]
Net Sale Consideration XXX FVC - Expenses of Transfer
Less: Cost of Acquisition (Indexation if CA is LTCA) (xxx) Any Revenue Expenditure — will not form part of COA; Amount Paid to discharge mortgage — Included.
Less: Cost of Improvement (Indexation if CA is LTCA) (xxx) | = Capital Expenditures only; Revenue Expenditure will not be included in COI.

® Year in which Improvement is done — Not Relevant. [If CA is LTCA — Indexation Milega]
SHORT/LONG TERM CAPITAL GAIN XXX Check for Section 54 Series Exemption to Arrive @ Taxable Capital Gain.

INDEXED COST OF ACQUISITION

COST OF IMPROVEMENT

COA
X CII of PY of Transfer

CIT of PY in which asset was first held by Assessee *x
OR CII of 2001 — 2002 (whichever is Later)

** CII of PY of acquisition of asset by Previous owner [For Transfer u/s 49(1)

Note: Indexation is available from PY 2001-02.
PC Note: What if Asset is acquired before PY 2001-02? Since Indexation is

we will loose Indexation for such period......WHAT TO DO ?2??72?

available from PY 2001-02, we will have a GAP left for the earlier period & thus

If CAis acquired before 1.4.2001 -
Assessee have the option to take
FMV of CA on 1.4.2001 as COA of CA.
Note: OPTION NOT AVAILABLE

= Depreciable Assets;

= Goodwill/other like assets.

This will Fill the Time GAP.

» COI — Considered only if incurred on/after 1.4.2001
» COI by Previous Owner — Considered (Check 1)
» In case of Goodwill of Business — COI = Nil.

INDEXED COST OF IMPROVEMENT

COI
X CII of PY of Transfer
CII of PY of Improvement

1. Zero Coupon Bonds
2.Debentures/ Bonds

3. Slump Sale [Section 50B]
4. Depreciable Assets

6. Long term capital assets specified u/s 112A.

NO INDEXATION IS AVAILABLE IN FOLLOWING CASES [EVEN IF ASSETS ARE LTCA]

[Except Capital Indexed Bonds/ Sovereign Gold Bonds issues by RBI]

[Since capital gain arising on depreciable asset is always STCG]
5. Share/Debentures acquired by NR in foreign currency in Indian company. (1stProviso to sec48)

[

Forfeited Before 1.4.2014

Forfeited on/after 1.4.2014

v A 4
Reduced from Original Taxable u/h IFOSu/s
COA before Indexation 56(2)(ix)

[AY 2019-20].

Note: Amount Forfeited by Previous owner — Ignored.
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FVC IN CASE OF TRANSFER OF L&B HELD AS CAPITAL ASSET - [Sec 50C] | FULL VALUE OF CONSIDERATION ON TRANSFER OF UNLISTED SHARES [Sec 50CA]
Actual SC > SDV FVC = Actual SC » If Actual SC < FMV of such share - FVC = FMV.
Actual SC < SDV FVC = SDV
PC Note: 5% Variation Allowed from AY 2019-20. FMV - Deemed to be Full Value of Consideration - [Sec 50D]
If SDV < 105% of Actual SC —» FVC = Actual SC [AY 2019-20] » If Consideration is not determinable — FVC = FMV on date of transfer.
VALUE BY VALUATION OFFICER [PC: BEACH ka Bandar] SDV - When Date of Agreement (DoA) & Date of Registration (DoR) are DIFFERENT:
Value by VO > SDV FVC =SDV Whether Payment (Full/part) received on/before DOA by A/c Payee cheque ! | FVCl
Value by VO > Actual SC but < SDV | FVC = Value by VO YES SDV on DOA |
NO SDV on DOR
Examples:
Actual SC | SDV Value by VO | FVC Examples:
50 45 - 50 DOA DOR Sale Consideration & Receipts SDVonDOA | SDVonDOR | FVC
50 75 - 75 1.9.2017 | 1.5.2018 | 100L (10 L received by cheque on 1.9.2017) | 120 (1.9.2017) | 210(1.5.2018) | 120
50 75 85 75 1.9.2017 | 1.5.2018 | 100 L (10 L received by cash on 1.9.2017) | 120 (1.9.2017) | 210(1.5.2018) | 210
gg ;g zg gg 1.5.2018 | 31.3.2019 | 100 L (Full amount received on DOR) 120 (1.5.2018) | 210(31.3.2019) | 210

CAPITAL GAINS IN CASE OF DEEMED SALE [SEC 45] — [Not Actual Sale & thus Sec 50C is NOT Applicable]

Particulars Sec 45(1A) Sec 45(2) Sec 45(3)

Sec 45(4)

Cap. Gain on Destruction of CA Conversion of CA into SIT Capital Contribution

[Partners — Firm]

Dissolution/Retirement of Partners

[Firm — Partners]

Sale Consideration | Insurance Compensation FMV of CA on Date of Conversion Value of Asset recorded in books of Firm

FMV of CA on date of transfer

Taxable in PY = PY of Receipt of Money PY in which SIT is sold/transferred & PY in which CA is given to firm
not in PY of Conversion into SIT

PY in which CA is given to partners

Indexation till Till Date of Destruction Till Date of conversion of CA into SIT Till PY of Capital Contribution

Till PY of Distribution of CA to partners
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COMPULSORY ACQUISITION OF CAPITAL ASSET [SEC 45(5)] CAPITAL GAINS IN CASE OF SPECIFIED AGREEMENT [SEC 45(5A)]

INITIAL CCMPENSATION

SC Amount of Initial Compensation
Taxed in PY of Receipt of Initial Compensation (either Whole/Part).
= [f compensation is received in Instalments, Entire Cap. Gain on
Total Compensation is taxable in PY of receipt of 1st Instalment.
POH Till: Date of Compulsory Acquisition.
Indexation Upto PY of Compulsory Acquisition of Asset.

ENHANCED COMPENSATION

SC Enhanced Compensation.
Taxedin Taxable in PY of Receipt.
= Enhanced Compensation is received in Instalments — only
Proportionate Cap. Gain shall be taxable in that PY.

Note: Enhanced compensation received under interim order
will be taxable in PY in which final order of court is passed.
COA/COI Nil. However Litigation expenses are allowed as deduction.

CAPITAL GAINS ON BUYBACK OF LISTED SHARES [SEC 46(A)] REFERENCE TO VALUATION OFFICER [SEC 55A] - Theory Question

AO may refer valuation officer with a view to ascertain FMV in foll» cases:

& Sale Consideration = Buy-Back Price given by the company to Shareholder
(i) Where the value of the asset claimed by the assessee is in accordance with
valuation made by the registered valuer, but AO is of the opinion that
value so claimed is less than FMV of the Asset.
= AO can refer VO in cases where FMV is taken as sale consideration.
= [fFMV on 1.4.2001 is taken as COA, AO can make a reference to VO if
he is of the view that there is any variation b/w FMV on 1.4.2001
claimed by assessee & FMV on that date.
(ii) Where AO thinks that FMV of the asset exceeds value claimed by
= More than 15% of the value claimed by the assessee or
= Rs. 25,000 (whichever isless).
(iii) Where AO thinks that it is necessary to do so having regards to nature of
the asset & relevant circumstances.

Tax Treatment
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COST OF ACQUISITION IN SPECIAL CASES

GW/TM/BN/Right to Manufacture etc. [Sec 55(2)(A)] RIGHT SHARES/BONUS SHARES [Sec 55(2)(aa)]

= Option to take FMV on 1.4.2001— Not Available.
= If COA is NOT Ascertainable — No TAX. [Ex: Self-generated GW of a profession].

SWEAT EQUITY SHARES/ESOP [Sec 49(2AA)]
& COA = FMV on the date of exercising ESOP option.

Indexation: From date of allotment of Right/Bonus Shares.

MISCELLANEOUS CASES OF COMPUTING CAPITAL GAIN

CAPITAL GAIN IN CASE OF SLUMP SALE [Sec 50B] SHARES/DEBENTURES ACQUIRED IN FOREIGN CURRENCY BY NR [1stProviso to Sec 48]

» Cap. Gain shall be computed in the foreign currency in which NR acquires shares/debentures.

» After calculating capital gains in foreign currency, it will be converted into Indian Currency.
» Indexation is NOT AVAILABLE.

STEPS TO COMPUTE CAPITAL GAINS

SC & Expenses of Transfer | Convert into FC by using Average Buying Rate on date of transfer.

Cost of Acquisition Convert into FC by using Average Buying Rate on date of acquisition.

Capital Gain Capital Gain in Foreign Currency shall be Re-converted into
INDIAN CURRENCY by applying BUYING Rate on date of transfer.

« Total value of All Assets shall be calculated as: = Sec 35AD Assets: Nil
= Depreciable Assets: WDV of block; = All other Assets: Book value.

CAPITAL GAINS ON TRANSFER OF DEPRECIABLE ASSET [SEC 50] TRANSFER OF SECURITIES HELD IN DEMAT FORM- [SEC 45(2A)]
» Always be STCG irrespective of POH. : : : :
> Capital Gain on Depreciable Assets will arise only in following two cases: COA &POH | Determine using FIFO on the basis of Date of Entry in DEMAT A/ c

* WDV is Zero but Block is not Empty — No Depreciation & STCG u/s 50(1). CONVERSION OF OLD PHYSICAL STOCK INTO DEMATERIALISED FORM
= Blockis empty but WDV is not Zero — No Depreciation & STCL u/s 50(2).

= For SALE: Date of Entry in DEMAT A/C is considered.
PC Note: If Sale consideration of All Assets in Block < WDV of Block — STCL = Sale = For POH: Original Date of acquisition is considered
Consideration - WDV of the block. : i

Refer: Transfer of Capital Asset by Power Generating Undertaking [Sec 50A] in “PGBP”.

RANKERS COMMERCE BY NITESH SIR & MD ALI 30



RANKERS COMMERCE

CALL: 9386035411,78702660699,57U954430H2

ASCERTAINMENT OF COA IN SPECIFIED CIRCUMSTANCES [SEC 49(1)]

CAPITAL GAIN ON “DISTRIBUTION OF ASSETS IN KIND BY COMPANY TO ITS
SHAREHOLDERS ON LIQUIDATION” [Section 46]

< In following cases, Cost of Acquisition = Cost of Acquisition to Previous Owner.

If Capital Asset became the property of the assessee on/by way of/under:

(a) Distribution of assets on Partition of a HUF;

(b) Gift or will/Succession, Inheritance or Devolution;

(c) Distribution of Assets on Liquidation of Company;

(d) Transfer of CA under a Trust (revocable or irrevocable);

(e) Transfer of CA by HC to WOS (Indian) Company or by SC to its 100% HC (Indian).

(f) Transfer of CA by Amalgamating company to Amalgamated Indian company, in a
scheme of amalgamation referred to in section 47(vi).

(g) Transfer of a Capital Asset by Demerged company to Resulting Indian company,

(h)

Conversion of his separate property into HUF property by Individual ref. in 64(2).

FOR COMPANY IN LIQUIDATION
= Asset distributed in kind by company to its shareholders on liquidation — Transfer [XI.
= No Capital Gain shall arise to the company on distribution of such Assets.

FOR SHAREHOLDERS
* Cap. Gain M & SC = FMV of Assets received in Kind - Deemed Dividend u/s2(22)(c).

Cap. Gain on Transfer of Assets received in Kind by Shareholders
= When asset received in kind by the shareholder is transferred later, CG will arise.

= COA of such asset = FMV of such asset on date of distribution by the company.
= POH shall be reckoned from the date of receipt of asset on liquidation.

in a scheme of demerger referred to in section 47(vib).
Case Law: Bombay High Court in CIT v. Manjula J. Shah 16 Taxman 42 (Bom)

v’ In case of mode of acquisition of asset specified u/s 49(1), POH of Previous Owner shall also be considered for taking Indexation of COA.
v Indexation shall be available from Date of Acquisition of the Asset by Previous Owner. Thus, Sec. 2(42A) — POH of the transferee shall include POH of Previous Owner.

TRANSACTIONS NOT REGARDED AS TRANSFER [SECTION 47]
A

Owner — Same
Asset — Change

Owner — Change
Asset — Same

COA (to New owner) = Cost to Previous owner
POH — Include POH of Previous owner.

COA (of New Asset) = Cost of Old Asset.
POH — Include POH of Old Asset.

Some other Exempt Transfers:
& Redemption of Sovereign Gold Bonds by Individual issued under

Sovereign Gold Bond Scheme, 2015 [Sec 47(viic)].

& Transfer of Rupee denominated bond of Indian Co. issued o/s India
by NR to another NR.

& Transfer of CA being Any Work of Art to Government/University or
National Museum /National Art Gallery etc.

& Transfer of CA in scheme of Reverse Mortgage - [Sec 47 (xvi)]

Category A
1. Distribution on “Partition of HUF”

2. Transfer by way of “Gift/Will/Irrevocable Trust”

3. Transfer by “HC to its Indian WOS Company”

4. Transfer by “WOS Company to Indian HC”

5. Transfer by “Amalgamating Co. to Indian Amalgamated Co.” in scheme of Amalgamation
6. Transfer by “Demerged Co.to Indian Resulting Co.” in scheme of Demerger.

Category B:

1. Transfer by way of ‘Conversion of Bonds/Debentures into Shares’

2. Allotment of Shares to shareholders by Amalgamated Co. in lieu of
Shares held in Amalgamating Co.

3. Transfer of units of MF ‘held in Consolidating Scheme’ in
Consideration of ‘Allotment of Units in Consolidated Scheme of MF’.

4. Transfer of ‘Share from shareholder of company’ in consideration of
‘Share in LLP’.
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Sharesin

Resulting
Company
Shares in
Demerged
Company

[EEACEOTMENT OF SHARES BY RESULTING CO-TO SHAREHOUDERS OF DEMERGED GOSN (, 1/, 5 ,cquired 1000 shares in XY Itd of Rs. 20,000, XY Ltd, was demerged

Cost of Acquisition on 25.9.2018 & Net book value of the asset transferred to Y Ltd (resulting
company) was 30 Lacs. Compute the cost of acquisition of shares of Mr. A in
demerged company as well as resulting company assuming the paid up capital
& general reserve of XY Ltd before demerger were 1 crore.

Solution:

COA of share in Demerged Co. — Cost apportioned to shares of Resulting Co. COA of Shares in Resulting Co. = 20,000 x %ﬁ?f Rs. 6,000.
COA Shares in Demerged Co. = Rs. 20,000 - Rs. 6,000 = Rs. 14,000.

. Net BV of Asset after demerger in demerged co.
COA of shares in Demerged Co. x . . &
Net BV of Asset before demerger in demerged co.

Note: For determining POH of Shares in Resulting Co. = Includes POH of Shares in Demerged Co.

REVERSE MORTGAGE SCHEME

Meaning

Reverse Mortgage scheme is for the benefit of senior citizens who own residential house.
Senior citizens can mortgage their house property with scheduled bank etc. for lumpsum amount or regular monthly/quarterly/annual income.

Scheme

Senior citizens can mortgage their house & get the contracted amount.

They can continue to live in their house & receive regular income without having to pay back theloan.

Borrower can use the loan amount for renovation & extension of residential property, family’s medical and emergency expenditure etc., amongstothers.
However, he cannot use the amount for speculative or trading purposes.

Bank/housing finance company would revalue the property once every 5 years.

Recovery

Bank will recover loan with interest by selling house after the death of the borrower.
The excess amount will be given to the legal heirs.
However before selling the house, preference will be given to the legal heirs to repay the loan and interest and get the mortgaged property released.

Taxation

Transfer of capital asset in a transaction of reverse mortgage under a scheme made & notified by CG would not amount to a transfer - Section 47 (xvi).
Amount received by the senior citizen as a loan (Lump sum/Instalments) in a transaction of reverse mortgage would be exempt from income-tax- [Sec 10(43)].
Capital gains would arise in the hands of senior citizen only when the mortgaged property is sold by the bank/housing finance company for recovering the loan.

CAPITAL GAIN ON CONVERSION OF LLP INTO GENERAL PARTNERSHIP

» Since the tax treatment of LLP & general partnership is same, conversion from a general Partnership firm to LLP will have no tax implications if the rights & obligations of the
partners remain same after conversion and if there is no transfer of any asset or liability after conversion.

» However, ifthereisa change inrights & obligations of partners or there is a transfer of asset or liability after conversion, then provisions of Section 45 would get attracted.

CAPITAL GAINS EXEMPTIONS U/S 10:
1. Capital Gain arising to Individual/HUF on Compulsory Acquisition of Urban Agricultural Land [Sec 10(37)]

2. Capital Gain arising on Buy-back of Unlisted shares of Domestic Company [Sec 10(33)]
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EXEMPTIONS FROM CAPITAL GAINS [SECTION 54]

54EC *** 54EE 54F
Eligible Assessee Individual/HUF Individual/HUF Any Assessee Any Assessee Any Assessee Individual/HUF
Which Asset must be LTCA - House Urban Agricultural Industrial L&B or L & B or Both (LTCA) [AY Any LTCA Any LTCA Except House
Transferred Land (LT/ST). Both (STCA/LTCA) 19-20]
Which Asset must be One Residential Agricultural Land Land or Building for NHAI; REC; PFC; IRFC Notified Units of One Residential House in
Acquired House in India (Rural/Urban) Industrial purpose redeemable after 5 yrs Specified Funds India
Time limit for Purchase — Within 1 | W/i 2 years from DOT | Within 3 years from Within 6 months from Same as 54EC Same as 54
acquiring new asset year before DOT OR Date of Receipt of DOT
w/i 2 yrs after DOT. compensation
Construct —» Within 3
years from DOT.
Exemption = Lower of (i) Investment in New Asset or (ii) Capital Gain Same as 54. But Max. Limit of Rs. 50 Lacs in PY Proportionate Exemption
of Transfer & Next (Subsequent ) PY. [Refer Note given Below]
Consequences of | = Exemption granted willbetakenback.  [Lock-inperiod of 3 years] | Exemption granted Exemption granted
Transfer of Newly | = For computing STCG on transfer of New Asset: will be taken back. will be taken back.
acqui_red as_set within Cost of New Asset = (COA - CG Exempted earlier). [Lock-in period of 5 [Lock-in period of 3
lock-in period * Sec 54B: If New Asset is Rural Agricultural Land —» CA B ; No Cap Gain. | Years] years]
Capital Gains A/c? Applicable Not Applicable Not Applicable Applicable
Notes for:

[DOT = Date of Transfer]
Section 54F
= To get exemption of Whole Capital Gain, you need to Invest Whole Net Sale Consideration.
. . Amount Invested
= Proportionate Exemption= LTCG x

= A person may Sell 2 Houses & Purchase 1 House
= Date of completion of construction isrelevant.
= Holding of Legal Title » Not Necessary.

Section 54EC & 54EE

= Assessee should not transfer or convert or avail loan
on the security of such bonds in Lock-in-Period.

NetSale Consideration.
Withdrawal of Exemption
» Ifthe new house is transferred within 3 years from the date of acquisition.
» [fassessee purchases another residential house within 2 years from DOT of original asset.
» [fassessee completes construction of another residential house in or o/s India within 3 years from DOT of original asset.

CAPITAL GAINS A/C SCHEME (CGAS): If Investment is not made before DD of filing of ROI, then Capital Gain/NSC(for 54F) has to be deposited under CGAS to get exemption.
= Such deposit in CGAS should be made before filing ROI or before DD of filing ROI, whichever is earlier. Proof of such deposit should be attached with thereturn.

= If amount deposited is not utilized for specified purpose within stipulated period, then unutilized amount shall be taxed as capital gain of PY in which specified period expires.
= [f Individual dies before stipulated period, unutilized amount is not taxable in the hands of legal heirs of deceased individual.
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RATE OF TAX ON CAPITAL GAINS

A. SHORT- TERM CAPITAL GAINS [STCG] B. LONG - TERM CAPITAL GAINS [LTCG]
(I) STCGu/s 111A: Taxable @ 15% (I) LTCGu/s 112A: Taxable @ 10% on LTCG > Rs. 1 Lac. [No Chapter VI-A Deduction]
= STCG on transfer of Equity shares/units of EOMF on which STT is paid — » LTCG on transfer of Equity shares/units of EOMF on which STT is paid — 10%.
15% = Rebate u/s 87A - Not Available against LTCG taxable u/s 112A.
= Benefit of UNEXHAUSTED BEL will be available for Resident Note:
Individual /HUF. )

1. Equity share — STT is to be paid on acquisition & transfer of such capital asset.

D NeEEElEon R O b Bt SIE ErelBUySIbls, 2. Units of EOMF /Business Trust — STT is to be paid on transfer of such capital asset.

(IT) Other STCG: (I1) OTHER LTCG: Taxable @ 20% [No Chapter VI-A Deduction]

= STCG other than Section 111A are treated as Normal Income & will be » Resident Individual & HUF — 20%. Benefit of Unexhausted BEL is available.

taxed @ Slab Rate along with Other Incomes. = Other Person & Domestic Company — 20%. No Benefit of Unexhausted BEL.

* Foreign company/ Non-corporate Non-Resident:

Unlisted  securities/Shares in | 10% without Indexation & currency
Private Co. fluctuations under 1stproviso to sec48.
Other Assets 20%

Benefit of UNEXHAUSTED BEL from All LTCG & STCG u/s 111A to Resident
Individual /HUF
Resident Individual /HUF — Benefit of Unexhausted BEL is available.

Unexhausted BEL means Taxable Income (excluding LTCG/STCG) < BEL. + LTCG arising from transfer of listed securities (other than units) & ZCBs

In such case, the shortfall* shall be deducted from LTCG/STCG u/s 111A & * Option to pay tax @ (i) 10% without Indexation or (ii) 20% with Indexation.
balance Capital Gains shall be taxable.

Shortfall = BEL - (Taxable income - LTCG/STCG u/s 111A).

. .
0‘0 0‘0

.
0‘0

«» What about Debt-oriented MF or unlisted securities?
= Not eligible for concessional rate of 10% (without indexation).
= Thus taxable @ 20% with indexation.

K/
0.0

RATE OF TAX ON CAPITAL GAINS
1

STCG LTCG

111A: 15% Others: Slab Rate 112A-10% Others - 20%
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4E. INCOME FROM OTHER SOURCES [IFOS

FOLLOWING INCOMES ARE GENERALLY TAXABLE U/H “IFOS”

Rent from Vacant Land (Ground Rent)

Interest on Income Tax Refunds

Casual & Non-Recurring Income ‘ Director’s Sitting Fee

Rent from Vacant Land (Ground Rent)

Dividends Except Dividend u/s 115-0

Examination Fees received by Teacher from Non-Employer

Income from Undisclosed Sources

Director’s Commission from bank for Guarantee

Director’s Commission for Underwriting shares.

Remuneration received by MPs/MLAs

Interest on Employees Contribution from URPF.

Family Pension received by family of Deceased Person.

Agricultural Income OUTSIDE India

Interest received on Compensation for Compulsory Acquisition by Government of India.

Compensation or any other payment received in connection with termination of his employment or modification of the terms and conditions of the employment [Section 56(2)(xi)]

FOLLOWING INCOMES ARE TAXABLE u/h “IFOS” IF NOT TAXABLE u/h “PGBP”

Employee Contribution to PF/SAF etc. received by Employer [If not remitted before Due Date]

Interest on securities etc | Royalty Income ‘ Insurance Commission

Income from letting out — When letting of buildings is inseparable from letting of P&M/furniture. | Income from letting out P&M, Furniture on hire.

Maturity Amount of KIP (+ Bonus) if received by any person other than employer & employee [Received by Employer - PGBP; Received by Employee — Salary]

Taxation of Dividend Income [SECTION 56(2)(i)]

[Always Taxable u/h “IFOS”]

0 @ 15%)]

2(22)(a) - (a)

Types of Dividend & their Taxability for Shareholders
Dividend by Indian Co. ~ Exempt u/s 10(34); (Sub. to 115 BBDA) [Co. pay DDT u/s 115-

Dividend by Foreign Co. Taxable [if (i) Recipient is ROR; (ii) Anyone if Received in India]
Dividend by MF/UTI Exemptu/s 10(35).
Deemed Dividend u/s Company pay DDT u/s 115-0 & thus Exempt to shareholders.

Deemed Dividend u/s % Upto 31/03/2018 — Taxable to shareholder u/s 56.

2(22)(e) % From 1/4/2018 — Exempt to Shareholders [Because
company pay DDT u/s 115-0 @ 30%].

Tax on Dividends received from Domestic Companies [Sec 115BBDA]

Eligible Any Resident Person OTHER THAN

Assessee (a) Domestic Company (b) NPO institutions or trust etc.

Applicability If Total Dividend Received from ALL Domestic companies in PY
> Rs. 10 lacs.

Taxable Dividend in excess of Rs. 10 Lacs.

Dividend Dividend includes Dividend referred u/s 2(22)(a)-(d); But does

not Include Dividend u/s 2(22)(e).
Rate of Tax 10% (+ SC + HEC).

Deduction No Deduction is allowed from Dividend Income.

Note: Dividend declared by Indian company outside India - Deemed to accrue/arise in India.
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Deemed Dividend [Sec 2(22)] - To the Extent of Accumulated Profit only

Meaning of Accumulated profits [Read Once]

Following Payments shall not be treated as Deemed Dividend:
(a) Payment on Buy-back of shares; (b) Distribution of shares in the scheme of Demerger.

(c) Trade Advances in the nature of commercial transactions — Not a Deemed Dividend.

1. It includes all profits upto the date of Distribution/Liquidation (if
company is in liquidation).

2. Accumulated profit includes capital profits (Bonus shares issued)
only for clause [a-d] & not for clause ‘e’. Thus Capitalized profit is not
considered for Section 2(22)(e).

3. It includes tax-free Income (Agricultural Income). However capital
receipts are included in accumulated profits only if they are taxable u/h
“Capital Gains” in the hands of recipient company.

4. Does not includes Provision for taxation/dividend, depreciation
reserves (provisions for outsiders)

5. If Government/ Government company has compulsorily acquired
the company — Accumulated profits do not include any profits of the
company prior to the 3 successive PYs immediately preceding the PY
of compulsory acquisition.

*6. In case of Amalgamated company — Accumulated Profits of
amalgamating company on the date of amalgamation shall be included
in accumulated profits of amalgamated company.

Casual Incomes (Winning from Lottery etc.) [Sec 56(2)(ib)]

Interest received on Securities [Sec 56 (2)(id)]

= Taxable @ 30% + SC (if any) + 4% HEC on tax u/s 115BB. = Securities held as Investment— IFOS; m Securities held as SIT — PGBP.

= No deduction for any Expenditure [Not even expenses for buying lottery ticket].
= Chapter VI-A Deduction - NOT ALLOWED against casual Income.
= Adjustment of unexhausted BEL - NOT ALLOWED against casual Income.

GROSSING UP of Winning from Lottery/Interest on securities:
= If Net Amount is given, it shall be grossed up. Tax will be levied onGross Income.

Exempt Interest u/s 10(15) - [IMP]

1. Interest on Post Office Savings Bank A/c
= Upto Rs. 3,500 — Individual A/c.
= Upto Rs. 7,000 — Joint A/c.

Net Amount 2. Interest on bonds of IRFCL, NHAI, RECL, PFCL.

= Gross Amount = [Note: If Gross Amount is given, No grossing again]|

[1 — Tax Rate]% 3. Interest on Gold Deposit Bonds issued u/s Gold Monetization Scheme, 2015.

4. Interest from “Tax-Free Pooled Finance Development Bonds”
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Taxation of GIFT: Receipt of Money/Property for Inadequate Consideration/Without Consideration by ANY PERSON [Sec 56(2)(x)]

Nature of Gift Taxability in the hands of Recipient

Money/Cheque (All Transactions) If Total Amount of Money received from one or more person during PY > 50,000 — Whole Amount of Money received is Taxable.

Receipt of Movable Property (Limit for All Transactions)

(a) Free (Without Consideration) If Aggregate FMV of all Movable properties received > 50,000 - Whole amount of FMV of Movable Properties received is Taxable.

(b) Concessional (Inadequate) If Aggregate Discount on all Movable properties received > 50,000 — Aggregate Discount received is Taxable.

3 | Receipt of Inmovable Property (Limit for Single Transaction) [All the immovable Properties shall be Checked Individually]
Free (Without Consideration) If SDV > Rs. 50,000 — Whole SDV is taxable.

Concessional (Inadequate) If Discount > Higher of (i) Rs. 50,000 or (ii) 5% of Consideration — Discount is taxable.

Applicability of Section 56(2)(x): Only if Gift (Property) received is a Capital asset for recipient. It would not apply if property received is Personal Effect/SIT/RM/CS of recipient.

Following Gifts are NOT TAXABLE irrespective of their Amount: While calculating the above limit of Rs 50,000, following amount shall not be considered.

Gifts from Relatives | Gift received on Marriage | Gift received in Contemplation of Death of the payee/donor ‘ Gift received under Will/Inheritance | From Local Authority

From Registered Charitable trust ref. u/s 10(23C) | Gift received by a trust from Individual. (Trust must be created for benefit of relative of individual)

RELATIVES = In case of Individual { [For HUF — Relative = Any Member of HUF]
Spouse/Brother/sister of the Individual Brother/sister of Spouse of the Individual Brother/sister of either of the Parents of the Individual
Lineal Ascendant/Descendant of the Individual. Lineal Ascendant/Descendant of Spouse of the Individual | Spouse of any of the persons referred earlier
Interest received on Compensation for Compulsory Acquisition of Land & Building [Sec 56 (viii Permissible Deductions u/h IFOS [Sec 57]
@ Taxable in PY of Receipt (irrespective of the PY for which it is paid). 1. Commission & Remuneration paid to realise Dividend & Interest.
@ 50% of Receipt— Deductible u/s 57. Thus Only 50% of amount received is taxable in PY of Receipt. 2. Family Pension — Lower of (a) 15,000 or (b) 1/3 of FP Received.

3. Employee Contribution if remitted before DD by Employer.

4. Income from letting of P&M/furniture on hire:
Issue of Shares @ PREMIUM by Closely Held Company to Resident [Sec 56(2)(viib)] (a) Amount paid for current repairs to P&M/furniture.

Advance Forfeited on/after 1.4.2014 on Transfer of Capital Asset —» Taxable u/h IFOS u/s 56(2)(ix).

< Taxable Amount: (in the hands of closely held company) = Issue Price of Share - FMV of share. (b) Insurance premium paid for P&M/furniture.

(c) Normal depreciation allowance for P&M /furniture.

INADMISSIBLE DEDUCTIONS FROM IFOS [Section 58]
1. Personal Expenses; 2. Excessive Payment to Relative; 3. Cash Payment > Rs. 10,000 [Same as 40A(3)]; 4. Disallowance studied in PGBP for “TDS Default” will also apply in IFOS.
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