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1 Basic Concepts

CHAPTER - 1

Basics Concepts

1. INTRODUCTION

1.1 What is the meaning of tax?
Let us begin by understanding the meaning of tax.
Article 366(28) of the Constitution of India defines the term “Taxation” as follows -

“Taxation includes the imposition of any tax or impost, whether general or local or special, and tax shall be
construed accordingly.”

Taxes are considered to be the “cost of living in a society”. Taxes are levied by the Governments to meet
the common welfare expenditure of the society. There are two types of taxes - direct taxes and indirect taxes.

. Direct Taxes: If tax is levied directly on the income or wealth of a person, then, it is a direct tax. The
person who pays the tax to the Government cannot recover it from somebody else i.e. the burden of a
direct tax cannot be shifted. E.g., Income tax.

o Indirect Taxes: If tax is levied on the price of a good or service, then, it is an indirect tax e.g. Goods and
Services Tax (GST) or Custom Duty. In the case of indirect taxes, the person paying the tax passes on the
incidence to another person.

TYPE OF TAXES
DIRECT TAXES INDIRECT TAXES
TAX ON UNDISCLOSED
GOODS AND
INCOME TAX ][ FOREIGI‘:\&E%ME AND SERVICES TAX (GST) CUSTOMS DUTY

1.2 Why are taxes levied?

The reason for levy of taxes is that they constitute the basic source of revenue to the Government.
Revenue so raised is utilized for meeting the expenses of Government like defence, provision of education,
health-care, infrastructure facilities like roads, dams etc.

1.3 Power to levy taxes

The Constitution of India, in Article 265 lays down that “No tax shall be levied or collected except by
authority of law.” Accordingly for levy of any tax, a law needs to be framed by the government.
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Constitution of India gives the power to levy and collect taxes, whether direct or indirect, to the Central
and the State Government. The Parliament and State Legislatures are empowered to make laws on the matters
enumerated in the Seventh Schedule by virtue of Article 246 of the Constitution of India.

Seventh Schedule to Article 246 contains three lists which enumerate the matters under which the
Parliament and the State Legislatures have the authority to make laws for the purpose of levy of taxes.

The following are the lists:
(i)  Union List: Parliament has the exclusive power to make laws on the matters contained in Union List.

(ii) State List: The Legislatures of any State has the exclusive power to make laws on the matters contained in
the State List.

(iii) Concurrent List: Both Parliament and State Legislatures have the power to make laws on the matters
contained in the Concurrent list.

Income-tax is the most significant direct tax. Entry 82 of the Union List i.e, List | in the Seventh
Schedule to Article 246 of the Constitution of India has given the power to the Parliament to make
laws on taxes on income other than agricultural income.

1.4 Overview of Income-tax law in India
In this material, we would be introducing the students to the Income-tax law in India.

The income-tax law in India consists of the following components -

INCOME TAX
ACT

LEGAL
DECISIONS OF
COURTS

ANNUAL
FINANCE ACT

COMPONENTS
OF INCOME
TAX LAW

CIRCULARS/
NOTIFICATIONS

INCOME TAX
RULES

The various instruments of law containing the law relating to income-tax are explained below.
Income-tax Act, 1961

The levy of income-tax in India is governed by the Income-tax Act, 1961. In this book, we shall briefly refer
to this as the Act.
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. [t extends to the whole of India.
° It came into force on 1st April, 1962.
. [t contains sections 1 to 298 and schedules I to XIV.
. A section may have sub-sections or clauses and sub-clauses.

»  When each part of the section is independent of each other and one is not related with other,
such parts are called a “Clause”. “Sub section”, on the other hand refers to such parts of a
section where each part is related with other and all sub sections taken together completes the

concept propounded in that section.
»  Example

o The clauses of section 2 define the meaning of terms used in the Income-tax Act, 1961.
Clause (1A) defines “agricultural income”, clause (1B) defines “amalgamation” and so on.
Each one of them is independent of other clause of the same section.

o Likewise, the clauses of section 10 contain the exemptions in respect of certain income,
like clause (1) provides for exemption of agricultural income and clause (2) provides for
exemption of share income of a member of a Hindu Undivided Family and so on.

o Section 5 defining the scope of total income has two subsections (1) and (2). Sub-section
(1) defines the scope of total income of a resident and sub-section (2) defines the scope
of total income of a non-resident. Each sub section is related with the other in the sense
that only when one reads them all, one gets the complete idea related with scope of total
income.

. A section may also have Provisos and Explanations.

»  The Proviso(s) to a section/sub-section/clause spells out the exception(s)/ condition(s) to the
provision contained in the respective section/ sub-section/ clause, i.e., the proviso spells out
the cases where the provision contained in the respective section/ sub-section/ clause would
not apply or where the provision would apply with certain modification.

»  The Explanation to a section/ sub-section/ clause gives a clarification relating to the provision
contained in the respective section/ sub-section/ clause.

»  Example

o Sections 80GGB and 80GGC provides for deduction from gross total income in respect of
contributions made by companies and other persons, respectively, to political parties or
an electoral trust.

o The proviso to sections 80GGB and 80GGC provide that no deduction shall be allowed
under those sections in respect of any sum contributed by cash to political parties or an
electoral trust. Thus, the provisos to these sections spell out the circumstance when
deduction would not be available thereunder in respect of contributions made.

o The Explanation below section 80GGC provides that for the purposes of sections 80GGB
and 80GGC, “political party” means a political party registered under section 29A of the
Representation of the People Act, 1951. Thus, the Explanation clarifies that the political
party has to be a registered political party.

o The Income-tax Act, 1961 undergoes change every year with additions and substitutions brought in by the
Annual Finance Act passed by Parliament. Sometimes, the Income-tax Act, 1961 is also amended through
other legislations like Taxation Laws (Amendment) Act.
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The Finance Act

Every year, the Finance Minister of the Government of India introduces the Finance Bill in the Parliament’s
Budget Session. When the Finance Bill is passed by both the houses of the Parliament and gets the assent of the
President, it becomes the Finance Act. Amendments are made every year to the Income-tax Act, 1961 and other
tax laws by the Finance Act.

The First Schedule to the Finance Act contains four parts which specify the rates of tax -

o Part I of the First Schedule to the Finance Act specifies the rates of tax applicable for the current
Assessment Year. Accordingly, Part I of the First Schedule to the Finance Act, 2023 specifies the rates of
tax for A.Y. 2023-24.

° Part II specifies the rates at which tax is deductible at source for the current Financial Year. Accordingly,
Part II of the First Schedule to the Finance Act, 2023 specifies the rates at which tax is deductible at source
for F.Y. 2023-24

o Part III gives the rates for calculating income-tax for deducting tax from income chargeable under the
head “Salaries” and computation of advance tax for F.Y. 2023-24 where the assessee exercises the option
to shift out of the default tax regime provided under section 115BAC(1A).

o Part IV gives the rules for computing net agricultural income.

Income-tax Rules, 1962

The administration of direct taxes is looked after by the Central Board of Direct Taxes (CBDT).
o The CBDT is empowered to make rules for carrying out the purposes of the Act.

o For the proper administration of the Income-tax Act, 1961, the CBDT frames rules from time to time.
These rules are collectively called Income-tax Rules, 1962.

o Rules also have sub-rules, provisos and Explanations. The proviso to a Rule/ Sub-rule spells out the
exception to the limits, conditions, guidelines, basis of valuation, as the case may be, spelt out in the Rule/
Sub-rule. The Explanation gives clarification for the purposes of the Rule.

o It is important to keep in mind that along with the Income-tax Act, 1961, these rules should also be
studied.

Circulars and Notifications
Circulars

o Circulars are issued by the CBDT from time to time to deal with certain specific problems and to clarify
doubts regarding the scope and meaning of certain provisions of the Act.

o Circulars are issued for the guidance of the officers and/or assessees.

. The department is bound by the circulars. While such circulars are not binding on the assessees, they can
take advantage of beneficial circulars.

Notifications

Notifications are issued by the Central Government to give effect to the provisions of the Act. The CBDT is
also empowered to make and amend rules for the purposes of the Act by issue of notifications which are binding
on both department and assessees.

Legal decisions of Courts
Case Laws refer to decision given by courts. The study of case laws is an important and unavoidable part

of the study of Income-tax law. It is not possible for Parliament to conceive and provide for all possible issues
that may arise in the implementation of any Act. Hence the judiciary will hear the disputes between the

assessees and the department and give decisions on various issues.
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The Supreme Court is the Apex Court of the Country and the law laid down by the Supreme Court is the
law of the land. The decisions given by various High Courts will apply in the respective states in which such High
Courts have jurisdiction.

Note - Case laws are dealt with at the Final level.

2. CHARGE OF INCOME TAX

Section 4 of the Income-tax Act, 1961 is the charging section which provides that:

(i) Taxshall be charged at the rates prescribed for the year by the Annual Finance Act or the Income-tax Act,
1961 or both.

(ii) The charge is on every person specified under section 2(31);

(iii) Tax is chargeable on the total income earned during the previous year and not the assessment year.
(There are certain exceptions provided by sections 172, 174, 174A, 175 and 176);

(iv) Tax shall be levied in accordance with and subject to the various provisions contained in the Act.

This section is the back bone of the law of income-tax in so far as it serves as the most operative provision
of the Act. The tax liability of a person springs from this section.

A person includes an individual, Hindu Undivided Family (HUF), Association of Persons (AOP), Body of
Individuals (BOI), a firm, a company etc.
(1) Total Income and Tax Payable

Income-tax is levied on an assessee’s total income. Such total income has to be computed as per the
provisions contained in the Income-tax Act, 1961.

Let us go step by step to understand the procedure for computation of total income of an individual for the
purpose of levy of income-tax -

Step 1 - Determination of residential status

The residential status of a person has to be determined to ascertain which income is to be included in
computing the total income. The residential status as per the Income-tax Act, 1961 can be classified as

under -
RESIDENTIAL STATUS UNDER THE
INCOME TAX ACT, 1961
|
RESIDENT DEEMED NON-
I " RESIDENT | |_RESIDENT
RESIDENT AND RESIDENT BUT NOT |
ORDINARILY RESIDENT ORDIMNARILY RESIDENT

In the case of an individual, the duration for which he is present in India in the relevant previous year
or relevant previous year and the earlier previous years determines his residential status. Based on
the days spent by him in India, he may be

(a) resident and ordinarily resident,
(b) resident but not ordinarily resident, or

(c) non-resident.
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Step 2 -

The residential status of a person determines the taxability of the income. For e.g., income earned and
received outside India will not be taxable in the hands of a nonresident but will be taxable in case of a
resident and ordinarily resident.

There is also a concept of deemed resident for which presence of individual in India is not required. A
deemed resident is always a resident but not ordinarily resident in India. Determination of residential
status has been discussed in Chapter 2.

Classification of income under different heads

A person may earn income from different sources. For example, a salaried person earns income by
way of salary. He also gets interest from bank savings account/ fixed deposit. Apart from this, if he has
invested in shares, he would be getting dividend and when he sells these shares, he may earn profit on
such sale. If he owns a residential property which he has let out, he would earn rental income.

Under the Income-tax Act, 1961, for computation of total income, all income of a tax payer are
classified into five different heads of income. These are shown below -

HEADS OF INCOME
| 1 | | |
SALARIES INCOME PROFITS AND CAPITAL | | INCOME FROM
FROM GAINS OF GAINS OTHER
HOUSE BUSINESS OR SOURCES
PROPERTY PROFESSION

There is a charging section under each head of income which defines the scope of income chargeable
under that head. These heads of income exhaust all possible types of income that can accrue to or be
received by the tax payer. Accordingly, income earned is classified as follows:

1.  Salary, pension etc. earned is taxable under the head “Salaries”.
2. Rental income is taxable under the head “Income from house property”.

3. Income derived from carrying on any business or profession is taxable under the head “Profits
and gains of business or profession”.

4.  Profit from sale of a capital asset (like land, building and shares) is taxable under the head
“Capital Gains”.

5.  The fifth head of income is the residuary head. Income which is chargeable to tax under the
Income-tax Act, 1961 but not taxable under the first four heads will be taxed under the head
“Income from other sources”.

The tax payer has to classify the income earned under the relevant head of income.

Step 3 - Computation of income under each head

Income is to be computed in accordance with the provisions governing a particular head of income.

Exemptions: There are certain incomes which are wholly exempt from income-tax e.g., agricultural
income. These incomes have to be excluded and will not form part of total income.

Also, some incomes are partially exempt from income-tax e.g.,, Commuted pension. These incomes are
excluded only to the extent of the limits specified in the Act. The balance income over and above the
prescribed exemption limits would enter computation of total income and have to be classified under
the relevant head of income.

Deductions: There are deductions and allowances prescribed under each head of income. For
example, while calculating income from house property for let out property, municipal taxes and
interest on loan are allowed as deduction. Similarly, deductions and allowances are prescribed under
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other heads of income. These deductions etc. have to be considered before arriving at the net income
chargeable under each head.

These exemptions and deductions would be available to the individual depending upon the regime in
which he pays tax. Tax regime under section 115BAC is the default tax regime which provides for
concessional rates of tax to individuals/HUFs/AoPs/Bols/Artificial juridical persons. However,
certain exemptions and deductions are not allowed under the default tax regime. Such assessees have
an option to opt out of the said regime and pay tax under normal provisions of the Act. These tax
regimes i.e., the default tax regime under section 115BAC and optional tax regime under the normal
provisions of the Act are discussed in detail later on in this Chapter.

For detailed discussion on exemptions and deductions under each head, refer to Chapter 3: Heads of
Income.

Disallowance of expenditure in relation to exempt income [Section 14A]

. As per section 14A, notwithstanding anything to the contrary, expenditure incurred in relation
to any exempt income is not allowed as a deduction while computing income under any of the
five heads of income.

. The Assessing Officer is empowered to determine the amount of expenditure incurred in
relation to such income which does not form part of total income in accordance with such
method as may be prescribed.

. The method for determining expenditure in relation to exempt income for the purpose of
disallowance of such expenditure under section 14A is prescribed by the CBDT.

. The provisions of section 14A regarding disallowance of expenses would apply even in a case
where exempt income has not accrued or arisen or has not been received during the previous
year relevant to an assessment year and the expenditure has been incurred during the said
previous year in relation to such exempt income.

Step 4 - Clubbing of income of spouse, minor child etc.

In case of individuals, income-tax is levied on a slab system on the total income. The tax system is
progressive i.e., as the income increases, the applicable rate of tax increases. Some taxpayers in the
higher income bracket have a tendency to divert some portion of their income to their spouse, minor
child etc. to minimize their tax burden.

In order to prevent such tax avoidance, clubbing provisions have been incorporated in the Act, under
which income arising to certain persons (like spouse, minor child etc.) have to be included in the
income of the person who has diverted his income for the purpose of computing tax liability. For
detailed discussion, refer to Chapter 4: Income of other persons included in assessee’s total income.

Step 5 - Set-off or carry forward and set-off of losses

An assessee may have different sources of income under the same head of income. He may have profit
from one source and loss from the other. For instance, an assessee may have profit from his textile
business and loss from his printing business. This loss can be set-off against the profits of textile
business to arrive at the net income chargeable under the head “Profits and gains of business or
profession”.

Similarly, an assessee can have loss under one head of income, say, profits and gains of business or
profession and profits under another heads of income, say, income from house property. There are
provisions in the Income-tax Act, 1961 for allowing inter-head adjustment in certain cases.
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Step 6 -

Step 7 -

However, there are also restrictions in certain cases, like business loss is not allowed to be set-off
against salary income. Default tax regime under section 115BAC puts further more restrictions like
loss from house property cannot be set off from income under any other head. Further, losses which
cannot be set-off in the current year due to inadequacy of eligible profits can be carried forward for
set-off in the subsequent years as per the provisions contained in the Act. Generally, brought forward
losses under a particular head cannot be set-off against income under another head i.e., brought
forward business loss cannot be set-off against income from house property of the current year. For
detailed discussion, refer to Chapter 5: Aggregation of income, set-off and carry forward of losses.

Computation of Gross Total Income

The final figures of income or loss under each head of income, after allowing the eligible deductions,
allowances and other adjustments, are then aggregated, after giving effect to the provisions for
clubbing of income and set-off and carry forward of losses, to arrive at the gross total income.

Deductions from Gross Total Income

There are deductions prescribed from Gross Total Income. Two types of deductions are allowable
from Gross Total Income - Deductions under Chapter VIA and deduction under section 10AA. These
deductions would be allowable to the assessee who opts out of the default tax regime and pays tax
under the optional tax regime as per normal provisions of the Act, subject to fulfillment of requisite
conditions stipulated thereunder.

DEDUCTIONS FROM GROSS TOTAL INCOME

{in case of an assessee opting out of the default tax regime)

] |
DEDUCTION UNDER
DECUCTIONS UNDER CHAPTER-VIA SECTION 10AA
|
| | | | | | 1 |
DEDUCTIONS IN DEDUCTIONS IN IEES;EEE'E. OTHER
RESPECT OF CERTAIN RESPECT OF i i B DEDUCTIONS
PAYMENTS CERTAIM INMCOMES 1
I e Example
P
Examples I
o Examples e Deduction
1. Life Insurance Premium Employment of new 1. Intereston in case of a
- person with
paid employees deposits in disability
2. Contribution to > Royalty incame etr. of saning
Provident Fund/ suthors of cartain Focournt
Penzion Fund hmaks crher than tevt 2, Interest on
3. Medical insurance hoaks deposits in
premium paid 3 Royalty on patents case of semior
4. Paymentof interest on citizens
loan taken for higher
education

Payment of interest on

i

lzan taken for residential
hiowise

6. Payment of interest on
loan taken for purchasze
of glectric vehicle

7. Rent paid

8. Donation to ceriain
funds. charitable
instiwutions, etc.

9. Contributions to politcal
partias
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However, under the default tax regime under section 115BAC, only select deductions are permissible.
For detailed discussion, refer to Chapter 6: Deductions from Gross Total Income.
Step 8 - Computation of Total income

The income arrived at, after claiming the above deductions from the Gross Total Income is known as
the Total Income. It should be rounded off to the nearest multiple of X 10 as per section 288A. The
process of computation of total income is shown hereunder -

COMPUTATION OF TOTAL INCOME
4

Determine the residential status

!

Classify income under five

heads
l l ¥ ¥ ¥
Salaries Income from Profits and gains Capital Income from
- house pr?_pertg,.- from business or gains other saources
Tr— ““\ profession —— .

_—\—\_\____\_-h:'_"\-\.\__\_x%‘\ ___.-F';:-__ _______
e e

Compute income under each head applying the charging & deeming
provisions and providing for permissible deductions/exemptions thereunder

b

Apply clubbing provisions

¥

Set-off/carry forward and
er the provisions of the Act/default tax regime

set-off of losses as

Compute Gross Total Income (GTI)

¥

L ess: Deductions fram GTI
¥
Total Income (T1)

Step 9 - Application of the rates of tax on the total income
Rates prescribed under section 115BAC of the Income-tax Act for default tax regime

Section 115BAC of the Income-tax Act, 1961 provides for concessional rates of tax to
individuals/HUF/AoPs/Bols and artificial juridical persons. Under this regime certain
exemptions/deductions are, however, not available like Leave Travel Concession, interest on housing
loan on self-occupied property, deductions under Chapter VI-A [other than section 80CCD(2),
80CCH(2) or section 80JJAA] etc. The rates given under section 115BAC are the default tax rates
unless the assessee exercises an option to shift out of the said regime. The basic exemption limit
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under section 115BAC is X 3,00,000. This means that no tax is payable by an assessee with total
income of upto X 3,00,000. The tax rates under section 115BAC is as follows -

S. No. Total Income Rate of tax
1. | UptoX3,00,000 Nil
2. | From< 3,00,000 to X 6,00,000 5%
3. | From<6,00,000 to X 9,00,000 10%
4. | From<¥9,00,000toX 12,00,000 15%
5. | From<12,00,000 to X 15,00,000 20%
6. | AboveX 15,00,000 30%

Rates prescribed by the Annual Finance Act under the optional tax regime

Individuals/HUF /AoPs/Bols and artificial juridical persons, who exercise the option to opt out of the
default tax regime under section 115BAC, have to pay tax as per normal provisions of the Act. Under
the normal provisions of the Act, the rates of tax are prescribed by the Annual Finance Act of the year.

For individuals, HUF etc., the basic exemption limit is ¥ 2,50,000. This means that, as per the normal
provisions of the Act, no tax is payable by individuals with total income of upto ¥ 2,50,000. Those
individuals whose total income is more than X 2,50,000 but less than X 5,00,000 have to pay tax on
their total income in excess of X 2,50,000@5%. Total income between X 5,00,000 and X 10,00,000
attracts tax @20%. The highest rate is 30%, which is attracted in respect of income in excess of
%10,00,000. The tax rates have to be applied on the total income to arrive at the income-tax liability.

However, resident individuals enjoy rebate under section 87A in both the tax regimes which are
discussed later on in this chapter.

For certain income (like Long Term Capital Gains, Lottery Income, Specified Short Term Capital Gains
etc.), slab rates are not applicable under both the tax regimes. These incomes are taxable at special
rates of taxation under both the tax regimes. These special rates are contained in the Income-tax Act,
1961 itself.

Step 10 - Surcharge / Rebate under section 87A

Surcharge: Surcharge is an additional tax payable over and above the income-tax. Surcharge is levied
as a percentage of income-tax, where total income exceeds X 50 lakhs. The rates of surcharge
applicable for different slabs of total income are discussed later on in this chapter.

Rebate under section 87A: In order to provide tax relief to the individual tax payers, section 87A
provides a rebate from the tax payable by an assessee, being an individual resident in India, whose
total income does not exceed X 7,00,000 under the default tax regime under section 115BAC or
%5,00,000 under the normal provisions of the Act if he opts out of the default tax regime. Under the
default tax regime, an individual whose total income exceeds X 7 lakhs marginally is also entitled to a
rebate of the difference between tax on total income and the amount by which the total income
exceeds X 7 lakhs, when the former is greater than the latter.

Step 11 - Health and education cess on income-tax

The income-tax, as increased by the surcharge or as reduced by the rebate under section 874, if
applicable, is to be further increased by an additional surcharge called health and education cess on
income-tax @4% of income-tax plus surcharge, if applicable.
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Step 12 - Alternate Minimum Tax (AMT)

The Income-tax Act, 1961 contains certain profit-linked and investment linked deductions under
normal provisions of the Act to promote investment in various sectors. These tax benefits help to
reduce the tax liability of the taxpayers who exercise the option to opt out of the default tax regime
under section 115BAC and become eligible to claim such deductions. In order to preserve the tax base
vis-avis profit linked and investment linked deductions, the Income-tax Act, 1961 provides for levy of
alternate minimum tax. Section 115]C provides for minimum tax to be paid by the taxpayers on their
total income without providing profit linked and investment linked deductions. However, the
taxpayer can claim the tax credit of the excess tax paid over the regular income-tax payable.

Individuals/HUF/AoPs/Bols and artificial juridical persons paying tax under default tax regime under
section 115BAC, are not liable to alternate minimum tax under section 115]C.

For detailed discussion, refer to Chapter 9: Income-tax liability - Computation and Optimisation.

Step 13 - Examine whether to pay tax under the default tax regime under section 115BAC or pay tax under the
optional tax regime as per the regular provisions of the Act

Total income and tax liability of individuals/HUF/AoPs/Bols and artificial juridical persons may be
computed in accordance with both the default tax regime under section 115BAC and as per the
regular provisions of the Act including provisions relating to AMT, if applicable. Then, such persons
can determine which is more beneficial and accordingly decide whether or not to opt out of the
default tax regime under section 115BAC.

Individuals/HUF /AoPs/Bols not having income from business or profession can choose whether or
not to exercise the option of shifting out of the default tax regime in each previous year. They may
choose to pay tax under default tax regime under section 115BAC in one year and exercise the option
to shift out of default tax regime in another year.

Step 14 - Advance tax and tax deducted/ collected at source

Although the tax liability of an assessee is determined only at the end of the year, tax is required to be
paid in advance in four installments on the basis of estimated income i.e., on or before 15% June,
15t September, 15t December and 15t March. However, residents declaring profits under
presumptive taxation scheme (where business income is computed as a percentage of gross
receipts/turnover) can pay advance tax in one installment on or before 15% March instead of four
installments. In certain cases, tax is required to be deducted at source from the income by the payer at
the rates prescribed in the Income-tax Act, 1961 or the Annual Finance Act. Such deduction should be
made either at the time of accrual or at the time of payment, as prescribed by the Act.

Example: In the case of salary income, the obligation of the employer to deduct tax at source arises
only at the time of payment of salary to the employees. However, in respect of other payments like,
fees for professional services, fees for technical services, interest payable to residents, the person
responsible for paying is liable to deduct tax at source at the time of credit of such income to the
account of the payee or at the time of payment, whichever is earlier. Such tax deducted at source has
to be remitted to the credit of the Central Government through any branch of the RBI, SBI or any
authorized bank within the statutory due dates.

For detailed discussion, refer to Chapter 7: Advance tax, tax deduction at source and tax collection at
source.

Step 15: Tax Payable/Tax Refundable
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After adjusting the advance tax and tax deducted/ collected at source, the assessee would arrive at the
amount of net tax payable or refundable. Such amount should be rounded off to the nearest multiple
of ¥ 10 as per section 288B.

The assessee has to pay the amount of tax payable (called self-assessment tax) on or before the due
date of filing of the return. Similarly, if any refund is due, assessee will get the same after filing the
return of income.

(2) Return of Income

The Income-tax Act, 1961 contains provisions for filing of return of income. Return of income is the format
in which the assessee furnishes information as to his total income and tax payable. The format for filing of
returns by different assessees is notified by the CBDT. The particulars of income earned under different heads,
gross total income, deductions from gross total income, total income and tax payable by the assessee are
required to be furnished in the return of income. In short, a return of income is the declaration of income by the
assessee in the prescribed format.

The Act has prescribed due dates for filing return of income in case of different assessees. Companies and
firms have to mandatorily file their return of income before the due date. Other assessees are required to file a

return of income subject to fulfilling of certain conditions.

3. IMPORTANT DEFINITIONS

In order to understand the provisions of the Act, one must have a thorough knowledge of the meanings of
certain key terms like ‘person’, ‘assessee’, ‘income’, etc. To understand the meanings of these terms we have to
first check whether they are defined in the Act.

Terms defined in the Act: Section 2 gives definitions of the various terms and expressions used therein.
If a particular definition is given in the Act itself, we have to be guided by that definition. For e.g. the term
‘perquisite’ has been defined under section 17(2) for the purpose of taxation of salaries.

Terms not defined under the Act: If a particular definition is not given in the Act, reference can be made
to the General Clauses Act or dictionaries.

Students should note this point carefully because certain terms like “dividend”, “transfer”, etc. have been
given a wider meaning in the Income-tax Act, 1961 than they are commonly understood. Some of the important
terms defined under section 2 are given below:

3.1 Assessee [Section 2(7)]

“Assessee” means a person by whom any tax or any other sum of money is payable under this Act. In
addition, it includes -

o Every person in respect of whom any proceeding under this Act has been taken for the assessment of
. his income; or
. the income of any other person in respect of which he is assessable; or
" the loss sustained by him or by such other person; or
. the amount of refund due to him or to such other person.
. Every person who is deemed to be an assessee under any provision of this Act;
o Every person who is deemed to be an assessee-in-default under any provision of this Act.
o Every assessee is a ‘person’, but every ‘person’ need not be an assessee.
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3.2 Assessment [Section 2(8)]

This is the procedure by which the income of an assessee is determined. It may be by way of a normal
assessment or by way of reassessment of an income previously assessed. Assessment Procedure will be dealt
with in detail at the Final level.

3.3 Person [Section 2(31)]

The definition of ‘assessee’ leads us to the definition of ‘person’ as the former is closely connected with the
latter. The term ‘person’ is important from another point of view also viz., the charge of income-tax is on every
‘person’.

Individual

Artificial
Jjuridical
pErson

Authority ’ ‘

ADP/BO| .

We may briefly consider some of the above seven categories of persons each of which constitute a

separate unit of assessment or a separate tax entity.

(i) Individual
The term ‘individual’ means only a natural person, i.e., a human being.
. [t includes both males and females.
o It also includes a minor or a person of unsound mind. But the assessment in such a case may be madel on

the guardian or manager of the minor or lunatic who is entitled to receive his income. In the case of
deceased person, assessment would be made on the legal representative.

(i) HUF
Under the Income-tax Act, 1961, a Hindu undivided family (HUF) is treated as a separate entity for the

purpose of assessment. It is included in the definition of the term “person” under section 2(31). The levy of
income-tax is on “every person”. Therefore, income-tax is payable by a HUF.

“Hindu undivided family” has not been defined under the Income-tax Act. The expression is, however,
defined under the Hindu Law as a family, which consists of all males lineally descended from a common
ancestor and includes their wives and daughters.

Some members of the HUF are called co-parceners. They are related to each other and to the head of the
family. HUF may contain many members, but members within four degrees including the head of the family
(Karta) are called co-parceners. A Hindu Coparcenary includes those persons who acquire an interest in joint
family property by birth. Earlier, only male descendants were considered as coparceners. With effect from 6th
September, 2005, daughters have also been accorded coparcenary status. It may be noted that only the
coparceners have a right to partition.

By CA VIVEK GABA Page | 1 - 13



Basic Concepts 1

A daughter of coparcener by birth shall become a coparcener in her own right in the same manner as the
son. Being a coparcener, she can claim partition of assets of the family. The rights of a daughter in coparcenary
property are equal to that of a son. However, other female members of the family, for example, wife or
daughterin- law of a coparcener are not eligible for such coparcenary rights.

The relation of a HUF does not arise from a contract but arises from status. There need not be more than
one male member or one female coparcener w.e.f. 6th September, 2005 to form a HUF. The Income-tax Act,
1961 also does not indicate that a HUF as an assessable entity must consist of at least two male members or two
coparceners.

Under the Income-tax Act, 1961, Jain undivided families and Sikh undivided families would also be
assessed as a HUF.

Schools of Hindu Law

I |
Dayabaga school Mitakshara school
| 1

Rest of India except West

West Bengal and Assam Bengal and Aszam

The basic difference between the two schools of Hindu law with regard to succession is as follows:

Dayabaga school of Hindu law Mitakshara school of Hindu law

Prevalent in West Bengal and Assam Prevalent in rest of India

Nobody acquires the right, share in the property by | One acquires the right to the family property by his
birth as long as the head of family is living. birth and not by succession irrespective of the fact

Thus, the children do not acquire any right, share in | that his elders are living.

the family property, as long as his father is alive and | Thus, every child born in the family acquires a
only on death of the father, the children will acquire | right/share in the family property.
right/share in the property.

Hence, the father and his brothers would be the

coparceners of the HUF

(iii) Company [Section 2(17)]
For all purposes of the Act, the term ‘Company’, has a much wider connotation than that under the
Companies Act. Under the Act, the expression ‘Company’ means:
(1) any Indian company as defined in section 2(26); or
(2) any body corporate incorporated by or under the laws of a country outside India, i.e.,, any foreign
company; or

(3) any institution, association or body which is assessable or was assessed as a company for any assessment
year under the Indian Income-tax Act, 1922 or for any assessment year commencing on or before 1.4.1970
under the present Act; or

(4) any institution, association or body, whether incorporated or not and whether Indian or non-Indian,
which is declared by a general or special order of the CBDT to be a company for such assessment years as
may be specified in the CBDT’s order.
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Classes of Companies

(1) Domestic company [Section 2(22A)] - It means an Indian company or any other company which, in
respect of its income liable to income-tax, has made the prescribed arrangements for the declaration and
payment of dividends (including dividends on preference shares) within India, payable out of such

income.

Indian company [Section 2(26)] - Two conditions should be satisfied so that a company can be regarded
as an Indian company -

(a) the company should have been formed and registered under the Companies Act, 19562 and

(b) the registered office or the principal office of the company should be in India.

The expression ‘Indian Company’ also includes the following provided their registered or principal office

is in India:

(i) a corporation established by or under a Central, State or Provincial Act (like Financial Corporation
or a State Road Transport Corporation);

(ii) an institution or association or body which is declared by the Board to be a company under section
2(17)(iv);

(iii) a company formed and registered under any law relating to companies which was or is in force in
any part of India [other than Jammu and Kashmir and Union territories mentioned in sub-clause (v)
below];

(iv) in the case of Jammu and Kashmir, a company formed and registered under any law for the time
being in force in Jammu and Kashmir;

(v) in the case of any of the Union territories of Dadra and Nagar Haveli, Daman and Diu, and
Pondicherry or State of Goa, a company formed and registered under any law for the time being in
force in that Union territory or State, respectively.

(2) Foreign company [Section 2(23A)] - Foreign company means a company which is not a domestic
company

| Classes of companies l

| Domestic company | | Foreign company |
|
1 |
Indian Company which has made & company which
company arrangement for declaring and is not 2 domestic
paying dividend within India company

out of the income chargeable
to tax in India.

(iv) Firm [Section 2(23)]

The terms ‘firm’, ‘partner’ and ‘partnership’ have the same meanings as assigned to them in the Indian
Partnership Act, 1932. In addition, the definitions also include the terms limited liability partnership and a
partner of limited liability partnership as they have been defined in the Limited Liability Partnership Act, 2008.

In an LLP, since liability of the partners is limited to their agreed contribution therein, it contains elements
of both a corporate structure as well as a partnership firm structure.

However, for income-tax purposes a minor admitted to the benefits of an existing partnership would also
be treated as partner.
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e under the

under the imi
Lirnited

Partnership L:::n'izty

Act, 1932 Partnership

Act, 2008

A partnership is the relation between persons who have agreed to share the profits of business
carried on by all or any of them acting for all. The persons who have entered into partnership with
one another are called individually ‘partners’ and collectively a ‘firm’.

(v) Association of Persons (AOP)

When persons combine together for promotion of joint enterprise they are assessable as an AOP, if they
do not in law constitute a partnership. In order to constitute an association, persons must join for a common
purpose or action and their object must be to produce income; it is not enough that the persons receive the
income jointly. Co-heirs, co-legatees or co-donees joining together for a common purpose or action would be
chargeable as an AOP. For e.g., Mr. Yash, AB & Co. (Firm) and X (P) Ltd. join together to carry on construction
activity otherwise than as a partnership firm, such an association will be recognized as an association of
persons.

(vi) Body of Individuals (BOI)

It denotes the status of persons like executors or trustees who merely receive the income jointly and who
may be assessable in like manner and to the same extent as the beneficiaries individually. Thus, co-executors or
co-trustees are assessable as a BOI as their title and interest are indivisible. Income-tax shall not be payable by
an assessee in respect of the receipt of share of income by him from BOI and on which the tax has already been

paid by such BOI. For e.g., mutual trade associations, members club, etc.

Section 2(31) further explains that an association of persons or a body of individuals shall be treated as a
person, whether or not it was formed with the object of deriving income, profits or gains. Accordingly, even if
such entities have been formed not for earning any income/ profit still they are “person” for the purpose of the

Act and are covered by the provisions of the Act.
Difference between AOP and BOI:

In case of a BOI, only individuals can be the members, whereas in case of AOP, any person can be its
member i.e. entities like company, firm etc. can be the member of AOP but not of BOL.

In case of an AOP, members voluntarily come together with a common will for a common intention or
purpose, whereas in case of BOI, such common will may or may not be present.

(vii) Local Authority

The term “Local Authority” means a municipal committee, district board, body of port commissioners or
other authority legally entitled to or entrusted by the Government with the control or management of a

municipal or local fund.

Note: A local authority is taxable in respect of that part of its income which arises from any business
carried on by it in so far as that income does not arise from the supply of a commodity or service
within its own jurisdictional area. However, income arising from the supply of water and electricity
even outside the local authority’s own jurisdictional area is exempt from tax.
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(viii) Artificial Juridical Persons

Artificial Juridical Persons are the entities which are not natural persons but are separate entities in the
eyes of law. This is a residual category could cover all artificial persons with a juristic personality not falling
under any other category of persons. Deities, Bar Council, Universities are some important examples of Artificial
Juridical Persons.

3.4 Income [Section 2(24)]

(1) Definition of Income

The definition of income as per the Income-tax Act, 1961 begins with the words “Income includes”.
Therefore, it is an inclusive definition and not an exhaustive one. Such a definition does not confine the scope of
income but leaves room for more inclusions within the ambit of the term.

Section 2(24) of the Act gives a statutory definition of income. The following items of receipts are
specifically included in the said definition:—
(1) Profits and gains;
(2) Dividends;
(3) Voluntary contributions received by a trust/institution created wholly or partly for charitable or religious

purposes or by certain research association or universities and other educational institutions or hospitals
and other medical institutions or an electoral trust;

(4) The value of any perquisite or profit in lieu of salary taxable under section 17(2)/(3);

(5) Any special allowance or benefit, other than the perquisite included above, specifically granted to the
assessee to meet expenses wholly, necessarily and exclusively for the performance of the duties of an
office or employment of profit;

(6) Any allowance granted to the assessee to meet his personal expenses at the place where the duties of his
office or employment of profit are ordinarily performed by him or at a place where he ordinarily resides
or to compensate him for the increased cost of living;

(7) The value of any benefit or perquisite whether convertible into money or not, obtained from a company
either by a director or by a person who has a substantial interest in the company or by a relative of the
director or such person and any sum paid by any such company in respect of any obligation which, but for
such payment, would have been payable by the director or other person aforesaid;

(8) The value of any benefit or perquisite, whether convertible into money or not, which is obtained by any
representative assessee3 or by any beneficiary and any amount paid by the representative assessee for
the benefit of the beneficiary which the beneficiary would have ordinarily been required to pay.

(9) Profits and gains of business or profession chargeable to tax under section 28(ii)/(iii)/(iiia)/(iiib) /
(iiic)/(v)/(va);

(10) Deemed profits chargeable to tax under section 41 or section 59;

(11) The value of any benefit or perquisite taxable under section 28(iv);

(12) Any capital gains chargeable under section 45;

(13) Any winnings from lotteries, crossword puzzles, races including horse races, card games and other games
of any sort or from gambling, or betting of any form or nature whatsoever. For this purpose,

(i) “Lottery” includes winnings from prizes awarded to any person by draw of lots or by chance or in
any other manner whatsoever, under any scheme or arrangement by whatever name called;

(ii) “Card game and other game of any sort” includes any game show, an entertainment programme on
television or electronic mode, in which people compete to win prizes or any other similar game;
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(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(2)

Any sum received by the assessee from his employees as contributions to any provident fund (PF) or
superannuation fund or Employees State Insurance Fund (ESI) or any other fund for the welfare of such
employees;

Any sum received under a Keyman insurance policy including the sum allocated by way of bonus on such
policy will constitute income;

“Keyman insurance policy” means a life insurance policy taken by a person on the life of another person
where the latter is or was an employee of former or is or was connected in any manner whatsoever with
the former’s business.

It also includes such policy which has been assigned to a person with or without any consideration, at any
time during the term of the policy.

Fair market value of inventory as on the date of its conversion into or treatment as a capital asset under
section 28(va);

Any consideration received for issue of shares as exceeds the fair market value of the shares
[Section 56(2)(viib)];

Any sum of money received as advance, if such sum is forfeited consequent to failure of negotiation for
transfer of a capital asset [Section 56(2)(ix)];

Any sum of money or value of property received without consideration or for inadequate consideration by
any person [Section 56(2)(x)];

Any compensation or other payment, due to or received by any person, in connection with termination of
his employment or the modification of the term and conditions relating thereto [Section 56(2)(xi)];

Sum received, including the amount allocated by way of bonus, under a LIP other than under a ULIP and
keyman insurance policy, which is not exempt u/s 10(10D), to the extent the same exceeds the aggregate
of the premium paid during the term of the policy, and not claimed as deduction under any other
provision of the Act [Section 56(2)(xiii)];

[For details, refer to Unit 5 of Chapter 3: Income from Other Sources]

Assistance in the form of a subsidy or grant or cash incentive or duty drawback or waiver or concession or
reimbursement, by whatever name called, by the Central Government or a State Government or any
authority or body or agency in cash or kind to the assessee is included in the definition of income.

However, subsidy or grant or reimbursement which has been taken into account for determination of the
actual cost of the depreciable asset in accordance with Explanation 10 to section 43(1) shall not be
included in the definition of income.

Concept of Income under the Income-tax Act, 1961

Regular receipt vis-a-vis casual receipt: Income, in general, means a periodic monetary return which
accrues or is expected to accrue regularly from definite sources. However, under the Income-tax Act,
1961, even certain casual receipts which do not arise regularly are treated as income for tax purposes e.g.
Winnings from lotteries, crossword puzzles.

Revenue receipt vis-a-vis Capital receipt: Income normally refers to revenue receipts. Capital receipts
are generally not included within the scope of income in general parlance. However, the Income-tax Act,
1961 has specifically included certain capital receipts within the definition of income e.g., Capital gains i.e.,
gains on sale of a capital assets like land, jewellery.

Net receipt vis-a-vis Gross receipt: Income means net receipts and not gross receipts. Net receipts are
arrived at after deducting the expenditure incurred in connection with earning such receipts. The
expenditure which can be deducted while computing income under each head is prescribed under the
Income-tax Act, 1961. Income from certain eligible businesses/ professions is also determined on
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presumptive basis i.e., as a certain percentage of gross receipts. [We will discuss in detail in Unit 3 of
Chapter 3: Profits and gains of business or profession].

o Due basis vis-a-vis receipt basis: Income is taxable either on due basis or receipt basis. For computing
income under the heads “Profits and gains of business or profession” and “Income from other sources”,
the method of accounting regularly employed by the assessee should be considered, which can be either
cash system or mercantile system. Some receipts are taxable only on receipt basis, like, income by way of
interest received on compensation or enhanced compensation.

o Application of Income vis-a-vis Diversion of Income: Application of income means to discharge an
obligation (which is gratuitous or selfimposed) after such income reaches the assessee. Where by virtue of
an obligation by overriding title, income is diverted before it reaches the assessee, it is known as diversion
of income. In case of the former, the income would be taxable in the hands of the person who applies it,
whereas in the case of the latter, it is not taxable (i.e., even if the assessee were to collect the income he
does so on behalf of the person to whom it is payable).

(3) Concept of revenue and capital receipts

Students should carefully study the various items of receipts included in the definition of income. Some of
them like capital gains are not revenue receipts. However, since they have been included in the definition, they
are chargeable as income under the Act. The concept of revenue and capital receipts is discussed hereunder -

The Act contemplates a levy of tax on income and not on capital and hence it is very essential to
distinguish between capital and revenue receipts. Capital receipts cannot be taxed, unless they fall within the
scope of the definition of “income” and so the distinction between capital and revenue receipts is material for
tax purposes.

Certain capital receipts which have been specifically included in the definition of income are
compensation for modification or termination of services, income by way of capital gains etc.

It is not possible to lay down any single test as infallible or any single criterion as decisive, final and
universal in application to determine whether a particular receipt is capital or revenue in nature. Hence, the
capital or revenue nature of the receipt must be determined with reference to the facts and circumstances of
each case.

Criteria for determining whether a receipt is capital or revenue in nature

The following are some of the important criteria which may be applied to distinguish between capital and
revenue receipts.

o Fixed capital or Circulating capital: A receipt referable to fixed capital would be a capital receipt
whereas a receipt referable to circulating capital would be a revenue receipt. The former is not taxable
while the latter is taxable. Tangible and intangible assets which the owner keeps in his possession for
making profits are in the nature of fixed capital. The circulating capital is one which is turned over and
yields income or loss in the process.

o Income from transfer of capital asset or trading asset: Profits arising from the sale of a capital asset
are chargeable to tax as capital gains under section 45 whereas profits arising from the sale of a trading
asset being of revenue nature are taxable as income from business under section 28 provided that the sale
is in the regular course of assessee’s business or the transaction constitutes an adventure in the nature of
trade.

Capital Receipts vis-a-vis Revenue Receipts: Tests to be applied

(1) Transaction entered into the course of business: Profits arising from transactions which are entered
into in the course of the business regularly carried on by the assessee, or are incidental to, or associated
with the business of the assessee would be revenue receipts chargeable to tax.

By CA VIVEK GABA Page | 1 - 19




Basic Concepts 1

Example : A banker’s or financier's dealings in foreign exchange or sale of shares and securities, a
shipbroker’'s purchase of ship in his own name, a share broker's purchase of shares on his own
account would constitute transactions entered and yielding income in the ordinary course of their
business. Whereas building and land would constitute capital assets in the hands of a trader in shares,
the same would constitute stock-in-trade in the hands of a property dealer.

(2)

Profit arising from sale of shares and securities: In the case of profit arising from the sale of shares and
securities, the nature of the profit has to be ascertained from the motive, intention or purpose with which
they were bought. If the shares were acquired as an investor or with a view to acquiring a controlling
interest or for obtaining a managing or selling agency or a directorship, the profit or loss on their sale
would be of a capital nature; but if the shares were acquired in the ordinary course of business as a dealer
in shares, it would constitute his stock-in-trade. If the shares were acquired with speculative motive, the
profit or loss (although of a revenue nature) would have to be dealt with separately from the profit or loss
of other businesses.

Securities held by Foreign Institutional Investor which has invested in such securities in accordance
with the regulations made under the SEBI Act, 1992 would be treated as a capital asset. Even if the
nature of such security in the hands of the Foreign Portfolio Investor is stockin- trade, the same would
be treated as a capital asset and the profit on transfer would be taxable as capital gains.

(3)

4)

(5)

A single transaction - Can it constitute business? Even a single transaction may constitute a business or
an adventure in the nature of trade even if it is outside the normal course of the assessee’s business.
Repetition of such transactions is not necessary. Thus, a bulk purchase followed by a bulk sale or a series
of retail sales or bulk sale followed by a series of retail purchases would constitute an adventure in the
nature of trade and consequently, the income arising there from would be taxable. Purchase of any article
with no intention to resell it, but resold under changed circumstances would be a transaction of a capital
nature and capital gains would arise. However, where an asset is purchased with the intention to resell it,
the question whether the profit on sale is capital or revenue in nature depends upon

(i) the conduct of the assessee,

(ii) the nature and quantity of the article purchased,

(iii) the nature of the operations involved,

(iv) whether the venture is on capital or revenue account, and
(v) other related circumstances of the case.

Liquidated damages: Receipt of liquidated damages directly and intimately linked with the procurement
of a capital asset, which lead to delay in coming into existence of the profit-making apparatus, is a capital
receipt. The amount received by the assessee towards compensation for sterilization of the profit earning
source is not in the ordinary course of business. Hence, it is a capital receipt in the hands of the assessee.

Compensation on termination of agency/service contract: Where an assessee receives compensation
on termination of the agency business being the only source of income, the receipt is of capital nature, but
taxable under section 28(ii)(c). However, where the assessee has a number of agencies and one of them is
terminated and compensation is received therefor, the receipt would be of a revenue nature since taking
up an agency and exploiting the same for earning income is in the ordinary course of business. The loss of
one agency would be made good by profit from another agency. Compensation received from the
employer or from any person for premature termination of the service contract is a capital receipt, but is
taxable as profit in lieu of salary under section 17(3) or as income from other sources under
section 56(2)(xi), respectively. Compensation received or receivable in connection with the termination or
the modification of the terms and conditions of any contract relating to its business shall be taxable as
business income.
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(6) Gifts: Normally, gifts constitute a capital receipt in the hands of the recipient. However, certain gifts are
brought within the purview of income-tax, for example, receipt of property without consideration is
brought to tax under section 56(2)(x).

For example, any sum of money or value of property received without consideration or for inadequate
consideration by any person, other than a relative, is chargeable under the head “Income from Other
Sources” [For details, refer to Unit - 5 of Chapter 3 :Income from Other Sources].

3.5 India [Section 2(25A)]
The term 'India’ means -
(i) the territory of India as per Article 1 of the Constitution,
(ii) its territorial waters, seabed and subsoil underlying such waters,
(iii) continental shelf,
(iv) exclusive economic zone or
(v) any other specified maritime zone and the air space above its territory and territorial waters.
Specified maritime zone means the maritime zone as referred to in the Territorial Waters, Continental
Shelf, Exclusive Economic Zone and other Maritime Zones Act, 1976.
3.6 Agricultural income [Section 2(1A)]

Agricultural income definition is very wide and covers the income of not only the cultivators but also the
land holders who might have rented out the lands. Agricultural income may be received in cash or in kind.

Agricultural income may arise in any one of the following three ways:-
(1) Itmay be rent or revenue derived from land situated in India and used for agricultural purposes.
(2) Itmay be income derived from such land by

(a) agriculture or

(b) the performance of a process ordinarily employed by a cultivator or receiver of rent in kind to
render the produce fit to be taken to the market or

(c) the sale, by a cultivator or receiver of rent in Kind, of such agricultural produce raised or
received by him, in respect of which no process has been performed other than a process of the

nature mentioned in point (b) above.
(3) Lastly, agricultural income may be derived from any farm building required for agricultural operations.
Now let us take a critical look at the following aspects:

(1) Rent or revenue derived from land situated in India and used for agricultural purposes: The
following three conditions have to be satisfied for income to be treated as agricultural income:

(a) Rentorrevenue should be derived from land;

(b) land has to be situated in India (If agricultural land is situated in a foreign country, the entire income

would be taxable); and
(c) land should be used for agricultural purposes.

The amount received in money or in kind, by one person from another for right to use land is termed as
Rent. The rent can either be received by the owner of the land or by the original tenant from the sub-
tenant. It implies that ownership of land is not necessary. Thus, the rent received by the original tenant

from sub-tenant would also be agricultural income subject to the other conditions mentioned above.
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The scope of the term “Revenue” is much broader than rent. It includes income other than rent. For
example, fees received for renewal for grant of land on lease would be revenue derived from land.

(2) Income derived from such land by
(a) Agriculture

The term “Agriculture” has not been defined in the Act. However, cultivation of a field involving
human skill and labour on the land can be broadly termed as agriculture.

“Agriculture” means tilling of the land, sowing of the seeds and similar operations. It involves basic
operations and subsequent operations.

Basic Subsequent
Operations Operations

Those operations Operations to be

by agriculturists performed after the

* which are # produce sprouts from

absolutely the _ Ian.d _ (eq,

necessary for the weeding, digging etc.)

purpose of are subsequent apera-

effectively raising tions. These

produce frem the subsequent upgratluns

land are the would be agricultural

basic operations. operations only when

taken in conjunction

with and as a

continuation: of the

basic operations.

Note: The term ‘agriculture’ cannot be extended to all activities which have some distant relation to
land like dairy farming, breeding and rearing of live stock, butter and cheese making and poultry
farming. This aspect is discussed in detail later on in this chapter.

Whether income from nursery constitutes agricultural income?

Yes, as per Explanation 3 to section 2(1A), income derived from saplings or seedlings grown in a
nursery would be deemed to be agricultural income, whether or not the basic operations were carried
out on land.

(b) Process ordinarily employed to render the produce fit to be taken to the market: Sometimes, to
make the agricultural produce a saleable commodity, it becomes necessary to perform some kind of
process on the produce. The income from the process employed to render the produce fit to be taken to
the market would be agricultural income. However, it must be a process ordinarily employed by the
cultivator or receiver of rent in kind and the process must be applied to make the produce fit to be taken
to the market.

The ordinary process employed to render the produce fit to be taken to market includes thrashing,
winnowing, cleaning, drying, crushing etc. For example, the process ordinarily employed by the cultivator
to obtain the rice from paddy is to first remove the hay from the basic grain, and thereafter to remove the
chaff from the grain. The grain has to be properly filtered to remove stones etc. and finally the rice has to
be packed in gunny bags for sale in the market.

After such process, the rice can be taken to the market for sale. This process of making the rice ready for
the market may involve manual operations or mechanical operations. All these operations constitute the
process ordinarily employed to make the product fit for the market.
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The produce must retain its original character in spite of the processing unless there is no market for
selling it in that condition.

However, if marketing process is performed on a produce which can be sold in its raw form, income
derived therefrom is partly agricultural income and partly business income.

(c) Sale of such agricultural produce in the market: Any income from the sale of any produce to the
cultivator or receiver of rent-in kind is agricultural income provided it is from the land situated in India
and used for agricultural purposes. However, if the produce is subjected to any process other than process
ordinarily employed to make the produce fit for market, the income arising on sale of such produce would
be partly agricultural income and partly non-agricultural income.

Similarly, if other agricultural produce like tea, cotton, tobacco, sugarcane etc. are subjected to
manufacturing process and the manufactured product is sold, the profit on such sale will consist of
agricultural income as well as business income. That portion of the profit representing agricultural income
will be exempted.

Apportionment of Income between business income and agricultural income: Rules 7, 7A, 7B & 8 of
Income-tax Rules, 1962 provide the basis of apportionment of income between agricultural income and

business income.

(i) Rule 7 - Income from growing and manufacturing of any product - Where income is partially
agricultural income and partially income chargeable to income-tax as business income, the market
value of any agricultural produce which has been raised by the assessee or received by him as rent
in kind and which has been utilised as raw material in such business or the sale receipts of which are
included in the accounts of the business shall be deducted. No further deduction shall be made in

respect of any expenditure incurred by the assessee as a cultivator or receiver of rent in kind.
Determination of market value - There are two possibilities here:

(I)  The agricultural produce is capable of being sold in the market either in its raw stage or after
application of any ordinary process to make it fit to be taken to the market. In such a case, the
value calculated at the average price at which it has been so sold during the relevant previous
year will be the market value.

(I) Itis possible that the agricultural produce is not capable of being ordinarily sold in the market
in its raw form or after application of any ordinary process. In such case the market value will
be the total of the following:—

o The expenses of cultivation;
o The land revenue or rent paid for the area in which it was grown; and

o Such amount as the Assessing Officer finds having regard to the circumstances in each
case to represent at reasonable profit.

ILLUSTRATION 1

Mr. B grows sugarcane and uses the same for the purpose of manufacturing sugar in his factory. 30% of
sugarcane produce is sold for ¥ 10 lakhs, and the cost of cultivation of such sugarcane is ¥ 5 lakhs. The cost of
cultivation of the balance sugarcane (70%) is X 14 lakhs and the market value of the same is ¥ 22 lakhs. After
incurring ¥ 1.5 lakhs in the manufacturing process on the balance sugarcane, the sugar was sold for ¥ 25 lakhs.
Compute B's business income and agricultural income.
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SOLUTION
Computation of Business Income and Agriculture Income of Mr. B

Particulars Business Income | Agricultural Income

Q) Q) Q)

Sale of Sugar

Business income

Sale Proceeds of sugar 25,00,000
Less: Market value of sugarcane (70%) 22,00,000
Less: Manufacturing exp. 1,50,000

1,50,000

Agricultural income

Market value of sugarcane (70%) 22,00,000
Less: Cost of cultivation 14,00,000
8,00,000
Sale of sugarcane
Agricultural Income
Sale proceeds of sugarcane (30%) 10,00,000
Less: Cost of cultivation 5,00,000
5,00,000
13,00,000

(ii) Rule 7A - Income from growing and manufacturing of rubber - This rule is applicable when income
derived from the sale of centrifuged latex or cenex or latex based crepes or brown crepes or technically
specified block rubbers manufactured or processed from field latex or coagulum obtained from rubber
plants grown by the seller in India. In such cases, 35% profits on sale is taxable as business income under
the head “Profits and gains from business or profession”, and the balance 65% is agricultural income
which is exempt.

ILLUSTRATION 2

Mr. C manufactures latex from the rubber plants grown by him in India. These are then sold in the market
for X 30 lakhs. The cost of growing rubber plants is ¥ 10 lakhs and that of manufacturing latex is X 8 lakhs.
Compute his total income.

SOLUTION

The total income of Mr. C comprises of agricultural income and business income.
Total profits from the sale of latex = 30 lakhs - X 10 lakhs - X 8 lakhs= X 12 lakhs.

Agricultural income = 65% of X 12 lakhs =X 7.8 lakhs

Business income = 35% ofX 12 lakhs =3 4.2 lakhs
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(iii) Rule 7B - Income from growing and manufacturing of coffee

(iv)

(3)

a) In case of income derived from the sale of coffee grown and cured by the seller in India, 25% profits
on sale is taxable as business income under the head “Profits and gains from business or profession”,
and the balance 75% is agricultural income and is exempt.

b)  In case of income derived from the sale of coffee grown, cured, roasted and grounded by the seller in
India, with or without mixing chicory or other flavoring ingredients, 40% profits on sale is taxable as
business income under the head “Profits and gains from business or profession”, and the balance
60% is agricultural income and is exempt.

Rule 8 - Income from growing and manufacturing of tea - This rule applies only in cases where the
assessee himself grows tea leaves and manufactures tea in India. In such cases 40% profits on sale is
taxable as business income under the head “Profits and gains from business or profession”, and the
balance 60% is agricultural income and is exempt.

Rule Apportionment of Agricultural Income | Business Income
income in certain cases

7A | Income from sale of rubber products 65% 35%
derived from rubber plant grown by the
seller in India.

7B | Income from sale of coffee
e grown and cured by the seller in 75% 25%

India 60% 40%
° grown, cured, roasted and grounded
by the seller in India

8 | Income from sale of tea grown and 60% 40%
manufactured by the seller in India

Income from farm building: Income from the farm building which is owned and occupied by the receiver
of the rent or revenue of any such land or occupied by the cultivator or the receiver of rent in kind, of any
land with respect to which, or the produce of which, any process discussed above is carried on, would be
agricultural income.

However, the income arising from the use of such farm building for any purpose (including letting for
residential purpose or for the purpose of business or profession) other than agriculture referred in (1) &
(2) of para 3.6 in page 1.35 would not be agricultural income.

Further, the income from such farm building would be agricultural income only if the following conditions
are satisfied:

(a) The building should be on or in the immediate vicinity of the land; and

(b) The receiver of the rent or revenue or the cultivator or the receiver of rent in kind should, by reason
of his connection with such land require it as a dwelling house or as a store house.

In addition to the above conditions any one of the following two conditions should also be satisfied:

(i) The land should either be assessed to land revenue in India or be subject to a local rate assessed and
collected by the officers of the Government as such or;

(ii) Where the land is not so assessed to land revenue in India or is not subject to local rate:-

a. It should not be situated in any area as comprised within the jurisdiction of a municipality or a
cantonment board and which has a population not less than 10,000 or
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b. It should not be situated in any area within such distance, measured aerially, in relation to the
range of population as shown hereunder -
Shortest aerial distance from Population according to the last
the local limits of a municipality | preceding census of which the relevant
or cantonment board referred | figures have been published before the
to in item a. first day of the previous year
(1) < 2 kms >10,000
(ii) >2 kms but < 6 kms >1,00,000
(iii) >6 kms but < 8kms >10,00,000
Example:
Area Shortest aerial distance Population according to the last Would income derived
from the local limits of a preceding census of which the from farm building
municipality or cantonment relevant figures have been situated in this area be
board referred to in item a. | published before the first day of treated as agricultural
the previous year income?
(1) A 1 km 9,000 Yes
(ii) B 1.5 kms 12,000 No
(iii) C 2 kms 11,00,000 No
(iv) D 3 kms 80,000 Yes
(v) E 4 kms 3,00,000 No
(v) F 5 kms 12,00,000 No
(vi) G 6 kms 8,000 Yes
(vii) H 7 kms 4,00,000 Yes
(viii) I 8 kms 10,50,000 No
(ix) ] 9 kms 15,00,000 Yes

Would income arising from transfer of agricultural land situated in urban area be agricultural income?

No, as per Explanation 1 to section 2(1A), the capital gains arising from the transfer of urban agricultural land

would not be treated as agricultural income under section 10 but will be taxable under section 45.

Example: Suppose A sells agricultural land situated in New Delhi for X 10 lakhs and makes a surplus
of ¥ 8 lakhs over its cost of acquisition. This surplus will not constitute agricultural income exempt
under section 10(1) and will be taxable under section 45.

Indirect connection with land

We have seen above that agricultural income is exempt, whether it is received by the tiller or the landlord.
However, non-agricultural income does not become agricultural merely on account of its indirect connection

with the land. The following examples will illustrate the above point.
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Example: A rural society has as its principal business the selling on behalf of its member societies,
butter made by these societies from cream sold to them by farmers. The making of butter was a
factory process separated from the farm.

The butter resulting from the factory operations separated from the farm was not an agricultural product and
the society was, therefore, not entitled to exemption under section 10(1) in respect of such income.

Example: X was the managing agent of a company. He was entitled for a commission at the rate of
10% p.a. on the annual net profits of the company. A part of the company’s income was agricultural
income. X claimed that since his remuneration was calculated with reference to income of the
company, part of which was agricultural income, such part of the commission as was proportionate to
the agricultural income was exempt from income tax.

Since, X received remuneration under a contract for personal service calculated on the amount of profits earned
by the company; such remuneration does not constitute agricultural income.

Example: Y owned 100 acres of agricultural land, a part of which was used as pasture for cows. The
lands were purely maintained for manuring and other purposes connected with agriculture and only
the surplus milk after satisfying the assessee’s needs was sold. The question arose whether income
from such sale of milk was agricultural income.

The regularity with which the sales of milk were effected and quantity of milk sold showed that the
assessee carried on regular business of producing milk and selling it as a commercial proposition. Hence, it was
not agricultural income.

Example: In regard to forest trees of spontaneous growth which grow on the soil unaided by any
human skill and labour there is no cultivation of the soil at all. Even though operations in the nature
of forestry operations performed by the assessee may have the effect of nursing and fostering the
growth of such forest trees, it cannot constitute agricultural operations.

Income from the sale of such forest trees of spontaneous growth does not, therefore, constitute

agricultural income.
Examples of Agricultural income and Non-agricultural income

For better understanding of the concept, certain examples of agricultural income and non-agricultural

income are given below:

Example: Agricultural income

o Income derived from saplings or seedlings grown in a nursery.

. Income from growing of flowers and creepers.

o Rent received from land used for grazing of cattle required for agricultural activities.
. Income from growing of bamboo.

Example: Non-agricultural income

o Income from breeding of livestock.
o Income from poultry farming.

o Income from fisheries.

. Income from dairy farming.
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4. PREVIOUS YEAR AND ASSESSMENT YEAR

< N

Previous Year 2023-24 Assessment Year 2024-25

4.1 Assessment year

The term has been defined under section 2(9). This means a period of 12 months commencing on 1st April
every year. The year in which income is earned is the previous year and such income is taxable in the
immediately following year which is the assessment year. Income earned in the previous year 2023-24 is
taxable in the assessment year 2024-25.

Assessment year always starts from 1st April and it is always a period of 12 months.

4.2 Previous year

The term has been defined under section 3. It means the financial year immediately preceding the
assessment year. As mentioned earlier, the income earned during the previous year is taxable in the assessment
year.

Business or profession newly set up during the financial year - In such a case, the previous year shall
be the period beginning on the date of setting up of the business or profession and ending with 31st March of
the said financial year.

If a source of income comes into existence in the said financial year, then, the previous year will
commence from the date on which the source of income newly comes into existence and will end with 31st
March of the financial year.

Examples:

A is running a business from 1993 onwards. Determine the previous year for the assessment year
2024-25.

Ans. The previous year will be 1.4.2023 to 31.3.2024.

A chartered accountant sets up his profession on 1st July, 2023. Determine the previous year for the
assessment year 2024-25.

Ans. The previous year will be from 1.7.2023 to 31.3.2024.

4.3 Certain cases when income of a previous year will be assessed in the
previous year itself

Income of a previous year is assessed in the assessment year following
the previous year
I

Exceptions to this rule
Cases where income of a previous year is assessad in the previous year itself

I General Rule

Shipping e AOP/ BOI/ Artificial Persons likely
business of leaving Juridical Person to transfer Diccontinuad
non-resident India formed for 2 property to business
particular event or avoid tax
purpose
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The income of an assessee for a previous year is charged to income-tax in the assessment year following
the previous year. For instance, income of previous year 2023-24 is assessed during 2024-25. Therefore,

2024-25 is the assessment year for assessment of income of the previous year 2024-25.

However, in a few cases, this rule does not apply and the income is taxed in the previous year in which it is

earned. These exceptions have been made to protect the interests of revenue. The exceptions are as follows:

(i) Shipping business of non-resident [Section 172]

Where a ship, belonging to or chartered by a non-resident, carries passengers, livestock, mail or goods
shipped at a port in India, the ship is allowed to leave the port only when the tax has been paid or
satisfactory arrangement has been made for payment thereof. 7.5% of the freight paid or payable to the
owner or the charterer or to any person on his behalf, whether in India or outside India on account of such

carriage is deemed to be his income which is charged to tax in the same year in which it is earned.

(ii) Persons leaving India [Section 174]

Where it appears to the Assessing Officer that any individual may leave India during the current
assessment year or shortly after its expiry and he has no present intention of returning to India, the total
income of such individual for the period from the expiry of the respective previous year up to the probable

date of his departure from India is chargeable to tax in that assessment year.

Example: Suppose Mr. X is leaving India for USA on 10.6.2023 and it appears to the Assessing Officer
that he has no intention to return. Before leaving India, Mr. X may be asked to pay income-tax on the
income earned during the P.Y. 2022-23 as well as on the total income earned during the period
1.4.2023 to 10.06.2023.

(iii) AOP/BOI/Artificial Juridical Person formed for a particular event or purpose [Section 174A]

If an AOP/BOI etc. is formed or established for a particular event or purpose and the Assessing Officer
apprehends that the AOP/BOI is likely to be dissolved in the same year or in the next year, he can make

assessment of the income up to the date of dissolution as income of the relevant assessment year.

(iv) Persons likely to transfer property to avoid tax [Section 175]

During the current assessment year, if it appears to the Assessing Officer that a person is likely to charge,
sell, transfer, dispose of or otherwise part with any of his assets to avoid payment of any liability under
this Act, the total income of such person for the period from the expiry of the previous year to the date,
when the Assessing Officer commences proceedings under this section is chargeable to tax in that

assessment year.
(v) Discontinued business [Section 176]
Where any business or profession is discontinued in any assessment year, the income of the period from

the expiry of the previous year up to the date of such discontinuance may, at the discretion of the

Assessing Officer, be charged to tax in that assessment year.

By CA VIVEK GABA Page | 1 - 29



Basic Concepts 1

5. UNDISCLOSED SOURCES OF INCOME

Amount
borrowed or
repaid on hundi
[Section 690]

Cash
Credits
[Section
6a]

Unexplained
expenditure
[Section 69C]

Undisclosed
sources of
income

Investment et
not fulky
disclozec
{Section 698]

Unexplained
nvestments
[Section 63]

Umexplained
money
[Section 69A]

(i) Cash Credits [Section 68]

Where any sum is found credited in the books of an assessee maintained for any previous year and the
assessee offers no explanation about the nature and source or the explanation offered is not satisfactory in the
opinion of the Assessing Officer, the sum so credited may be charged as income of the assessee of that previous
year.

. Unexplained loan or borrowing - Where the sum so credited consists of loan or borrowing or any such
amount, by whatever name called, any explanation offered by the assessee in whose books such sum is
credited shall not be deemed to be satisfactory, unless -

. the person in whose name such credit is recorded in the books of such assessee also offers an
explanation about the nature and source of such sum so credited; and

= such explanation in the opinion of the Assessing Officer has been found to be satisfactory.

o Unexplained Share Capital/ Premium- Any explanation offered by a closely held company in respect of
any sum credited as share application money, share capital, share premium or any such amount, by
whatever name called, in the accounts of such company shall be deemed to be not satisfactory, unless

. the person, being a resident, in whose name such credit is recorded in the books of such company
also explains about the nature and the source of such sum so credited and

= such explanation in the opinion of the Assessing Officer has been found to be satisfactory

Non-applicability to Venture Capital Fund or Venture Capital Company -These additional conditions
would not apply if the person, in whose name the sum is recorded, is a Venture Capital Fund or Venture Capital
Company registered with SEBI.

(ii) Unexplained Investments [Section 69]

Where in the financial year immediately preceding the assessment year, the assessee has made
investments which are not recorded in the books of account and the assessee offers no explanation about the
nature and the source of investments or the explanation offered is not satisfactory in the opinion of the
Assessing Officer, the value of the investments are taxed as deemed income of the assessee of such financial
year.

(iii) Unexplained money etc. [Section 69A]

Where in any financial year the assessee is found to be the owner of any money, bullion, jewellery or other
valuable article and the same is not recorded in the books of account and the assessee offers no explanation
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about the nature and source of acquisition of such money, bullion etc. or the explanation offered is not
satisfactory in the opinion of the Assessing Officer, the money and the value of bullion etc. may be deemed to be
the income of the assessee for such financial year.

(iv) Amount of investments etc., not fully disclosed in the books of account [Section 69B]

Where in any financial year the assessee has made investments or is found to be the owner of any bullion,
jewellery or other valuable article and the Assessing Officer finds that the amount spent on making such
investments or in acquiring such articles exceeds the amount recorded in the books of account maintained by
the assessee and he offers no explanation for the difference or the explanation offered is unsatisfactory in the
opinion of the Assessing Officer, such excess may be deemed to be the income of the assessee for such financial
year.

Example: If the assessee is found to be the owner of say 300 gms of gold (market value of which is
X 25,000) during the financial year ending 31.3.2024 but he has recorded to have spent X 15,000 in
acquiring it, the Assessing Officer can add X 10,000 (i.e,. the difference of the market value of such
gold and X 15,000) as the income of the assessee, if the assessee offers no satisfactory explanation
thereof.

(v) Unexplained expenditure [Section 69C]

Where in any financial year an assessee has incurred any expenditure and he offers no explanation about
the source of such expenditure or the explanation is unsatisfactory in the opinion of the Assessing Officer,
Assessing Officer can treat such unexplained expenditure as the income of the assessee for such financial year.

Such unexplained expenditure which is deemed to be the income of the assessee shall not be allowed as
deduction under any head of income.
(vi) Amount borrowed or repaid on hundi [Section 69D]

Where any amount is borrowed on a hundi or any amount due thereon is repaid other than through an
account-payee cheque drawn on a bank, the amount so borrowed or repaid shall be deemed to be the income of

the person borrowing or repaying for the previous year in which the amount was borrowed or repaid, as the
case may be.

However, where any amount borrowed on a hundi has been deemed to be the income of any person, he
will not be again liable to be assessed in respect of such amount on repayment of such amount. The amount
repaid shall include interest paid on the amount borrowed.

6. RATES OF TAX, SURCHARGE & CESS

Income-tax

Income-tax is to be charged on every person at the rates prescribed for the year by the Annual Finance
Act or the Income-tax Act, 1961 or both.

Surcharge

Surcharge is an additional tax payable over and above the income-tax. Surcharge is levied as a percentage
of income-tax. Under the normal provisions of the Act, surcharge is presently being levied beyond a particular
threshold of income for different persons. Also, higher rates of surcharge are prescribed for higher thresholds of
income. Under the special tax regimes for domestic companies and co-operative societies, a uniform surcharge
is prescribed irrespective of the level of total income.

“Health and Education cess” on Income-tax

The amount of income-tax as increased by the union surcharge, if applicable, should be further increased
by an additional surcharge called the “Health and Education cess on income-tax”, calculated at the rate of 4% of

such income-tax and surcharge if applicable. Health and education-cess-is leviable in the case of all assessees i.e
2 §
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individuals, HUF, AOPs/BOls, Artificial Juridical Persons, firms, local authorities, co-operative societies and
companies.

It is leviable to fulfill the commitment of the Government to provide and finance quality health services
and universalised quality basic education and secondary and higher education.

6.1 Individual/Hindu Undivided Family (HUF)/Association of Persons
(AOP)/Body of Individuals (BOI)/Artificial Juridical Person

Income-tax

Individuals/HUF/AoPs/Bols and Artificial Juridical Persons can pay tax at concessional rates under the
default tax regime under section 115BAC. However, he/it has to forego certain exemptions and deductions
under this regime. Alternatively, they can exercise the option to shift out of the default tax regime and pay tax
under the optional tax regime as per the regular provisions of the Act at the tax rates prescribed by the Annual
Finance Act of that year.

Default tax regime under section 115BAC of the Income-tax Act, 1961

I. Concessional tax rates

Individuals/ HUF/ AoPs/ Bols or artificial judicial persons, other than those who exercise the option to
opt out this regime under section 115BAC(6), have to pay tax in respect of their total income (other than income
chargeable to tax at special rates under Chapter XII such as section 111A, 112, 112A, 115BB, 115BB]J etc.) at the
following concessional rates, subject to certain conditions specified under section 115BAC(2) -

(i) | UptoZ3,00,000 NIL

(ii)) | From<3,00,001 to X 6,00,000 5%

(iii) | From¥6,00,001 to X 9,00,000 10%

(iv) | From¥9,00,001t0oX 12,00,000 | 15%

(v) | From12,00,001 toX 15,00,000 | 20%

(vii) | Above % 15,00,000 30%

II. Conditions to be satisfied

The following are the conditions to be satisfied:

S. No. Particulars

(1) Certain deductions/exemptions not allowable: Section 115BAC(2) provides that while computing total
income, the following deductions/exemptions would not be allowed:

Section Exemption/Deduction

10(5) Leave travel concession

10(13A) House rent allowance

10(14) Exemption in respect of special allowances or benefit to meet expenses relating
to duties or personal expenses (other than those as may be prescribed for this
purpose)

10(17) Daily allowance or constituency allowance of MPs and MLAs

10(32) Exemption in respect of income of minor child included in the income of parent
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S. No. Particulars
Section Exemption/Deduction
10AA Tax holiday for units established in SEZ
16 (i) Entertainment allowance (ii) Professional tax
24(b) Interest on loan in respect of self-occupied property
32(1)(iia) Additional depreciation
35(1)(ii),(iia), (iii) Deduction in respect of contribution to
or 35(2AA) o notified approved research association/university/college/other
institutions for scientific research [Section 35(1)(ii)]

o approved Indian company for scientific research [Section 35(1)(iia)]

o notified approved research association/university/college/other
institutions for research in social science or statistical research [Section
35(1)(iii)]

o An approved National laboratory/university/IIT/ specified person for
scientific research undertaken under an approved programme [Section
35(2AA)]

35AD Investment linked tax incentives for specified businesses
80C to 80U Deductions under Chapter VI-A (other than employers contribution towards

NPS under section 80CCD(2), Central Government contribution towards
Agnipath Scheme under section 80CCH(2) and deduction in respect of

employment of new employees under section 80JJAA).

(2) Certain losses not allowed to be set-off: While computing total income, set-off of any loss -

(i) carried forward or depreciation from any earlier assessment year, if such loss or depreciation is
attributable to any of the deductions referred to in (1) above; or

(ii) under the head house property with any other head of income; would not be allowed.

(3) Depreciation or additional depreciation: Depreciation u/s 32 is to be determined in the prescribed
manner. Depreciation in respect of any block of assets entitled to more than 40%, would be restricted
to 40% on the written down value of such block of assets. Additional depreciation u/s 32(1)(iia),
however, cannot be claimed.

(4) Exemption or deduction for allowances or perquisite: While computing total income, any
exemption or deduction for allowances or perquisite, by whatever name called, provided under any
other law for the time being force in India would not be allowed.

Additional points:

Total income under default tax regime should be computed without set-off of any loss brought forward or
depreciation from any earlier assessment year, where such loss or depreciation is attributable to any of the
deductions listed in (1) above. Such loss and depreciation would be deemed to have been already given effect to
and no further deduction for such loss or depreciation shall be allowed for any subsequent year.
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Where income-tax on total income of the assessee is computed under this section and there is a
depreciation allowance in respect of a block of asset from an earlier assessment year attributable to additional
depreciation u/s 32(1)(iia), which has not been given full effect to prior to A.Y. 2024-25 and which is not
allowed to be set-off in the A.Y.2024-25 due to section 115BAC, corresponding adjustment shall be made to the
WDV of such block of assets as on 1.4.2023 in the prescribed manner i.e., the WDV as on 1.4.2023 will be
increased by the unabsorbed additional depreciation not allowed to be set-off.

Example: Let us consider the case of Mr. X, who carries on business of manufacturing of steel. He has
unabsorbed depreciation as on 1.4.2023, which includes amount attributable to additional
depreciation u/s 32(1)(iia) of P.Y.2022-23 or any earlier previous year in respect of block of plant and
machinery. If he pays tax under default tax regime under section 115BAC for P.Y.2023-24 relevant to
AY.2024-25, the amount so attributable to additional depreciation of earlier year remaining
unabsorbed as on 1.4.2023 would not be eligible for set-off against current year income and no
further deduction for such loss or depreciation shall be allowed for any subsequent year. Accordingly,
the WDV of the block as on 1.4.2023 has to be increased by the said amount not allowed to be set-
off.

III. Time limit for exercising the option to shift out of the default tax regime

(i) In case of an assessee having no income from business or profession: Where such individual/HUF /
AoP/Bol or Artificial Juridical person is not having income from business or profession, he/it can exercise
an option to shift out/opt out of the default tax regime under this section and such option has to be
exercised along with the return of income to be furnished under section 139(1) for a previous year
relevant to the assessment year. In effect, such individual/HUF/AoP/Bol or Artificial Juridical person can
choose whether or not to exercise the option of shifting out of the default tax regime in each previous year.
He may choose to pay tax under default tax regime under section 115BAC in one year and exercise the
option to shift out of default tax regime in another year.

(ii) In case of an assessee having income from business or profession: Such individual/HUF/AoP/Bol or
Artificial Juridical person having income from business or profession has an option to shift out/ opt out of
the default tax regime under this section and the option has to be exercised on or before the due date
specified under section 139(1) for furnishing the return of income for such previous year and once such
option is exercised, it would apply to subsequent assessment years.

Such person who has exercised the above option of shifting out of the default tax regime for any previous
year shall be able to withdraw such option only once and pay tax under the default tax regime under
section 115BAC for a previous year other than the year in which it was exercised.

Thereafter, such person shall never be eligible to exercise option under this section, except where such
person ceases to have any business income in which case, option under (i) above would be available.

AMT liability not attracted: Individual/HUF/AoP/Bol or Artificial Juridical person paying tax under
default tax regime under section 115BAC is not liable to alternate minimum tax u/s 115JC. Such person would
not be eligible to claim AMT credit also.

Note: It may be noted that in case of Individual/HUF/AoP/Bol or Artificial Juridical person not having
income from business or profession, the total income and tax liability (including provisions relating to
AMT, if applicable under normal provisions) may be computed every year both in accordance with the
regular provisions of the Income-tax Act, 1961 and in accordance with the provisions of section
115BAC, in order to determine which is more beneficial and accordingly such person may decide
whether to pay tax under default tax regime under section 115BAC or exercise the option to shift out
and pay tax under normal provisions of the Act for that year.
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ILLUSTRATION 3

Mr. X has a total income of ¥ 16,00,000 for P.Y.2023-24, comprising of income from house property and interest
on fixed deposits. Compute his tax liability for A.Y.2024-25 under the default tax regime under section 115BAC.

SOLUTION
Computation of Tax liability of Mr. X for A.Y. 2024-25

Tax liability:

First< 3,00,000 - Nil

Next X 3,00,001 -3 6,00,000 - @5% 0f¥ 3,00,000 =%15,000

NextX 6,00,001 -%9,00,000 -@10% ofX 3,00,000 =%30,000

Next<9,00,001-%12,00,000 - @15% 0f¥ 3,00,000 =%45,000

NextX 12,00,001 -% 15,00,000 -@20% ofX 3,00,000 =%60,000

Balancei.e., ¥16,00,000 minus ¥ 15,00,000 - @30% of3 1,00,000 =%30,000
=31,80,000

Add: Health and Education cess@4% =37,200
=31,87,200

Tax rates prescribed by the Annual Finance Act for optional tax regime

The slab rates for A.Y. 2024-25 applicable to an Individual/HUF/AOP/BOI/ Artificial Juridical Person,
which has exercised the option of shifting out of the default tax regime, are as follows:

(i) | where the total income does not exceed X | NIL

2,50,000

(ii) | where the total income exceeds X 2,50,000 but | 5% of the amount by which the total income exceeds
does not exceed ¥ 5,00,000 %2,50,000

(iii) | where the total income exceeds X 5,00,000 but | X 12,500 plus 20% of the amount by which the total
does not exceed ¥ 10,00,000 income exceeds ¥ 5,00,000

(iv) | where the total income exceeds X 10,00,000 % 1,12,500 plus 30% of the amount by which the total

income exceeds ¥ 10,00,000

For a senior citizen (being a resident individual who is of the age of 60 years or more at any time during
the previous year), the basic exemption limit is X 3,00,000 and for a very senior citizen (being a resident
individual who is of the age of 80 years or more at any time during the previous year), the basic exemption limit
is¥ 5,00,000. Therefore, the tax slabs for these assessees would be as follows -

For senior citizens (being resident individuals of the age of 60 years or more but less than 80 years)

(i) | where the total income does not exceed X | NIL

3,00,000

(ii) | where the total income exceeds X 3,00,000 but | 5% of the amount by which the total income exceeds
does not exceed ¥ 5,00,000 % 3,00,000

(iii) | where the total income exceeds X 5,00,000 but | X 10,000 plus 20% of the amount by which the total
does not exceed ¥ 10,00,000 income exceeds X 5,00,000

(iv) | where the total income exceeds X 10,00,000 % 1,10,000 plus 30% of the amount by which the total

income exceeds¥10,00,000
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For resident individuals of the age of 80 years or more at any time during the previous year

(i) | where the total income does not exceed I | NIL

5,00,000

(ii) | where the total income exceeds X 5,00,000 but | 20% of the amount by which the total income exceeds
does not exceed ¥ 10,00,000 % 5,00,000

(iii) | where the total income exceeds X 10,00,000 % 1,00,000 plus 30% of the amount by which the total

income exceeds ¥ 10,00,000

Clarification regarding attaining prescribed age of 60 years/ 80 years on 31st March itself, in
case of senior/very senior citizens whose date of birth falls on 1st April [Circular No. 28/2016,
dated 27-07-2016]

The CBDT has clarified that a person born on 1st April would be considered to have attained a
particular age on 31st March, the day preceding the anniversary of his birthday. In particular, the
question of attainment of age of eligibility for being considered a senior/very senior citizen would be
decided on the basis of above criteria.

Therefore, a resident individual whose 60th birthday falls on 1st April, 2024, would be treated as
having attained the age of 60 years in the P.Y.2023-24 and would be eligible for higher basic
exemption limit of ¥ 3 lakh while computing his tax liability for A.Y.2024-25 under the optional tax
regime as per the normal provisions of the Act. Likewise, a resident individual whose 80th birthday
falls on 1st April, 2024, would be treated as having attained the age of 80 years in the P.Y.2023-24,
and would be eligible for higher basic exemption limit of ¥ 5 lakh in computing his tax liability for
A.Y.2024-25 under the optional tax regime as per the normal provisions of the Act.

In respect of certain types of income, as mentioned below, the Income-tax Act, 1961 has prescribed
specific rates. The special rates of tax have to be applied on the respective component of total income
irrespective of the tax regime and the slab rates have to be applied on the balance of total income after adjusting
the basic exemption limit.

S. | Section Income Rate of Tax
No.
(a) |112 Long term capital gains (other than LTCG taxable as per section 112A) 20%
(b) |112A Long term capital gains on transfer of - 10% [On
o Equity share in a company LTCG > 1
o Unit of an equity oriented fund lakh]
o Unit of business trust

Condition for availing the benefit of this concessional rate is that securities
transaction tax should have been paid -

In case of (Capital Asset) Time of payment of STT
Equity shares in a company both at the time of acquisition and
transfer

Unit of equity oriented fund or unit of | at the time of transfer

business trust

Note: LTCG upto X 1 lakh is exempt. LTCG exceeding X 1 lakh is taxable @10%.
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S. | Section Income Rate of Tax
No.
() | 111A Short-term capital gains on transfer of - 15%
o Equity shares in a company
o Unit of an equity oriented fund
. Unit of business trust

The conditions for availing the benefit of this concessional rate are -

(i)  the transaction of sale of such equity share or unit should be entered into
on or after 1.10.2004; and

(ii) such transaction should be chargeable to securities transaction tax.

(d) | 115BB | Winnings from 30%
° Lotteries;
o Crossword puzzles;
o Races including horse races;
o Card games and other games of any sort;
o Gambling or betting of any form or nature

(other than winning from any online game)

(e) | 115BBJ | Net winnings from online games 30%

(f) 115BBE | Unexplained money, investment, expenditure, etc. deemed as income under 60%
section 68 or section 69 or section 69A or section 69B or section 69C or section
69D [See discussion below]

Unexplained money, investments etc. to attract tax@60% [Section 115BBE]

(i) In order to control laundering of unaccounted money by availing the benefit of basic exemption limit, the
unexplained money, investment, expenditure, etc. deemed as income under section 68 or section 69 or
section 69A or section 69B or section 69C or section 69D would be taxed at the rate of 60% plus surcharge
@25% of tax. Thus, the effective rate of tax (including surcharge@25% of tax and cess@4% of tax and
surcharge) is 78%.

(ii) No basic exemption or allowance or expenditure shall be allowed to the assessee under any provision of
the Income-tax Act, 1961 in computing such deemed income.

(iii) Further, no set off of any loss shall be allowable against income brought to tax under sections 68 or
section 69 or section 69A or section 69B or section 69C or section 69D.

ILLUSTRATION 4

Mr. X has a total income of ¥ 16,00,000 for P.Y.2023-24, comprising of income from house property and interest
on fixed deposits. Compute his tax liability for A.Y.2024- 25 assuming his age is —

(a) 45 years
(b) 63 years
(c) 82 years

Assume that Mr. X has exercised the option to shift out/ opt out of the default tax regime.
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SOLUTION
(a) Computation of Tax liability of Mr. X (aged 45 years)

Tax liability:
FirstX 2,50,000 - Nil
NextX 2,50,001 -% 5,00,000 -@5% ofX2,50,000 =%12,500
NextX 5,00,001 -%10,00,000 - @20% ofX 5,00,000 =%1,00,000

Balance i.e., ¥16,00,000 minus ¥ 10,00,000 - @30% of%6,00,000 =%1,80,000

=32,92,500
Add: Health and Education cess@4% =311,700
=% 3,04,200
(b) Computation of Tax liability of Mr. X (aged 63 years)
Tax liability:
First¥ 3,00,000 - Nil
Next X 3,00,001 -3 5,00,000 - @5% 0f%2,00,000 =%10,000
Next X 5,00,001 -3 10,00,000 - @20% 0f% 5,00,000 =%1,00,000

Balance i.e.,, ¥ 16,00,000 minus X 10,00,000 - @30% ofX6,00,000 =%1,80,000

=32,90,000
Add: Health and Education cess@4% =% 11,600
=%3,01,600
(c) Computation of Tax liability of Mr. X (aged 82 years)
Tax liability:
First¥ 5,00,000 - Nil
Next X 5,00,001 -% 10,00,000 -@ 20% of% 5,00,000 =%1,00,000

Balancei.e., ¥16,00,000 minus ¥ 10,00,000 - @ 30% of%6,00,000 =%1,80,000
=3 2,80,000
Add: Health and Education cess@4% =311,200
=32,91,200
Surcharge

In case the Individual/HUF/AoP4/Bol and Artificial Juridical Person pays tax under default tax
regime under section 115BAC

Income-tax computed in accordance with the provisions of section 115BAC and/ or section 111A or
section 112 or section 112A or 115BBE or section 115BB] would be increased by surcharge given under the
following table:
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income and capital gains
chargeable to tax u/s
111A, 112 and 112A) >X 2

crore

Particulars Rate of Example
surcharge on .
incometax Components of total Applicable rate of
income surcharge
(i) | Where the total income | 10% Example
(including dividend o
) i i e Dividend X 15 lakhs; Surcharge would be
income and capital gains ) 0
chargeable to tax u/s e STCG u/s 111A ¥ 15 levied@10% on
1114, 112 and 1124) > 3 lakhs; income-tax _ computed
50 lakhs but <X 1 crore e LTCGu/s 112X 25 lakhs; on total income of X 1
crore.
e LTCG u/s 112A % 20
lakhs; and
e Other income X 25 lakhs
(ii) | Where total income | 15% Example
(including dividend o ]
. : . e Dividend income X 10 | Surcharge would be
income and capital gains )
lakhs; levied@15% on
chargeable to tax u/s _
111A, 112 and 1124) >3 1 e STCG u/s 111A X 35 | Income-tax computed
crore but <% 2 crore lakhs; on total income of X
1.85 .
e LTCG u/s 112 % 50 lakhs; crores
e LTCG u/s 112A X 35
lakhs; and
e Other income X 55 lakhs
(iii) | Where total income | 25% Example
(excluding dividend

The rate of surcharge on
the income-tax payable on
the portion of dividend
income and capital gains
chargeable to tax u/s
111A,112 and 112A

Not exceeding
15%

Dividend income 3 51
lakhs;

STCG u/s 111AX 44 lakh;
LTCG u/s 112X 42 lakhs;

LTCG u/s 112A X 55 lakh;
and

Other income X 6 crores

Surcharge@15%
would be levied on
income-tax on:

e Dividend income of
¥ 51 lakhs;

e STCG of X 44 lakhs
chargeable to tax
u/s 111A4;

e LTCG of X 42 lakhs
chargeable to tax
u/s 112; and

e LTCG of X 55 lakhs
chargeable to tax
u/s 112A.

Surcharge@25%
would be leviable on
income-tax computed
on other income of
% 6 crores included in
total income
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under (iii) above

Particulars Rate of Example
(iv) | Where total income | 15% Example
(including dividend o ]
income and capital oains e Dividend income X 40 | Surcharge would be
pra 8 lakhs; levied@15% on
chargeable to tax u/s ’ .
111A, 112 and 112A) > 2 e STCG u/s 111A X 35 lncome-tax. computed
crore in cases not covered lakhs; on total income of
%2.77 crore.

e LTCGu/s 112X 42 lakhs;
e LTCG u/s 112A T 50

lakhs; and
e Other income I 1.10
crore

Marginal relief

referred to in above i.e.,, -

amount of increase in total income.

The purpose of marginal relief is to ensure that the increase in amount of tax payable (including
surcharge) due to increase in total income of an assessee beyond the prescribed limit should not exceed the

Marginal relief is available in case of such persons paying tax under default tax regime u/s 115BAC

Particulars Marginal relief
(i) | Where the total income | Step1- Compute income-tax on total income; and add surcharge@10% on
> X 50 lakhs but <X 1 such income-tax (A)
crore Step 2 - Compute income-tax on X 50 lakhs
Step 3- Total income (-) ¥ 50 lakhs
Step 4 - Add the amount computed in Step 2 and Step 3 (B)
Step 5 - Income-tax liability on total income (along with surcharge) would be
the lower of the amount arrived at in Step 1 (i.e., A) or Step 4 (i.e., B).
Consequently, if A>B, the marginal relief would be A - B.
(ii) | Where the total income | Step 1- Compute income-tax on total income; and add surcharge@15% on
> 1 crore but < X 2 income-tax (C)
crores Step 2 - Compute income-tax on total income of ¥ 1 crore + surcharge on
such income-tax@10%
Step 3- Total income (-) X 1 crore
Step4 - Add the amount computed in Step 2 and Step 3 (D)
Step 5 - Income-tax liability on total income (along with surcharge) would be

the lower of the amount arrived at in Step 1 (i.e., C) or Step 4 (i.e., D).

Consequently, if C>D, the marginal relief would be C - D.

(iii) | Where the total income
>% 2 crores

Step 1 -
Step 2 -
Step 3 -

Step 4 -
Step 5 -

Compute income-tax on total income; and add surcharge@25% on
income-tax (E)

Compute income-tax on total income of X 2 crore + surcharge on
such income-tax@15%

Total income (-) X 2 crore

Add the amount computed in Step 2 and Step 3 (F)

Income-tax liability on total income (along with surcharge) would be
the lower of the amount arrived at in Step 1 (i.e., E) or Step 4 (i.e., F).

Consequently, if E>F, the marginal relief would be E - F.
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Note - It is presumed that the total income referred to above does not include dividend income, long
term capital gains taxable under section 112/ 112A and short-term capital gains taxable under section

T11A.

In case the total income includes dividend income, long term capital gains taxable under section

112/ 112A or short term capital gains taxable under section 111A, surcharge on income-tax computed on such

dividend income and capital gains cannot exceed 15%. This must be kept in mind while computing marginal
relief in cases referred to in (iii) above.

In case the Individual/HUF /AoP5/Bol and Artificial Juridical Person exercises the option to shift out of the
default tax regime Income-tax computed in accordance with normal provisions of the Act or section 111A or

section 112 or section 112A or 115BBE or section 115BBJ would be increased by surcharge given under the

following table:
Particulars Rate of Example
s.u rcharge on Components of total income Applicable rate of
income- tax surcharge
(i) | Where  the  total 10% Example
ldr;‘i?;; d inc((l)rrlt(l:LUde:;lg e Dividend %10 lakhs; Surcharge would be
capital gains e STCGu/s111A% 20 lakhs; |levied@10% on income-tax
1]
chargeable o tax u/s « LTCGu/s112% 15 lakhs; | ComPuted ontotalincome
111A, 112 and 112A) e LTCG u/s 112A X 20 lakhs; '
>3 50 lakhs but <X 1 and
crore e Other income X 25 lakhs
(ii) | Where total income 15% Example
(including  dividend
inc.ome and capital e Dividend income I 10 | Surcharge would be
gains chargeable to tax lakhs; levied@15% on income-tax
u/s 1114, 112 and e STCGu/s111AZ 40 lakhs; | computed on total income of
112A) > X 1 crore but ¥ 1.90 crores
<32 crore e LTCGu/s 112355 lakhs; ' '
e LTCG u/s 112A X 35 lakhs;
and
e Other income X 50 lakhs
(iii) | Where total income 25% Example
.(excludlrlg dleld‘??‘i e Dividend income I 51 | Surcharge@15% would be
ncome —an capita lakhs; levied on income-tax on:

gains chargeable to tax
u/s 111A, 112 and
112A) > X 2 crore but
<X 5 crore

The rate of surcharge
on the income-tax
payable on the portion
of dividend income
and capital gains
chargeable to tax u/s
111A,112 and 112A

Not exceeding
15%

e STCGu/s 111AX 44 lakh;
e LTCGu/s 112342 lakhs;

e LTCG u/s 112A X 55 lakh;
and

e Other income X 3 crores

e Dividend income of ¥ 51
lakhs;

e STCG of X 44 Ilakhs
chargeable to tax wu/s
111A;

e LTCG of ¥ 42 lakhs
chargeable to tax u/s 112;
and

e LTCG of X 55 Ilakhs

chargeable to tax wu/s
112A.
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Particulars

Rate of
surcharge on
income- tax

Example

Components of total income

Applicable rate of
surcharge

Surcharge@25% would be
leviable on income-tax
computed on other income of
T 3 crores included in total
income

(iv) | Where total income 37% Example
.(excludmg d1v1de:nd e Dividend income I 60 | Surcharge@15% would be
income and capital 1 ) . . )
. akhs; levied on income-tax on:
gains chargeable to tax o _
u/s 111A, 112 and e STCGu/s 111AX 50 lakhs; e Dividend income of ¥ 60
112A) >3 5 crore o LTCGu/s 1123 42 lakhs; lakhs;
e LTCG u/s 112A ¥ 25 lakhs; | ® STCG of X 50 lakhs
and chargeable to tax wu/s
Rate of h Not di .
tha © Of surcharge ton ° elxsc((:,/e ms 1, Other income X 6 crore 1114;
€ income-tax 0 e LTCG of ¥ 42 lakhs
payab.le. on the portlon chargeable to tax u/s 112;
of dividend income and
ital .
and  capital ~ gains e LTCG of ¥ 25 lakhs
chargeable to tax u/s
111A 112 and 112A chargeable to tax u/s
' 112A.
Surcharge@37% would be
leviable on the income-tax
computed on other income of
X 6 crores included in total
income.
(v) | Where total income 15% Example
.(mcludlng dleId??‘i e Dividend income < 55 | Surcharge would be
fncome —and capita lakhs; levied@15% on income-tax
gains chargeable to tax computed on total income of
U/S 111A, 112 and e STCG U/S 111A% 60 lakhs; ?301)2 crore
112A) > X 2 crore in e LTCGu/s 112342 lakhs; . :
cases not covered e LTCG u/s 112A X 35 lakhs;
under (iii) and (iv) and
above e Other income ¥ 1.10 crore
Marginal relief
Particulars Marginal relief
(i) | Where the total income | Step1- Compute income-tax on total income; and add surcharge@10% on
> X 50 lakhs but <X 1 such income-tax (A)
crore Step 2- Compute income-tax on ¥ 50 lakhs
Step 3- Total income (-) ¥ 50 lakhs
Step 4 - Add the amount computed in Step 2 and Step 3 (B)
Step 5 - Income-tax liability on total income (along with surcharge) would be

the lower of the amount arrived at in Step 1 (i.e.,, A) or Step 4 (i.e., B).
Consequently, if A>B, the marginal relief would be A - B.
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Particulars Marginal relief

(ii) | Where the total income | Step 1- Compute income-tax on total income; and add surcharge@15% on
> 1 crore but < X 2 income-tax (C)

crores Step 2 - Compute income-tax on total income of ¥ 1 crore + surcharge on
such income-tax@10%

Step 3- Total income (-) X 1 crore
Step 4 - Add the amount computed in Step 2 and Step 3 (D)

Step 5 - Income-tax liability on total income (along with surcharge) would be
the lower of the amount arrived at in Step 1 (i.e., C) or Step 4 (i.e., D).
Consequently, if C>D, the marginal relief would be C - D.

(iii) | Where the total income | Step 1- Compute income-tax on total income; and add surcharge@25% on
> 2 crores but <X 5 income-tax (E)

crores Step 2 - Compute income-tax on total income of I 2 crore + surcharge on
such income-tax@15%

Step 3- Total income (-) X 2 crore
Step 4 - Add the amount computed in Step 2 and Step 3 (F)

Step 5 - Income-tax liability on total income (along with surcharge) would be
the lower of the amount arrived at in Step 1 (i.e., E) or Step 4 (i.e., F).
Consequently, if E>F, the marginal relief would be E - F.

(iv) | Where the total income | Step 1- Compute income-tax on total income; and add surcharge@37% on
>3 5 crores income-tax (G)

Step 2 - Compute income-tax on total income of X 5 crore + surcharge on
such income-tax@25%

Step 3- Total income (-) X 5 crore
Step 4 - Add the amount computed in Step 2 and Step 3 (H)

Step 5 - Income-tax liability on total income (along with surcharge) would be
the lower of the amount arrived at in Step 1 (i.e., G) or Step 4 (i.e., H).
Consequently, if G>H, the marginal relief would be G - H.

Note - It is presumed that the total income referred to above does not include dividend income, long
term capital gains taxable under section 112/ 112A and short-term capital gains taxable under section
111A.

In case the total income includes dividend income, long term capital gains taxable under section 112/
112A or short term capital gains taxable under section 111A, surcharge on income-tax computed on such
dividend income and capital gains cannot exceed 15%. This must be kept in mind while computing marginal
relief in cases referred to in (iii) and (iv) above.

ILLUSTRATION 5

Compute the tax liability of Mr. A (aged 42), having total income of X 51 lakhs for the Assessment Year 2024-25.
Assume that his total income comprises of salary income, Income from house property and interest on fixed
deposit. Assume that Mr. A has exercised the option to shift out of section 115BAC.
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SOLUTION

Computation of tax liability of Mr. A for the A.Y.2024-25

(A) Income-tax (including surcharge) computed on total income of ¥ 51,00,000
%2,50,000-%5,00,000 @5% 312,500
%¥5,00,001-%310,00,000 @20% %1,00,000
%10,00,001-%51,00,000 @30% %12,30,000
Total % 13,42,500
Add: Surcharge @ 10% 31,34,250
% 14,76,750
(B) Income-tax computed on total income of X 50 lakhs 313,12,500
(X 12,500 plusX 1,00,000 plus X 12,00,000)
(C) Total Income Less X 50 lakhs %1,00,000
(D) Income-tax computed on total income of ¥ 50 lakhs plus the excess of total income
over X 50 lakhs (B +C) ¥14,12,500
(E) Taxliability: lower of (A) and (D) %14,12,500
Add: Health and education cess @4% 356,500
Tax liability (including cess) % 14,69,000
(F) Marginal Relief (A - D) % 64,250
Alternative method -
(A) Income-tax (including surcharge) computed on total income of ¥ 51,00,000
%2,50,000-%5,00,000@5% 312,500
% 5,00,001-%310,00,000@20% % 1,00,000
%10,00,001-%51,00,000@30% 312,30,000
Total 313,42,500
Add: Surcharge@10% % 1,34,250
% 14,76,750
(B) Income-tax computed on total income of X 50 lakhs
(X12,500 plusX 1,00,000 plus X 12,00,000) ¥13,12,500
(C) Excess tax payable (A)-(B) % 1,64,250
(D) Marginal Relief (X 1,64,250 -% 1,00,000, being the 364,250
amount of income in excess of ¥ 50,00,000)
(E) Tax liability (A)-(D) 314,12,500
Add: Health and education cess @4% 356,500
Tax liability (including cess) 314,69,000
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ILLUSTRATION 6

Compute the tax liability of Mr. B (aged 51) under the default tax regime, having total income of ¥ 1,01,00,000 for
the Assessment Year 2024-25. Assume that his total income comprises of salary income, Income from house
property and interest on fixed deposit.
SOLUTION

Computation of tax liability of Mr. B for the A.Y. 2024-25

(A) Income-tax (including surcharge) computed on total income 0f% 1,01,00,000

%3,00,000-%6,00,000@5% % 15,000
%6,00,001-%9,00,000@10% 330,000
%9,00,001-%312,00,000@15% 345,000
%¥12,00,001 -%15,00,000@20% 60,000
% 15,00,001-%1,01,00,000@30% % 25,80,000
Total %27,30,000
Add: Surcharge@15% 34,09,500
Tax liability without marginal relief %31,39,500

(B) Income-tax computed on total income of X 1 crore (X 1,50,000 plus X 25,50,000) X27,00,000

Add: Surcharge@10% %2,70,000
%29,70,000

(C) Total Income LessX 1 crore %1,00,000
(D) Income-tax computed on total income ofX 1 crore %30,70,000

plus the excess of total income over X 1 crore (B +C)

(E) Taxliability: lower of (A) & (D) % 30,70,000
Add: Health and education cess @4% 31,22,800
Tax liability (including cess) ¥31,92,800
(F) Marginal relief (A-D) 369,500

Alternative method:

(A) Income-tax (including surcharge) computed on total income 0f¥ 1,01,00,000

% 3,00,000 - X 6,00,000@5% % 15,000
% 6,00,001 - 9,00,000@10% % 30,000
% 9,00,001 -% 12,00,000@15% % 45,000
% 12,00,001 - X 15,00,000@20% % 60,000
% 15,00,001 - 1,01,00,000@30% % 25,80,000
Total % 27,30,000
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Add: Surcharge @ 15%

(B) Income-tax computed on total income of X 1 crore
[R 1,50,000 plus X 25,50,000) plus surcharge@10%]

(C) Excess tax payable (A)-(B)

(D) Marginal Relief (X 1,69,500 -% 1,00,000, being the amount
of income in excess 0f ¥ 1,00,00,000)

(E) Taxliability (A) - (D)
Add: Health and education cess @4%

Tax liability (including cess)

ILLUSTRATION 7

34,09,500

%31,39,500

% 29,70,000

31,69,500

369,500

%30,70,000
31,22,800
331,92,800

fixed deposit.

SOLUTION

Assume that Mr. C has exercised the option to shift out of section 115BAC.

(A) Income-tax (including surcharge) computed on total income of X 2,01,00,000

Compute the tax liability of Mr. C (aged 58), having total income of ¥ 2,01,00,000 for the Assessment Year
2024-25. Assume that his total income comprises of salary income, Income from house property and interest on

Computation of tax liability of Mr. C for the A.Y. 2024-25

%2,50,000-%5,00,000 @ 5% 312,500
% 5,00,001-%10,00,000 @ 20% % 1,00,000
%10,00,001-%2,01,00,000@30% %¥57,30,000
Total 358,42,500
Add: Surcharge @ 25% 314,60,625
373,03,125
(B) Income-tax computed on total income of X 2 crore %58,12,500
(X 12,500 plus X 1,00,000 plusX 57,00,000)
Add: Surcharge@15% ¥8,71,875
366,84,375
(C) Total Income LessX 2 crore 1,00,000
(D) Income-tax computed on total income of X 2 crore 267,84,375
plus the excess of total income over X 2 crore (B +C)
(E) Taxliability (A) or (D), whichever is lower 367,84,375
Add: Health and education cess @4% %2,71,375
Tax liability (including cess) X70,55,750
(F) Marginal relief (A-D) %5,18,750
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Alternative method

(A) Income-tax (including surcharge) computed on total income of X 2,01,00,000

%2,50,000-%5,00,000 @ 5% 312,500
%5,00,001-%10,00,000 @ 20% % 1,00,000
%10,00,001-%2,01,00,000@30% %57,30,000
Total 358,42,500

Add: Surcharge@25% 314,60,625
373,03,125

(B) Income-tax computed on total income of X 2 crore 366,84,375

[(X 12,500 plusX 1,00,000 plus X 57,00,000) plus surcharge@15%]|

(C) Excess tax payable (A)-(B) %6,18,750

(D) Marginal Relief (X 6,18,750 - 1,00,000, being the amount of %5,18,750
income in excess 0fX 2,00,00,000)

(E) Taxliability (A) - (D) 367,84,375
Add: Health and education cess@4% %2,71,375
Tax liability (including cess) %70,55,750

ILLUSTRATION 8

Compute the tax liability of Mr. D (aged 65) in a most beneficial manner. He is having total income of
¥ 5,01,00,000 for the Assessment Year 2024-25. Assume that his total income comprises of salary income, Income
from house property and interest on fixed deposit and is the same under both tax regimes.

SOLUTION
Computation of tax liability of Mr. D under default tax regime for the A.Y. 2024-25

Income-tax (including surcharge) computed on total income of ¥ 5,01,00,000

% 3,00,000-%6,00,000@5% 315,000
%6,00,001-%39,00,000@10% 330,000
%9,00,001-%312,00,000@15% 345,000
312,00,001-%15,00,000@20% 60,000
%15,00,001-%5,01,00,000@30% %

1,45,80,000
Total i

1,47,30,000
Add: Surcharge@25% 336,82,500 %1,84,12,500
Add: Health and education cess @4% %7,36,500
Tax liability 31,91,49,000
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Computation of tax liability of Mr. D under optional tax regime for the A.Y. 2024-25

(A) Income-tax (including surcharge) computed on total income
0f¥ 5,01,00,000

%3,00,000-%5,00,000 @ 5% 10,000
%5,00,001-%10,00,000 @ 20% %1,00,000
%¥10,00,001-%5,01,00,000@30% 31,47,30,000
Total 31,48,40,000
Add: Surcharge @ 37% ¥54,90,800 X2,03,30,800
(B) Income-tax computed on total income of X 5 crore 31,48,10,000
(X10,000 plusX 1,00,000 plus X 1,47,00,000)
Add: Surcharge@25% %37,02,500
¥1,85,12,500
(C) Total Income LessX 5 crore %1,00,000
(D) Income-tax computed on total income of X 5 crore 31,86,12,500

plus the excess of total income over X 5 crore (B +C)

(E) Taxliability (A) or (D), whichever is lower 31,86,12,500
Add: Health and education cess@4% % 7,44,500
Tax liability (including cess) 31,93,57,000
(F) Marginal Relief (A - D) ¥17,18,300

Alternative method

(A) Income-tax (including surcharge) computed on total income of X

5,01,00,000
% 3,00,000-%5,00,000@5% 10,000
¥5,00,001-%10,00,000@20% % 1,00,000
%10,00,001-%5,01,00,000@30% %1,47,30,000
Total % 1,48,40,000
Add: Surcharge @ 37% ¥54,90,800 X2,03,30,800
(B) Income-tax computed on total income of X 5 crore
[(X 10,000 plusX 1,00,000 plus X 1,47,00,000) plus surcharge@25%] ¥1,85,12,500
(C) Excess tax payable (A)-(B) %18,18,300
(D) Marginal Relief (X 18,18,300 -% 1,00,000, being the amount of income $17,18,300
in excess 0f ¥ 5,00,00,000)
(E) Tax liability (A) - (D) %1,86,12,500
Add: Health and education cess @4% %7,44,500
Tax liability (including cess) ¥1,93,57,000

By CA VIVEK GABA Page | 1 - 48



1 Basic Concepts

It is beneficial for Mr. D to pay tax under default tax regime under section 115BAC, since his tax liability
would be lower by X 2,08,000 (X 1,93,57,000 - X 1,91,49,000).

6.2 Firm/ LLP/ Local Authority
Income-tax
On the whole of the total income 30%

Special rates for capital gains under sections 112, 112A and 111A would be applicable to Firm/ LLP/ local
authority also.

Surcharge

Where the total income exceeds X 1 crore, surcharge is payable at the rate of 12% of income-tax computed
as above.

Marginal Relief

Marginal relief is available in case of such persons having a total income exceeding X 1 crore i.e., the total
amount of income-tax (together with surcharge) computed on such income should not exceed the amount of
income-tax computed on total income of X 1 crore by more than the amount of income that exceeds X 1 crore.

6.3 Co-operative Society
Income-tax rates as per the normal provisions of the Act

(i) | Where the total income doesnot exceed ¥ 10,000 | 10% of the total income

(ii) | Where the total incomeexceeds X 10,000 but does | X 1,000 plus 20% of the amount by which
not exceed X 20,000 the total income exceeds X 10,000

(iii) | Where the total incomeexceeds X 20,000 3,000 plus 30% of the amount by which the
total income exceeds X 20,000

Note — A manufacturing co-operative society, resident in India, can opt for concessional rates of tax
under section 115BAE and other co-operative societies, resident in India, can opt for concessional
rates of tax under section 115BAD.

Tax rate in case of a manufacturing co-operative society, resident in India (set up and registered
on or after 1.4.2023 and commences manufacture of article or thing before 31.3.2024) opting for
concessional tax regime u/s 115BAE

15% of income derived from or incidental to manufacturing or production of an article or thing

Tax rate in case of other resident co-operative society opting for concessional tax regime u/s
115BAD:

22% of total income

Note - Co-operative society, resident in India, can opt for concessional rate of tax u/s 115BAD or
115BAE, as the case may be, subject to certain conditions. The total income of such co-operative
societies would be computed without giving effect to deduction under section 10AA, 33AB, 33ABA,
35(1)(ii)/(iia)/(iii), 35(2AA), 35AD, 35CCC, additional depreciation under section 32(1)(iia), deductions
under Chapter VI-A (other than section 80JJAA) etc. and set off of loss and depreciation brought
forward from earlier years relating to the above deductions. The provisions of alternate minimum tax
under section 115JC would not be applicable to a cooperative society opting for section 115BAD or
115BAE. This section will be dealt with in detail at Final level.
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()

(b)

(9

Co-operative society also.
Surcharge

6.4 Domestic Company
Income-tax

Special rates for capital gains under sections 112, 112A and 111A would be applicable to

In case of a co-operative society (other than a co-operative society opting for section 115BAD or
section 115BAE), whose total income >3 1 crore but is <X 10 crore

Where the total income exceeds X 1 crore but does not exceed X 10 crore, surcharge is payable at the rate
of 7% of income-tax computed in accordance with the slab rates given above and/ or section 111A or
section 112 or section 112A.

Marginal Relief

Marginal relief is available in case of such co-operative societies i.e., the total amount of income-tax
(together with surcharge) computed on such income should not exceed the amount of income-tax
computed on total income of X1 crore by more than the amount of income that exceeds X 1 crore.

In case of a co-operative society (other than a co-operative society opting for section 115BAD or
section 115BAE), whose total income is > 10 crore

Where the total income exceeds ¥ 10 crore, surcharge is payable at the rate of 12% of income-tax
computed in accordance with the slab rates given above and/ or section 111A or section 112 or section
112A.

Marginal Relief

Marginal relief is available in case of such co-operative societies i. e., the total amount of income-tax
(together with surcharge) computed on such income should not exceed the amount of income-tax and
surcharge computed on total income of X 10 crore by more than the amount of income that exceeds
% 10 crore.

In case of a co-operative society opting for section 115BAD or section 115BAE

Surcharge @10% of income-tax computed under section 115BAD or section 115BAE would be leviable.
Since there is no threshold limit for applicability of surcharge, consequently, there would be no marginal
relief.

If the total turnover or gross receipt in the P.Y.2021-22 <X 400 crore | 25% of the total income

In any other case 30% of the total income

Notes -

B In case of a domestic manufacturing company (set up and registered on or after
1.10.2019 and commences manufacture of article or thing6 before 31.3.2024) exercising
option u/s 115BAB: 15% of income derived from or incidental to manufacturing or production
of an article or thing

B In case of a domestic company exercising option u/s 115BAA: 22% of total income

Domestic company can opt for section 115BAA or section 115BAB, as the case may be, subject to
certain conditions. The total income of such companies would be computed without giving effect to
deductions under section 10AA, 33AB, 33ABA, 35(1)(ii)/(iia)/(iii), 35(2AA), 35(2AB), 35AD, 35CCC,
35CCD, Chapter

VI-A (except section 80JJAA or section 80M), additional depreciation under section 32(1)(iia) etc. and
without set-off of brought forward loss and unabsorbed depreciation attributable to such deductions.
These sections will be dealt with in detail at Final Level
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Special rates for capital gains under sections 112, 112A and 111A would be applicable to domestic
company also.

Surcharge

(a) In case of a domestic company (other than a domestic company opting for section 115BAA or
section 115BAB), whose total income >% 1 crore but is <¥ 10 crore

Where the total income exceeds X 1 crore but does not exceed X 10 crore, surcharge is payable at the rate
of 7% of income-tax computed in accordance with the rates given above.

Marginal Relief

Marginal relief is available in case of such companies i.e., the total amount of income-tax (together with
surcharge) computed on such income should not exceed the amount of income-tax computed on total
income of X 1 crore by more than the amount of income that exceeds X 1 crore.

(b) In case of a domestic company (other than a domestic company opting for section 115BAA or
section 115BAB), whose total income is > 10 crore

Where the total income exceeds ¥ 10 crore, surcharge is payable at the rate of 12% of income-tax
computed in accordance with the rates given above.

Marginal Relief

Marginal relief is available in case of such companies i.e., the total amount of income-tax (together with
surcharge) computed on such income should not exceed the amount of income-tax and surcharge
computed on total income of X 10 crore by more than the amount of income that exceeds X 10 crore.

(c) In case of a domestic company opting for section 115BAA or section 115BAB

Surcharge @10% of income-tax computed under section 115BAA or section 115BAB would be leviable.
Since there is no threshold limit for applicability of surcharge, consequently, there would be no marginal
relief.

6.5 Foreign Company
Income-tax

Royalties and fees for rendering technical services (FTS) received from Government or an Indian | 50%
concern in pursuance of an agreement, approved by the Central Government, made by the
company with the Government or Indian concern between 1.4.1961 and 31.3.1976 (in case of
royalties) and between 1.3.1964 and 31.3.1976 (in case of FTS)

Other income 40%

Special rates for capital gains under sections 112, 112A and 111A would be applicable to foreign
company also.

Surcharge

(a) In case of a foreign company, whose total income >X 1 crore but is <X 10 crore
Where the total income exceeds X 1 crore but does not exceed X 10 crore,
surcharge is payable at the rate of 2% of income-tax computed in accordance with the rates given above.
Marginal Relief

Marginal relief is available in case of such companies i.e., the total amount of income-tax (together with
surcharge) computed on such income should not exceed the amount of income-tax computed on total
income of ¥ 1 crore by more than the amount of income that exceeds X 1 crore.
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(b) In case of a foreign company, whose total income is >3 10 crore

Where the total income exceeds X 10 crore, surcharge is payable at the rate of 5% of income-tax computed
in accordance with the rates given above.
Marginal Relief

Marginal relief is available in case of such companies i.e., the total amount of income-tax (together with
surcharge) computed on such income should not exceed the amount of income-tax and surcharge
computed on total income of X 10 crore by more than the amount of income that exceeds X 10 crore.

7. REBATE FOR RESIDENT INDIVIDUALS [SECTION 87A]

In order to provide tax relief to the individual tax payers, section 87A provides a rebate from the tax
payable by an assessee, being an individual resident in India.
Rebate to resident individual paying tax under default tax regime u/s 115BAC

(i) If total income of such individual does not exceed X 7,00,000, the rebate shall be equal to the amount of
income-tax payable on his total income for any assessment year or an amount of ¥ 25,000, whichever is

less.

The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before
allowing such rebate) on the total income of the assessee with which he is chargeable for any assessment

year.

ILLUSTRATION 9

Mr. Raghav aged 26 years and a resident in India, has a total income of X 6,50,000, comprising his salary income
and interest on bank fixed deposit.

Compute his tax liability for A.Y.2024-25 under default tax regime under section 115BAC.
SOLUTION
Computation of tax liability of Mr. Raghav for A.Y. 2024-25

Particulars 4

Tax on total income 0f% 6,50,000

Tax@10%o0fX 50,000 +% 15,000 20,000

Less: Rebate u/s 87A (Lower of tax payable or X 25,000) | 20,000

Tax Liability Nil

(ii) Iftotal income of such individual exceeds X 7,00,000 and income-tax payable on such total income exceeds
the amount by which the total income is in excess of ¥ 7,00,000, the rebate would be as follows.

Step 1 - Total income (-) X 7 lakhs (A)
Step 2 - Compute income-tax liability on total income (B)
Step 3 - If B>A, rebate under section 87A would be a B - A.

The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before
allowing such rebate) on the total income of the assessee.
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ILLUSTRATION 10

Mr. Pawan aged 35 years and a resident in India, has a total income of X 7,15,000, comprising his salary income
and interest on bank fixed deposit. Compute his tax liability for A.Y.2024-25 under default tax regime under
section 115BAC.
SOLUTION

Computation of tax liability of Mr. Pawan for A.Y. 2024-25

Particulars 4

Step1: Total Income of% 7,15,000 - 7,00,000 | 15,000 | (A)

Step 2: Tax on total income of X 7,15,000

Tax@10%o0f% 1,15,000 + T 15,000 26,500 | (B)

Step 3:  Since B>A, rebate u/s 87A would be B-A

[ 26,500 -% 15,000] 11,500

15,000

Add: HEC@4% 600
Tax Liability 15,600

Rebate to a resident individual paying tax under optional tax regime (normal provisions of the Act)

If total income of such individual does not exceed X 5,00,000, the rebate shall be equal to the amount of
income-tax payable on his total income for any assessment year or an amount of ¥ 12,500, whichever is less.

The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before
allowing such rebate) on the total income of the assessee with which he is chargeable for any assessment year.

ILLUSTRATION 11

Mr. Piyush, aged 35 years and a resident in India, has a total income of ¥ 4,15,000, comprising his salary income
and interest on bank fixed deposit. Compute his tax liability for A.Y.2024-25 if he exercises the option to shift out
of the default tax regime.
SOLUTION

Computation of tax liability of Mr. Piyush for A.Y. 2024-25

Particulars 4

Tax on total income 0f% 4,15,000

Tax@5%0fX 1,65,000 8,250
Less: Rebate u/s 87A (Lower of tax payable or X 12,500) 8,250
Tax Liability Nil

B Rebate under section 87A is allowed from income-tax computed before adding Health and
education cess on income-tax.

B Rebate under section 87A is, however, not available in respect of tax payable @10% on long-
term capital gains taxable u/s 112A.
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8. PARTIAL INTEGRATION OF AGRICULTURAL INCOME WITH NON-
AGRICULTURAL INCOME

Agricultural income is exempt subject to conditions mentioned in the definition given under section 2(1A).
However, a method has been laid down to levy tax on agricultural income in an indirect way. This concept is
known as partial integration of agricultural income with non-agricultural income. It is applicable to
individuals, HUF, AOPs, BOIs and artificial juridical persons. Two conditions which need to be satisfied for
partial integration are:

1. The net agricultural income should exceed X 5,000 p.a., and

2. Non-agricultural income should exceed the maximum amount not chargeable to tax. (i.e., If such person is
paying tax under default tax regime u/s 115BAC, then X 3,00,000 is the basic exemption limit irrespective
of the age of the person. If such person has exercised the option to shift out of the default tax regime, then,
the basic exemption limit would be ¥ 5,00,000 for resident individuals of the age of 80 years or more at
any time during the previous year, X 3,00,000 for resident individuals of the age of 60 years or more (but
less than 80 years) at any time during the previous year and X 2,50,000 for all others). Only if non-
agricultural income exceeds this limit, partial integration would be required.

It may be noted that aggregation provisions do not apply to company, LLP, firm, co-operative society and
local authority. The object of aggregating the net agricultural income with non-agricultural income is to tax the
non-agricultural income at higher rates.

Tax calculation in such cases is as follows:
Step 1: Add non-agricultural income with net agricultural income. Compute tax on the aggregate amount.

Step 2: Add net agricultural income and the basic exemption limit available to the assessee. Compute tax on
the aggregate amount.

Step 3: Deduct the amount of income tax calculated in step 2 from the income tax calculated in step 1 i.e., Step
1 - Step 2.

Step4: The sum so arrived at shall be -
»  increased by surcharge, if applicable,
»  reduced by the rebate, if any, available u/s 87A.

Step 5: Thereafter, it would be increased by health and education cess @4%. The above concept can be

clearly understood with the help of the following illustration:

ILLUSTRATION 12

Mr. X, a resident, has provided the following particulars of his income for the P.Y. 2023-24.
i. Income from salary (computed) - ¥ 4,80,000

il. Income from house property (computed) - X 2,50,000

iii.  Agricultural income from a land in Jaipur - ¥ 4,80,000

iv.  Expenses incurred for earning agricultural income - X 1,70,000

Compute his tax liability for A.Y. 2024-25 assuming his age is -

(@) 45years

(b) 70 years
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SOLUTION

(@) Computation of tax liability (age 45 years)
Computation of total income of Mr. X for the A.Y. 2024-25 under default tax regime under section 115BAC
For the purpose of partial integration of taxes, Mr. X has satisfied both the conditions i.e.

1. Net agricultural income exceeds X 5,000 p.a., and

2. Non-agricultural income exceeds the basic exemption limit of ¥ 3,00,000.

His tax liability is computed in the following manner:

Particulars 3 %
Income from salary 4,80,000
Income from house property 2,50,000

Net agricultural income [X 4,80,000 - X 1,70,000] | 3,10,000

Less: Exempt under section 10(1) (3,10,000) -

Gross Total Income 7,30,000

Less: Deductions under Chapter VI-A -

Total Income 7.30,000

Step1: %7,30,000 +% 3,10,000 =X 10,40,000

Tax onX 10,40,000 =366,000

(i.e., 5% of X 3,00,000 plus 10% of X 3,00,000 plus 15% of ¥ ,410,000)
Step 2: %3,10,000 +% 3,00,000 =% 6,10,000

Taxon < 6,10,000 =%16,000

(i.e. 5% 0f< 3,00,000 plus 10% of X 10,000)
Step 3: %66,000-%16,000 =%50,000
Step4 & 5: Total tax payable =350,000

=350,000 + 4% ofX 50,000 =% 52,000.
Computation of total income of Mr. X for the A.Y. 2024-25 under normal provisions of the Act
For the purpose of partial integration of taxes, Mr. X has satisfied both the conditions i.e.
3. Net agricultural income exceeds X 5,000 p.a., and
4, Non-agricultural income exceeds the basic exemption limit of ¥ 2,50,000.

His tax liability is computed in the following manner:

Particulars i 3

Income from salary 4,80,000
Income from house property 2,50,000
Net agricultural income [X 4,80,000 -% 1,70,000] 3,10,000

Less: Exempt under section 10(1) (3,10,000) -
Gross Total Income 7,30,000
Less: Deductions under Chapter VI-A -
Total Income 7,30,000
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Step 1: %7,30,000+%3,10,000 =% 10,40,000
Tax onX 10,40,000 =%1,24,500
(i.e., 5% 0fX 2,50,000 plus 20% of X 5,00,000 plus 30% of X 40,000)
Step 2: %3,10,000 +%X 2,50,000 =% 5,60,000
Tax on X 5,60,000 =3 24,500
(i.e. 5% of X 2,50,000 plus 20% of X 60,000)
Step 3: %1,24,500 -3 24,500 =%1,00,000
Step4 & 5: Total tax payable =31,00,000

=%1,00,000 + 4% 0fX 1,00,000 =X 1,04,000.
(b) Computation of tax liability (age 70 years)

Computation of total income of Mr. X for the A.Y. 2024-25 under default tax regime under section
115BAC

Tax liability of Mr. X would be same under default tax regime whether he is of age of 45 years of 70 years
i.e, ¥52,000.

Computation of total income of Mr. X for the A.Y. 2024-25 under normal provisions of the Act

His tax liability is computed in the following manner:

Step1: %7,30,000+%3,10,000 =% 10,40,000
Tax on X 10,40,000 =31,22,000
(i.e., 5% 0fX 2,00,000 plus 20% of X 5,00,000 plus 30% of X 40,000)
Step 2: ¥3,10,000 +% 3,00,000 =% 6,10,000
Taxon < 6,10,000 =3 32,000
(i.e. 5% of X 2,00,000 plus 20% 0f< 1,10,000)
Step 3: %1,22,000-%32,000 =%90,000
Step4 & 5: Total tax payable =390,000

=390,000 + 4% 0f¥ 1,00,000 =X 93,600.

LET US RECAPITULATE

Income-tax is the most significant direct tax. Entry 82 of the Union List i.e., List I of Seventh Schedule to
Article 246 of the Constitution of India has given the power to Parliament to make laws on taxes on income
other than agricultural income.

Components of income-tax law
. Income-tax Act, 1961 - governs the levy of income-tax in India.
o Income-tax Rules, 1962 - formulated for proper administration of the Act.

o Annual Finance Act - Amendments in the Income-tax Act, 1961 are effected every year through the
Annual Finance Act.

o Circulars - issued by CBDT to clarify the meaning and scope of certain provisions of the Act.
o Notifications - issued to give effect to the provisions of the Act/ make or amend Rules.
o Court decisions - interprets the various provisions of income-tax law.

Income-tax is a TAX levied on the TOTAL INCOME of the PREVIOUS YEAR of every PERSON.
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(1) Total Income: Total income has to be computed as per the provisions contained in the Income-tax Act,
1961. The following steps has to be followed for computing the total income of an assessee:

Step 1 - Determination of residential status
Step 2 - Classification of income under different heads
Step 3 - Computation of income under each head after providing for permissible deductions/ exemptions.

In this step, it is necessary to consider whether the individual is paying tax under the default tax regime or
exercising the option to shift out of the default tax regime and pay tax under the optional tax regime as per
the normal provisions of the Act. Certain deductions which are allowable under the normal provisions of
the Act are not permissible under the default tax regime.

Step 4 - Clubbing of income of spouse, minor child etc.
Step 5 - Set-off or carry forward and set-off of losses
Step 6 - Computation of Gross Total Income

Step 7 - Providing Deductions from Gross Total Income

Here again, only very select deductions, namely, 80CCD(2), 80CCH(2) and 80]JJAA, are allowable under the
default tax regime under section 115BAC.

Step 8 - Computation of Total income

Step 9 - Application of the rates of tax on the total income For default tax regime, concessional tax rates
are provided under section 115BAC. For optional tax regime as per the normal provisions of the Act, the
tax rates are provided in the Annual Finance Act. The special rates u/s 1114, 112, 112A, 115BB, 115BB],
etc. would apply under both tax regimes.

Step 10 - Add Surcharge, if applicable/ Deduct Rebate under section 874, if applicable
Step 11 - Add Health and education cess on income-tax
Step 12 - Compute Alternate Minimum Tax (AMT), if applicable, [under the optional tax regime]

Step 13 - Examine whether to pay tax under default tax regime under section 115BAC or pay tax under
the regular provisions of the Act, by comparing the tax liability under both regimes.

Step 14 - Deduct Advance tax and tax deducted/ collected at source
Step 15 - The resultant figure would be Tax Payable/Tax Refundable

(2) Person: A person includes an individual, Hindu Undivided Family (HUF), Association of Persons (AOP),
Body of Individuals (BOI), a firm, a company etc.

(3) Concept of Previous year (P.Y.) and Assessment Year (A.Y.): Previous year is the financial year
immediately preceding the assessment year i.e,, it is the financial year ending on 31st March, in which the
income has accrued/received.

In case of a newly set-up business, the previous year would be the period beginning with the date of
setting up of the business or profession or, as the case may be, the date on which the source of income
newly came into existence, and ending on 31st March.

Assessment year (A.Y.): Assessment year means the period of twelve months commencing on the 1st April
every year.

Exceptions to the rule that income is charged to income-tax in the Assessment Year following the
previous year:

The income of an assessee for a previous year is charged to income-tax in the assessment year following
the previous year. However, in the following cases, this rule does not apply and the income is taxed in the
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previous year in which it is earned.

(i)  Shipping business of non-resident [Section 172]

(ii) Persons leaving India [Section 174]

(iii) AOP/BOI/Artificial Juridical Person formed for a particular event or purpose [Section 174A]
(iv) Persons likely to transfer property to avoid tax [Section 175]

(v) Discontinued business [Section 176]

Rate of tax for Undisclosed Sources of Income: The following undisclosed incomes are chargeable to
tax @78% [i.e., 60% plus surcharge @25% plus cess @4%] as specified under section 115BBE:

(i) Cash Credits [Section 68]

(ii) Unexplained Investments [Section 69]

(iii) Unexplained money etc. [Section 69A]

(iv) Amount of investments etc., not fully disclosed in the books of account [Section 69B]
(v) Unexplained expenditure [Section 69C]

(vi) Amount borrowed or repaid on hundi [Section 69D]

(4) Tax liability: Tax has to be computed by applying the rates of tax mentioned in the Annual Finance Act
and the rate specified under the Incometax Act, 1961, as the case may be.

If an Individual/ Hindu Undivided Family (HUF)/ Association of Persons (AOP)/ Body of Individuals
(BOI)/ Artificial Juridical Person is paying tax under default tax regime, concessional tax rates are
prescribed under section 115BAC. However, if he/it exercises the option to shift out of the default tax
regime, tax rates prescribed by the Annual Finance Act of that year would apply.

Persons Rate of taxes
Individual (As per the Total income (in %) Rate of Tax
normal provisions o.f the Upto % 3,00,000 Nil
Act under the optional
tax regime) %3,00,001t0X6,00,000 5%
%6,00,001t0%9,00,000 10%
%9,00,001t0%12,00,000 15%
312,00,001 toX 15,00,000 20%
Above X 15,00,000 30%
Individual (As per the Total income (in ) Rate of Tax
normal provisions of the
Upto X 2,50,000 (below 60 years) Nil

Act under the optional
Upto X 3,00,000 (60 years or above but less than 80

years and resident in India)
Upto X 5,00,000 (above 80 years and resident in India)

tax regime)

32,50,001/% 3,00,001, as the case may be, to X 5,00,000 | 5%
[in cases (i) and (ii) above, respectively]

%5,00,001t0oX10,00,000 20%

Above X 10,00,000 30%
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Persons Rate of taxes
HUF/AOP/BOI/ Total income (in %) Rate of Tax
Artificial Juridical Person

Upto X 2,50,000 Nil
(As per the normal
provisions of the Act %2,50,001 to X 5,00,000 5%
der th tional t
aneer. the optional tax %5,00,001t0310,00,000 | 20%
regime)

AboveX10,00,000 30%

Firm/LLP/local authority | 30%

Co-operative Society (not Total income (inX) | Rate of Tax

opting for the provisions
of section 115BAD or UptoX 10,000 10%
section 115BAE)

10,001 to X 20,000 20%

Above X 20,000 30%
Company (not opting for Domestic Company Foreign
the provisions of section
Company

115BAA/115BAB) )

Total urnover or gross | Other domestic

receipts in the P.Y. 2021- | companies

22 <3400 crore

25% 30% 40%

Surcharge

Under the default tax regime

Individual/ HUF/ AOP (other than an AOP consisting of only companies as members)/ BOI/ Artificial
juridical person

(i) | Where the total income (including dividend income and capital gains chargeable to tax | 10%
u/s 111A,112 and 112A) >X 50 lakh but is <X 1 crore

(ii) | Where the total income (including dividend income and capital gains chargeable to tax | 15%
u/s 111A,112 and 112A)>3X 1 crore butis <X 2 crore

(iii) | - Where the total income (excluding dividend income and capital gains chargeable to tax | 25%
u/s 111A,112 and 112A)>X 2 crore

- Rate of surcharge on the income-tax payable on the portion of dividend income and | Not exceeding
capital gains chargeable to tax u/s 111A, 112 and 112A 15%

(iv) | Where the total income (including dividend income and capital gains chargeable to tax | 15%
u/s 111A, 112 and 112A) > 2 crore in cases not covered in (iii) above
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Under the optional tax regime as per the normal provisions of the Act Individual/ HUF/ AOP (other than
an AOP consisting of only companies as members)/ BOI/ Artificial juridical person

(i) | Where the total income (including dividend income and capital gains chargeable to tax | 10%
u/s 111A,112 and 112A) > 50 lakh butis <X 1 crore

(ii) | Where the total income (including dividend income and capital gains chargeable to tax | 15%
u/s 111A,112 and 112A)>X 1 crore butis <X 2 crore

(iii) | - Where the total income (excluding dividend income and capital gains chargeable to tax | 25%
u/s 111A,112 and 112A)>X 2 crore butis <X 5 crore

- Rate of surcharge on the income-tax payable on the portion of dividend income and | Not exceeding
capital gains chargeable to tax u/s 1114, 112 and 112A 15%

(iv) | - Where the total income (excluding dividend income and capital gains chargeable to tax | 37%
u/s 111A,112 and 112A)>X 5 crore

- Rate of surcharge on the income-tax payable on the portion of dividend income and | Not exceeding
capital gains chargeable to tax u/s 1114, 112 and 112A. 15%

(v) | Where the total income (including dividend income and capital gains chargeable to tax | 15%
u/s 111A, 112 and 112A) > 2 crore in cases not covered in (iii) and (iv) above

In case of an AOP of only companies as members

(i) | Where the total income >3 50 lakh but is <X 1 crore | 10%

(ii) | Where the total income > 1 crore 15%

Firm/Limited Liability Partnership/Local Authorities

Where the total income >3 1 crore 12%

Co-operative societies (other than a co-operative society opting for section 115BAD or section 115BBE)

Total income >3 1 crore butis <3 10 crore 7%

Total income is >3 10 crore 12%

Domestic company (other than a domestic company opting for section 115BAA or section 115BAB)

Total income >3 1 crore butis <3 10 crore 7%

Total income is >3 10 crore 12%

Foreign company

Total income >3 1 crore butis <3 10 crore 2%

Total income is >3 10 crore 5%

Rebate under section 87A:
Under default tax regime
(i) Where total income <X 7,00,000 - Rebate of up to X 25,000 for resident individuals.

(ii) Where total income >3 7,00,000 and income-tax payable on such total income exceeds the amount
by which the total income is in excess of ¥ 7,00,000 - Rebate of tax on total income as reduced by the
total income exceeding X 7,00,000 for resident individuals.
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Under normal provisions of the Act
Rebate of up to ¥ 12,500 for resident individuals having total income of up to ¥ 5 lakh.

“Health and Education cess” on Income-tax: 4% of income-tax and surcharge, if applicable
Agricultural income is exempt under section 10(1).

However, agricultural income has to be aggregated with non-agricultural income for determining the rate
at which non-agricultural income would be subject to tax, in case of individuals, HUF, AOPs & BOlIs etc., where
the -

. agricultural income exceeds X 5,000 p.a. and

o non-agricultural income exceeds basic exemption limit.
The following are the steps to be followed in computation of tax-
Step 1: Tax on non-agricultural income plus agricultural income
Step 2: Tax on agricultural income plus basic exemption limit
Step 3: Tax payable by the assessee = Step 1 - Step 2
Step 4: Add Surcharge/Deduct Rebate u/s 874, if applicable.
Step 5: Add Health and Education Cess@4%.

TEST YOUR KNOWLEDGE

1.  Whois an “Assessee”? Explain

2.  State any four instances where the income of the previous year is assessable in the previous year itself
instead of the assessment year.

3. Whether the income derived from saplings or seedlings grown in a nursery is taxable under the Income-
tax Act, 19617 Examine.

4.  What are the two schools of Hindu law and where are they prevalent? Explain.
Also, mention the difference between the two schools of Hindu Law.
5. Whatis the difference between an Association of Persons and Body of Individuals?

6. Mr. Sumit, a resident Indian, earns income of ¥ 15 lakhs from sale of rubber manufactured from latex
obtained from rubber plants grown by him in India and X 20 lakhs from sale of rubber manufactured from
latex obtained from rubber plants grown by him in Malaysia during the A.Y.2024-25. What would be his
business income, assuming he has no other business?

7. Mr. Raja, a resident Indian, earns income of X 10 lakhs from sale of coffee grown and cured in India during
the A.Y.2024-25. His friend, Mr. Shyam, a resident Indian, earns income of ¥ 20 lakhs from sale of coffee
grown, cured, roasted and grounded by him in India during the A.Y.2024-25. What would be the business
income chargeable to tax in India of Mr. Raja and Mr. Shyam?

8. The Jain HUF in Assam comprises of Mr. Suresh Jain, his wife Mrs. Sapna Jain, his son Mr. Sarthak Jain, his
daughter-in-law Mrs. Preeti Jain, his daughter Miss Seema Jain and his unmarried brother Mr. Pritam Jain.
Which of the members of the HUF are eligible for coparcenary rights?

9.  Compute the tax liability under default tax regime of Mr. Kashyap (aged 35), having total income of
% 51,75,000 for the Assessment Year 2024-25. Assume that his total income comprises of salary income,
income from house property and interest on fixed deposit.
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1.

10.

11.

Mr. Agarwal, aged 40 years and a resident in India, has a total income of X 6,50,00,000, comprising long
term capital gain taxable under section 112 of X 55,00,000, short term capital gain taxable under section
111A of X 65,00,000 and other income of ¥ 5,30,00,000. Compute his tax liability for A.Y.2024-25 under
the default tax regime and optional tax regime as per the normal provisions of the Act assuming that the
total income and its components are the same in both tax regimes.

Mr. Sharma aged 62 years and a resident in India, has a total income of X 2,30,00,000, comprising long
term capital gain taxable under section 112 of X 52,00,000, short term capital gain taxable under section
111A of X 64,00,000 and other income of ¥ 1,14,00,000. Compute his tax liability for A.Y.2024-25 under
the default tax regime and optional tax regime as per the normal provisions of the Act assuming that the
total income and its components are the same in both tax regimes.

ANSWERS

As per section 2(7), assessee means a person by whom any tax or any other sum of money is payable
under the Income-tax Act, 1961.

In addition, the term includes -

. Every person in respect of whom any proceeding under the Act has been taken for the assessment
of -

»  hisincome; or
»  the income of any other person in respect of which he is assessable; or
»  theloss sustained by him or by such other person; or
»  the amount of refund due to him or to such other person.
. Every person who is deemed to be an assessee under any provision of the Act;
. Every person who is deemed to be an assessee in default under any provision of the Act.

The income of an assessee for a previous year is charged to income-tax in the assessment year following
the previous year. However, in a few cases, the income is taxed in the previous year in which it is earned.
These exceptions have been made to protect the interests of revenue. The exceptions are as follows:

(i) Where a ship, belonging to or chartered by a non-resident, carries passengers, livestock, mail or
goods shipped at a port in India, the ship is allowed to leave the port only when the tax has been
paid or satisfactory arrangement has been made for payment thereof. 7.5% of the freight paid or
payable to the owner or the charterer or to any person on his behalf, whether in India or outside
India on account of such carriage is deemed to be his income which is charged to tax in the same
year in which it is earned.

(i) Where it appears to the Assessing Officer that any individual may leave India during the current
assessment year or shortly after its expiry and he has no present intention of returning to India, the
total income of such individual for the period from the expiry of the respective previous year up to
the probable date of his departure from India is chargeable to tax in that assessment year.

(iii) If an AOP/BOI etc. is formed or established for a particular event or purpose and the Assessing
Officer apprehends that the AOP/BOI is likely to be dissolved in the same year or in the next year, he
can make assessment of the income up to the date of dissolution as income of the relevant
assessment year.

(iv) During the current assessment year, if it appears to the Assessing Officer that a person is likely to
charge, sell, transfer, dispose of or otherwise part with any of his assets to avoid payment of any
liability under this Act, the total income of such person for the period from the expiry of the previous
year to the date, when the Assessing Officer commences proceedings under this section is
chargeable to tax in that assessment year
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(v) Where any business or profession is discontinued in any assessment year, the income of the period
from the expiry of the previous year up to the date of such discontinuance may, at the discretion of
the Assessing Officer, be charged to tax in that assessment year.

3. As per Explanation 3 to section 2(1A), income derived from saplings or seedlings grown in a nursery shall
be deemed to be agricultural income and exempt from tax, whether or not the basic operations were
carried out on land.

4. The two schools of Hindu law are Dayabaga school, prevalent in West Bengal and Assam, and Mitakshara
school, prevalent in rest of India.

Under the Dayabaga school of Hindu Law, nobody acquires the right, share in the property by birth as long
as the head of family is living. Thus, the children do not acquire any right, share in the family property, as
long as his father is alive and only on death of the father, the children will acquire right/share in the
property. Hence, the father and his brothers would be the coparceners of the HUF.

Under the Mitakshara school of Hindu Law, one acquires the right to the family property by his birth and
not by succession irrespective of the fact that his elders are living. Thus, every child born in the family
acquires a right/share in the family property.

5. In order to constitute an Association of Persons (AOP), persons must join for a common purpose or action
and their object must be to produce income; it is not enough that the persons receive the income jointly.

Body of Individuals denotes the status of persons like executors or trustees who merely receive the
income jointly and who may be assessable in like manner and to the same extent as the beneficiaries
individually. Thus, coexecutors or co-trustees are assessable as a BOI as their title and interest are
indivisible.

The difference between an AOP and BOI is that in case of a BOI, only individuals can be the members,
whereas in case of AOP, any person can be its member i.e. entities like company, firm etc. can be the
member of AOP but not of BOL.

In case of an AOP, members voluntarily come together with a common will for a common intention or
purpose, whereas in case of BOI, such common will may or may not be present.

6.  Since Mr. Sumit is a resident, his global income would be taxable in India.

Income of X 20 lakhs from sale of rubber manufactured from latex obtained from rubber plants grown by
him in Malaysia would be his business income since it is from rubber plants grown outside India. 35%
income from sale of rubber manufactured from latex obtained from rubber plants grown by him in India
would be taxable as business income and balance 65% would be exempt as agricultural income.

Business income = 35% of ¥ 15 lakhs + ¥ 20 lakhs =¥ 25.25 lakhs

7.  In case of income derived from the sale of coffee grown and cured by the seller in India, 25% income on
such sale is taxable as business income. In case of income derived from the sale of coffee grown, cured,
roasted and grounded by the seller in India, 40% income on such sale is taxable as business income.

Business income of Mr. Raja = 25% of ¥ 10 lakhs =X 2.5 lakhs
Business income of Mr. Shyam = 40% of X 20 lakhs =X 8 lakhs

8.  Dayabaga school of Hindu law is prevalent in Assam. In Dayabaga school of Hindu law, nobody acquires
the right, share in the property by birth as long as the head of family is living.

Thus, the children do not acquire any right, share in the family property, as long as his father is alive and
only on death of the father, the children will acquire right/share in the property.

Hence, Mr. Suresh Jain and his brother, Mr. Pritam Jain would be the coparceners of the Jain HUF and are
eligible for coparcenary rights.
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(A) Tax payable including surcharge on total income of ¥ 51,75,000

9. Computation of tax liability of Mr. Kashyap for the A.Y.2024-25 under default tax regime

X 3,00,000-%6,00,000 @5% % 15,000
%6,00,001-%9,00,000 @10% %30,000
9,00,001 -3 12,00,000 @15% % 45,000
%¥12,00,001-%15,00,000 @20% 360,000
% 15,00,001 -3 51,75,000 @30% %11,02,500
Total 312,52,500
Add: Surcharge @ 10% % 1,25,250 %13,77,750
(B) Tax Payable on total income of ¥ 50 lakhs (X 1,50,000 plus X 10,50,000) 312,00,000
(C) Total Income Less X 50 lakhs %1,75,000
(D) Tax payable on total income of X 50 lakhs plus the excess of total %13,75,000
income over X 50 lakhs (B +C)
(E) Tax payable: lower of (A) and (D) % 13,75,000
Add: Health and education cess @4% % 55,000
Tax liability 314,30,000
(F) Marginal Relief (A - D) %2,750
Alternative method -
(A) Tax payable including surcharge on total income of ¥ 51,75,000
%,00,0300-%,00,0600 @5% % 5,0010
%6,00,001%,-00,0900 @10% %0,0030
%9,00,001%2-,001,000 @15% 345,000
%¥12,00,001%5-,001,000 @20% % 0,0060
% 15,00,001%51-,75,000 @30% 311,02,500
Total 312,52,500
Add: Surcharge@10% %1,25,250 X13,77,750
(B) Tax Payable on total income of ¥ 50 lakhs (% 1,50,000 plus ¥ 10,50,000) ¥12,00,000
(C) Excess tax payable (A)-(B) %1,77,750
(D) Marginal Relief (X 1,77,750 - 1,75,000, being the amount 2,750
of income in excess of ¥ 50,00,000)
(E) Tax payable (A)-(D) %13,75,000
Add: Health and education cess @4% % 55,000
Tax liability 314,30,000
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10. Computation of tax liability of Mr. Agarwal for the A.Y.2024-25 under default tax regime

Particulars 3
Tax on total income 0fX 6,50,00,000
Tax@20% ofX 55,00,000 11,00,000
Tax@15% of X 65,00,000 9,75,000
Tax on other income 0of X 5,30,00,000
% 3,00,000 - X 6,00,000 @5% 15,000
% 6,00,000 - X 9,00,000 @10% 30,000
% 9,00,000 - % 12,00,000 @15% 45,000
% 12,00,000 - X 15,00,000 @20% 60,000
% 15,00,000 - X 5,30,00,000 @30% 1,54,50,000 1,56,00,000
1,76,75,000
Add: Surcharge @15% on <X 20,75,000 3,11,250
@25% onX 1,56,00,000 39,00,000 42,11,250
2,18,86,250
Add: Health and education cess @4% 8,75,450
Tax Liability 2,27,61,700
Computation of tax liability of Mr. Agarwal for the A.Y.2024-25 under normal provisions of the Act
Particulars %
Tax on total income 0fX 6,50,00,000
Tax@20% of X 55,00,000 11,00,000
Tax@15% of X 65,00,000 9,75,000
Tax on other income 0f3 5,30,00,000
%2,50,000-%5,00,000 @5% 12,500
%5,00,000-%10,00,000 @20% 1,00,000
%10,00,000-%5,30,00,000 @30% 1,56,00,000 | 1,57,12,500
1,77,87,500
Add: Surcharge @15% on X 20,75,000 3,11,250
@37%on1,57,12,500 58,13,625 61,24,875
2,39,12,375
Add: Health and education cess @4% 9,56,495
Tax Liability 2,48,68,870
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11.

Computation of tax liability of Mr. Sharma for the A.Y.2024-25 under default tax regime

e Act

Particulars 4

Tax on total income 0fX 2,30,00,000

Tax@20% ofX 52,00,000 10,40,000

Tax@15% of X 64,00,000 9,60,000

Tax on other income of X 1,14,00,000

% 3,00,000 - X 6,00,000 @5% 15,000

% 6,00,000 - X 9,00,000 @10% 30,000

% 9,00,000 - X 12,00,000 @15% 45,000

% 12,00,000 - X 15,00,000 @20% 60,000

% 15,00,000 - X 1,14,00,000 @30% 29,70,000 31,20,000
51,20,000

Add: Surcharge @15% 7,68,000
58,88,000

Add: Health and education cess @4% 235,520

Tax Liability 61,23,520

Computation of tax liability of Mr. Sharma for the A.Y.2024-25 under normal provisions of th
Particulars 4

Tax on total income 0fX 2,30,00,000

Tax@20% ofX 52,00,000 10,40,000

Tax@15% of X 64,00,000 9,60,000

Tax on other income of ¥ 1,14,00,000

% 3,00,000 - X 5,00,000 @5% 10,000

% 5,00,000 - X 10,00,000 @20% 1,00,000

% 10,00,000 - X 1,14,00,000 @30% 31,20,000 32,30,000
52,30,000

Add: Surcharge @15% 7,84,500
60,14,500

Add: Health and education cess @4% 2,40,580

Tax Liability 62,55,080
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CHAPTER - 2

RESIDENCE AND SCOPE
OF TOTAL INCOME

Residence and Scope of Total Income
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[Section 6] [Section 5]
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1.

RESIDENTIAL STATUS [SECTION 6]

1.1

The incidence of tax on any assessee depends upon his residential status under the Act. For all purposes of
income-tax, taxpayers (individuals and HUF) are classified into three broad categories on the basis of their
residential status viz.

(1) Resident and ordinarily resident
(2) Resident but not ordinarily resident
(3) Non-resident

Taxpayers (other than individuals and HUF) are classified into two broad categories on the basis of their
residential status viz.

(1) Resident
(2) Non-resident

Resident and
ordinarily
resident

Resident

Resddent but

Deemed
resident
(Individual)

Individual/HUF not ordinarily

resident

Non-resident

Non-resident

Residential Status
(Section 6)

Firm/AOP/Local
Authority/Company etc.

The residential status of an assessee must be ascertained with reference to each previous year. A person
who is resident and ordinarily resident in one year may become non-resident or resident but not
ordinarily resident in another year or vice versa.

The provisions for determining the residential status of assessees are :

Residential Status of Individuals

Residential status on the basis of number of days of stay in India - Under section 6(1), an individual is
said to be resident in India in any previous year, if he satisfies any one of the following conditions:

(i) He hasbeen in India during the previous year for a total period of 182 days or more, or

(ii) He hasbeen in India during the 4 years immediately preceding the previous year for a total period of
365 days or more and has been in India for at least 60 days in the relevant previous year.
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If the individual satisfies any one of the conditions mentioned above, he is a resident. If both the above
conditions are not satisfied, the individual is a non-resident.

B The term “stay in India” includes stay in the territorial waters of India (i. . 12 nautical miles into
the sea from the Indian coastline). Even the stay in a ship or boat moored in the territorial
waters of India would be sufficient to make the individual resident in India.

u It is not necessary that the period of stay must be continuous or active nor is it essential that
the stay should be at the usual place of residence, business or employment of the individual.

u For the purpose of counting the number of days stayed in India, both the date of departure as
well as the date of arrival are considered to be in India.

B The residence of an individual for income-tax purpose has nothing to do with citizenship, place
of birth or domicile. An individual can, therefore, be resident in more countries for tax purposes
than one even though he can have only one domicile.

Exceptions :

o The following categories of individuals will be treated as resident in India only if the period of their stay
during the relevant previous year amounts to 182 days or more. In other words, even if such persons were
in India for 60 days or more (but less than 182 days) in the relevant previous year, they will not be treated
as resident due to the reason that their stay in India was for 65 days or more during the 4 immediately
preceding years.

(1) Indian citizen, who leaves India during the relevant previous year as a member of the crew of an
Indian ship or for purposes of employment outside India, or

(2) Indian citizen or person of Indian origin: who, being outside India comes on a visit to India during
the relevant previous year.

o However, such person having total income, other than the income from foreign sources [i.e., income which
accrues or arises outside India (except income from a business controlled in or profession set up in India)
and which is not deemed to accrue or arise in India], exceeding X 15 lakhs during the previous year will be
treated as resident in India if -

o the period of his stay during the relevant previous year amounts to 182 days or more, or

o he has been in India during the 4 years immediately preceding the previous year for a total period of
365 days or more and has been in India for at least 120 days in the previous year.

Stay in India for 120 days in the relevant P.Y. is not a standalone condition. This condition requires
stay in India for 120 days in the relevant P.Y. + 365 days in the 4 years immediately preceding the P.Y.

How to determine period of stay in India for an Indian citizen, being a crew member ?

o In case of foreign bound ships where the destination of the voyage is outside India, there is uncertainty
regarding the manner and the basis of determining the period of stay in India for an Indian citizen, being a
crew member.

o To remove this uncertainty, Explanation 2 to section 6(1) provides that in the case of an individual, being
a citizen of India and a member of the crew of a foreign bound ship leaving India, the period or periods of
stay in India shall, in respect of such voyage, be determined in the prescribed manner and subject to the
prescribed conditions.

° Accordingly, the CBDT has, vide Notification No.70/2015 dated 17.8.2015, inserted Rule 126 in the
Income-tax Rules, 1962 to compute the period of stay in such cases.
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o According to Rule 126, for the purposes of section 6(1), in case of an individual, being a citizen of India
and a member of the crew of a ship, the period or periods of stay in India shall, in respect of an eligible
voyage, not include the following period :

Period to be excluded :

Period commencing from Period ending on
the date entered into the Continuous Discharge and the date entered into the Continuous
Certificate in respect of joining the ship by the said Discharge Certificate in respect of signing off
individual for the eligible voyage by that individual from the ship

Meaning of certain term :

Term Meaning
Eligible A voyage undertaken by a ship engaged in the carriage of passengers or freight in
voyage international traffic where -

(i) for the voyage having originated from any port in India, has as its destination any port
outside India; and

(ii) for the voyage having originated from any port outside India, has as its destination any
port in India.

ILLUSTRATION 1:

Mr. Anand is an Indian citizen and a member of the crew of a Singapore bound Indian ship engaged in carriage
of passengers in international traffic departing from Chennai port on 6th June, 2023. From the following details
for the P.Y. 2023-24, determine the residential status of Mr. Anand for A.Y. 2024-25, assuming that his stay in
India in the last 4 previous years (preceding P.Y. 2023-24) is 400 days :

Particulars Date

Date entered into the Continuous Discharge Certificate in respect of joining the | 6th June, 2023
ship by Mr. Anand

Date entered into the Continuous Discharge Certificate in respect of signing off the | 9th December, 2023
ship by Mr. Anand

SOLUTION :

o In this case, since Mr. Anand is an Indian citizen and leaving India during P.Y. 2023-24 as a member of the
crew of the Indian ship, he would be resident in India if he stayed in India for 182 days or more.

o The voyage is undertaken by an Indian ship engaged in the carriage of passengers in international traffic,
originating from a port in India (i.e., the Chennai port) and having its destination at a port outside India
(i.e, the ingapore port). Hence, the voyage is an eligible voyage for the purposes of section 6(1).

° Therefore, the period commencing from 6th June, 2023 and ending on 9th December, 2023, being the
dates entered into the Continuous Discharge Certificate in respect of joining the ship and signing off from
the ship by Mr. Anand, an Indian citizen who is a member of the crew of the ship, has to be excluded for
computing the period of his stay in India. Accordingly, 187 days [25+31+31+30+31+30+9] have to be
excluded from the period of his stay in India. Consequently, Mr. Anand’s period of stay in India during the
P.Y. 2023-24 would be 179 days [i.e., 366 days - 187 days]. Since his period of stay in India during the P.Y.

By CA VIVEK GABA Page | 2 - 4



2 Residence & Scope of Total Income

2023-24 is less than 182 days, he is a non-resident for A.Y. 2024-25.

Deemed resident [Section 6(1A)] : An individual, being an Indian citizen, having total income, other than
the income from foreign sources [i.e., income which accrues or arises outside India (except income from a
business controlled in or profession set up in India) and which is not deemed to accrue or arise in India],
exceeding X 15 lakhs during the previous year would be deemed to be resident in India in that previous
year, if he is not liable to tax in any other country or territory by reason of his domicile or residence or any
other criteria of similar nature.

However, this provision will not apply in case of an individual who is a resident of India in the previous
year as per section 6(1).

Meaning of “liable to tax” - Liable to tax, in relation to a person and with reference to a country, means
that there is an income-tax liability on such person under the law of that country for the time being in
force. It also includes a person who has subsequently been exempted from such liability under the law of
that country.

Only Indian citizen can be deemed resident. An individual who is not an Indian citizen but a
person of Indian Origin cannot be deemed resident u/s 6(1A).

Stay in India is not necessary for being a deemed resident u/s 6(1A).

Resident and ordinarily resident/Resident but not ordinarily resident

Only individuals and HUF can be “resident but not ordinarily resident” in India. All other classes of
assessees can be either a resident or non-resident. A notordinarily resident person is one who satisfies
any one of the conditions specified u/s 6(6).

(i) If such individual has been non-resident in India in any 9 out of the 10 previous years preceding the
relevant previous year, or

(ii) If such individual has, during the 7 previous years preceding the relevant previous year, been in
India for a period of 729 days or less, or

(iii) If such individual is an Indian citizen or person of Indian origin (who, being outside India, comes on
a visit to India in any previous year) having total income, other than the income from foreign
sources [i.e., income which accrues or arises outside India (other than income derived from a
business controlled in or profession set up in India) and which is not deemed to accrue or arise in
India], exceeding X 15 lakhs during the previous year, who has been in India for 120 days or more
but less than 182 days during that previous year, or

(iv) Ifsuch individual is an Indian citizen who is deemed to be resident in India under section 6(1A).

A deemed resident u/s 6(1A) is always RNOR.

ILLUSTRATION 2 :

Brett Lee, an Australian cricket player visits India for 100 days in every financial year. This has been his practice for
the past 10 financial years.

(a)
(b)

(©

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

Would your answer change if the above facts relate to Srinath, an Indian citizen who resides in Australia
and represents the Australian cricket team?

What would be your answer if Srinath had visited India for 120 days instead f 100 days every year,
including P.Y.2023-24 ?
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SOLUTION :
(a) Determination of Residential Status of Mr. Brett Lee for the A.Y. 2024-25 :

Period of stay during previous year 2023-24 = 100 days
Calculation of period of stay during 4 preceding PYs (100 x 4 = 400 days)

2022-23 | 100 days

2021-22 | 100 days

2020-21 | 100 days

2019-20 | 100 days

Total 400 days

o Mr. Brett Lee has been in India for a period more than 60 days during previous year 2023-24 and for a
period of more than 365 days during the 4 immediately preceding previous years. Therefore, since he
satisfies one of the basic conditions under section 6(1), he is a resident for the A.Y. 2024-25.

Computation of period of stay during 7 preceding previous years = 100 x 7

= 700 days

2022-23 100 days

2021-22 100 days

2020-21 100 days

2019-20 100 days

2018-19 100 days

2017-18 100 days

2016-17 100 days

Total 700 days

o Since his period of stay in India during the past 7 previous years is less than 730 days, he is a not-
ordinarily resident during the A.Y. 2024-25 (See Note below).

o Therefore, Mr. Brett Lee is a resident but not ordinarily resident during the previous year 2023-24

relevant to the assessment year 2024-25.

Note : An individual, not being an Indian citizen, would be not-ordinarily resident person if he
satisfies any one of the conditions specified under section 6(6), i.e,

(i)  If such individual has been non-resident in India in any 9 out of the 10 previous years preceding
the relevant previous year, or

(i) If such individual has during the 7 previous years preceding the relevant previous year been in
India for a period of 729 days or less.

In this case, since Mr. Brett Lee satisfies condition (ii), he is a not-ordinarily resident for the
AY. 2024-25.
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(b) If the above facts relate to Mr. Srinath, an Indian citizen, who residing in Australia, comes on a visit to
India, he would be treated as non-resident in India, irrespective of his total income (excluding income
from foreign sources), since his stay in India in the current financial year is, in any case, less than 120
days.

(c) Inthis case, if Srinath’s total income (excluding income from foreign sources) exceeds X 15 lakh, he would
be treated as resident but not ordinarily resident in India for P.Y.2023-24, since his stay in India is 120
days in the P.Y.2023-24 and 480 days (i.e., 120 days x 4 years) in the immediately four preceding previous
years.

If his total income (excluding income from foreign sources) does not exceed X 15 lakh, he would be treated
as non-resident in India for the P.Y.2023-24, since his stay in India is less than 182 days in the
P.Y.2023-24.

ILLUSTRATION 3 :

Mr. B, a Canadian citizen, comes to India for the first time during the P.Y. 2019-20. During the financial years
2019-20, 2020-21 2021-22, 2022-23 and 2023-24, he was in India for 55 days, 60 days, 90 days, 150 days and 70
days, respectively. Determine his residential status for the AY. 2024-25.

SOLUTION :

o During the P.Y. 2023-24, Mr. B was in India for 70 days and during the 4 years preceding the P.Y. 2023-24,
he was in India for 355 days (i.e. 55+ 60+ 90+ 150 days).

o Thus, he does not satisfy the basic condition under section 6(1). Therefore, he is a non-resident for the P.Y.
2023-24.

1.2 Residential status of HUF

o Resident : A HUF would be resident in India if the control and management of its affairs is situated wholly
or partly in India.

o Non-resident : If the control and management of the affairs is situated wholly outside India, it would
become a non-resident.

"Meaning of the term “control and management”

e The expression ‘control and management’ referred to under section 6 refers to the central control and
management and not to the carrying on of dayto- day business by servants, employees or agents.

Control and management means de facto control and management and not merely having the right to
control or manage. © The Institute of Chartered Accountants of India

The business may be done from outside India and yet its control and management may be wholly within
India. Therefore, control and management of a business is said to be situated at a place where the
head and brain of the adventure is situated. Merely because the family has a house in India, where
some of the members reside in the previous year, does not constitute that place as the seat of control
and management of the affairs of the HUF unless important decisions concerning the affairs of the
HUF are taken at that place.

The place of control may be different from the usual place of running the business and sometimes even
the registered office of the assessee. This is because the control and management of a business need
not necessarily be done from the place of business or from the registered office of the assessee.

But control and management do imply the functioning of the controlling and directing power at a

particular place with some degree of permanence.
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Resident and ordinarily resident/ Resident but not ordinarily resident

If Karta of resident HUF satisfies both the following additional conditions (as applicable in case of
individual) then, resident HUF will be resident and ordinarily resident, otherwise it will be resident but not
ordinarily resident.

o Karta of resident HUF should be resident in at least 2 previous years out of 10 previous years immediately
preceding relevant previous year.

o Stay of Karta during 7 previous years immediately preceding relevantprevious year should be 730 days or
more.

ILLUSTRATION 4 :

The business of a HUF is transacted from Australia and all the policy decisions are taken there. Mr. E, the Karta of
the HUF, who was born in Kolkata, visits India during the P.Y. 2023-24 after 15 years. He comes to India on
1.4.2023 and leaves for Australia on 1.12.2023. Determine the residential status of Mr. E and the HUF for A.Y.
2024-25.

SOLUTION :

(2) During the P.Y. 2023-24, Mr. E has stayed in India for 245 days (i.e. 30+31+30+31+31+30+31+30+1 days).
Therefore, he is a resident. However, © The Institute of Chartered Accountants of India since he has come
to India after 15 years, he does not satisfy the condition for being ordinarily resident.

Therefore, the residential status of Mr. E for the P.Y. 2023-24 is resident but not ordinarily resident.

(b) Since the business of the HUF is transacted from Australia and policy decisions are taken there, it is
assumed that the control and management is in Australia i.e., the control and management is wholly
outside India. Therefore, the HUF is a non-resident for the P.Y. 2023-24.

Note - If the control and management is in India, even partially, then, the HUF would be resident in India.
In such a case, the residential status of HUF would be resident but not ordinarily resident, since the
Karta’s stay in India is for less than 730 days in the 7 previous years immediately preceding the relevant
previous year.

J Residential Status of a HUF
: [
j Is the control and management

1

of its affairs situated wholly or

partly in India? J
|
(p— ——
| YES [_ NO
- —I -
i f (.—I—.‘

Is Karta resident in India atleast in any 2 PYs out of 10 | HUF is
PYs preceding the relevant PY? | N_On—
| resident
| (+) _fEsioent

Is his stay in India for 730 days or more during the 7
PYs preceding the relevant PY?

|

& (e
| | HuFisROR [ Hur is RNOR
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1.3 Residential status of firms, AoPs and Bols

° Resident: A firm, AoP and Bol would be resident in India if the control and management of its affairs is
situated wholly or partly in India.

° Non-resident: Where the control and management of the affairs is situated wholly outside India, the firm,
AoP and Bol would become a non-resident.

The residential status of the partners/ members is immaterial while determining the residential status
of a Firm/AOP/BOI.

1.4 RESIDENTIAL STATUS OF COMPANIES

A company would be resident in India in any previous year, if :
(i) itis anIndian company; or

(ii) its place of effective management, in that year, is in India.

“Place of effective management” to mean a place where key management and commercial decisions
that are necessary for the conduct of the business of an entity as a whole are, in substance made
[Explanation to section 6(3)].

Determination of residential status of a company :

Indian company? . cOmpany is in India in non-resident  for
the relevant P.Y.? the relevant P.Y.

Yes

The company is a
resident in India for the
relevant P.Y.

Note - The guidelines issued by CBDT for determination of POEM of a foreign company and transition
mechanism for a company which is incorporated outside India, which has not been assessed to tax in India
earlier and has become resident in India for the first time due to application of POEM, has been provided
in Chapter XII-BC. The same will be dealt with at the Final level.

1.5 Residential Status Of Local Authorities and Artificial Juridical Persons

o Resident : Local authorities and artificial juridical persons would be resident in India if the control and
management of its affairs is situated wholly or partly in India.

o Non-resident : Where the control and management of the affairs is situated wholly outside India, they
would become non-residents.

2. SCOPE OF TOTAL INCOME

Section 5 provides the scope of total income in terms of the residential status of the assessee because the
incidence of tax on any person depends upon his residential status in India. The scope of total income of
an assessee depends upon the following three important considerations:

(i) theresidential status of the assessee;

(ii) the place of accrual or receipt of income, whether actual or deemed; and

(iii) the point of time at which the income had accrued to or was received by or on behalf of the assessee.
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The ambit of total income of the three classes of assessees would be as follows:
(1) Resident and ordinarily resident (ROR)

The total income of an ROR would, under section 5(1), consist of:

(i) income received or deemed to be received in India during the previous year;

(ii) income which accrues or arises or is deemed to accrue or arise in India during the previous year;
and

(iii) income which accrues or arises outside India even if it is not received or brought into India during
the previous year.

o In simpler terms, an ROR has to pay tax on the total income accrued or deemed to accrue, received or
deemed to be received in or outside India during the relevant previous year.

(2) Resident but not ordinarily resident (RNOR)
Under section 5(1), the total income of an RNOR would consist of -
(i) income received or deemed to be received in India during the previous year;

(ii) income which accrues or arises or is deemed to accrue or arise in India during the previous year;
and

(iii) income derived from a business controlled in or profession set up in India, even though it accrues or
arises outside India.

Note - All other income accruing or arising outside India which is not received or deemed to be received
or deemed to accrue or arise in India would not be included in his total income.

(3) Non-resident
A non-resident’s total income under section 5(2) includes :
(i) income received or deemed to be received in India in the previous year; and

(ii) income which accrues or arises or is deemed to accrue or arise in India during the previous year.

Note : All assessees, whether resident or not, are chargeable to tax in respect of their income
accrued, arisen, received or deemed to accrue, arise or to be received in India whereas a resident
alone (resident and ordinarily resident in the case of individuals and HUF) is chargeable to tax in
respect of income which accrues or arises outside India.

Clarification regarding liability to income-tax in India of a non-resident seafarer receiving
remuneration in NRE (Non-Resident External) account maintained with an Indian Bank
[Circular No.13/2017, dated 11.04.2017 and Circular No.17/2017, dated 26.04.2017]

Income by way of salary, received by non-resident seafarers, for services rendered outside India on a
foreign going ship (with Indian flag or foreign flag) and received into the NRE bank account
maintained with an Indian bank shall not be included in the total income.

Residential Status and Scope of Total Income: Whether the following incomes are to be included in Total
Income ?

Scope of total Income Resident and Ordinarily Resident but not Ordinarily Non-
Resident (ROR) Resident (RNOR) Resident
Income received or deemed Yes Yes Yes

to be received in India
during the previous year

Income accruing or arising Yes Yes Yes
or deeming to accrue or
arise in India during the
previous year
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Scope of total Income Resident and Ordinarily Resident but not Ordinarily Non-
Resident (ROR) Resident (RNOR) Resident
Income accruing or arising | Yes, even if such income is | Yes, but only if such income is derived | No
outside India during the | not received or brought | from a business controlled in or
previous year into India during the | profession set up in India; Otherwise,
previous year No.
ILLUSTRATION 5 :
From the following particulars of income furnished by Mr. Anirudh pertaining to the year ended 31.3.2024,
compute the total income for the A.Y. 2024-25, if he is:
(i) Resident and ordinary resident;
(i) Resident but not ordinarily resident;
(iii)  Non-resident
Particulars %
(@) | Short term capital gains on sale of shares of an Indian Company, received in 15,000
Germany
(b) | Dividend from a Japanese Company, received in Japan 10,000
(c) | Rent from property in London deposited in a bank in London, later on remitted to 75,000
India through approved banking channels
(d) | Dividend from RP Ltd., an Indian Company 6,000
(e) | Agricultural income from land in Gujarat 25,000
SOLUTION :
Computation of total income of Mr. Anirudh for the A.Y. 2024-25
Particulars Resident & Resident but not Non-
ordinarily resident | ordinarily residentI | ResidentX
3
1) Short term capital gains on sale of 15,000 15,000 15,000
shares of an Indian company, received in
Germany
2) Dividend from a Japanese company, 10,000 - -
received in Japan
3) Rent from property in London 52,500 - -
deposited in a bank in London [See Note
(i) below]
4) Dividend from RP Ltd, an Indian 6,000 6,000 6,000
Company
5) Agricultural income from land in - - -
Gujarat [See Note (ii) below]
Total Income 83,500 21,000 21,000
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Notes :

(i) Ithas been assumed that the rental income is the gross annual value of the property. Therefore, deduction
@30% under section 24, has been provided and the net income so computed is taken into account for
determining the total income of a resident and ordinarily resident.

3
Rent received (assumed as gross annual value) 75,000
Less: Deduction under section 24 (30% of X 75,000) 22,500
Income from house property 52,500

(ii) Agricultural income is exempt under section 10(1).

2.1 Meaning of “"Income Received or Deemed to be Received”

o All assessees are liable to tax in respect of the income received or deemed to be received by them in India
during the previous year irrespective of -

(i) their residential status, and
(ii) the place of its accrual.

o Income is to be included in the total income of the assessee immediately on its actual or deemed receipt.
The receipt of income refers to only the first occasion when the recipient gets the money under his
control. Therefore, when once an amount is received as income, remittance or transmission of that
amount from one place or person to another does not constitute receipt of income in the hands of the
subsequent recipient or at the place of subsequent receipt.

| |
l_ Income deemed to be received in India
[Section 7]

| |
| 1 1
y B, O o . F .
4 NN D | 4 )

Contribution by the
Central Government or
any other employer in the

Contribution in excess of 12%

of s_itlary 11;0 Ffjecog nised unrecognised provident
provident fund or interest : fund to recognised

credited in excess of 9.5% p.a SRR e provident fund (being the

{Annual accretion to the credit EChemg[;Efgg e employer's contribution

of RPF) . and interest thereon)
. J L

Amount transferred from

2.2 Meaning of Income ‘accruing’ and ‘arising’

. Accrue refers to the right to receive income, whereas due refers to the right to enforce payment of the
same. In other words, when the right to receive income becomes vested in the assessee, it is said to accrue
or arise. For e.g. salary for work done in December will accrue throughout the month, day to day, but will
become due on the salary bill being passed on 31st December or 1st January.

o Similarly, on Government securities, interest payable on specified dates arise during the period of holding,
day to day, but will become due for payment on the specified dates.

Example : Interest on Government securities is usually payable on specified dates, say on 1st January
and 1st July. In all such cases, the interest would be said to accrue from 1st July to 31st December and
on Tst January, it will fall due for payment.
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o [t must be noted that income which has been taxed on accrual basis cannot be assessed again on receipt
basis, as it will amount to double taxation. With a view to removing difficulties and clarifying doubts in the
taxation of income, Explanation 1 to section 5 specifically provides that an item of income accruing or
arising outside India shall not be deemed to be received in India merely because it is taken into account in
a balance sheet prepared in India.

° Further, Explanation 2 to section 5 makes it clear that once an item of income is included in the assessee’s
total income and subjected to tax on the ground of its accrual/deemed accrual, it cannot again be included
in the person’s total income and subjected to tax either in the same or in a subsequent year on the ground
of its receipt - whether actual or deemed.

2.3 Income deemed to accrue or arise in India [Section 9]

o Certain types of income are deemed to accrue or arise in India even though they may actually accrue or
arise outside India.

Income deemed to acorue oradsein
Inddia [Saction 91}

Fsos diowr
o Laany aamed  alliers . Rippatty, il e Indeme SrEing
werangor | | Miotemees | | ooy | |Betenapsal | fesit | oo | | doiact, ousde nd,
Ak randamad n the ""lf__ "_:II'_%;-!I"" . paviable by being any sum of
s ade nda Incka Goreriidterii ; -I.r II ; "i' maney paid
dirpctiy o ik o1 15ache inclsn withaut
rclaracty P Rerar e I | foonsideration, by a
I'r-f:'.ll-\_..r.l o iy Aonan e pesident indiam to
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The categories of income which are deemed to accrue or arise in India are :

(1) Any income accruing or arising to an assessee in any place outsidelndia whether directly or indirectly

o through or from any business connection in India,

o through or from any property in India,

o through or from any asset or source of income in India or

o through the transfer of a capital asset situated in India would be deemed to accrue or arise in India.
[Section 9(1)(i)]
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° In the case of a non-resident, the following shall not, however, be deemed to accrue or arise in
India [Explanation 1 to section 9(1)(i)]:

(i) In the case of a business, in respect of which all the operations are not carried out in India
[Explanation 1(a) to section 9(1)(i)] : In the case of a business of which all the operations are
not carried out in India, the incomeof the business deemed to accrue or arise in India shall be only
such part of income as is reasonably attributable to the operations carried out in India. Therefore, it
follows that such part of income which cannot be reasonably attributed to the operations in India, is
not deemed to accrue or arise in India.

(ii) Purchase of goods in India for export [Explanation 1(b) to section 9(1)(i)] : In the case of a
non-resident, no income shall be deemed to accrueor arise in India to him through or from
operations which are confined tothe purchase of goods in India for the purpose of export.

(iii) Collection of news and views in India for transmission out of India [Explanation 1(c) to
section 9(1)(i)]: In the case of a non-resident, being a person engaged in the business of running a
news agency or of publishing newspapers, magazines or journals, no income shall be deemed to
accrue or arise in India to him through or from activities which are confined to the collection of
news and views in India for transmission out of India.

(iv) Shooting of cinematograph films in India [Explanation 1(d) to section 9(1)(i)] : In the case of a
non-resident, no income shall be deemed to accrueor arise in India through or from operations
which are confined to the shooting of any cinematograph film in India, if such non-resident is :

(a) an individual, who is not a citizen of India or

(b) a firm which does not have any partner who is a citizen of India orwho is resident in
India; or

(c) acompany which does not have any shareholder who is a citizen of India or who is resident
in India.

(v) Activities confined to display of rough diamonds in SNZs [Explanation 1(e) to section 9(1)(i)]:
In the case of a foreign company engaged in the business of mining of diamonds, no income shall
be deemed to accrue orarise in India to it through or from the activities which are confined to
display of uncut and unassorted diamonds in any special zone notified by the Central
Government in the Official Gazette in this behalf.

Income from property, asset or source of income in India:

o Any income which arises from any property (movable, immovable, tangible and intangible property)
would be deemed to accrue or arise in India.

Examples :

1. Hire charges or rent paid outside India for the use of the machinery or buildings situated in
India,

2. Deposits with an Indian company for which interest is received outside India etc.

3. Mr. X, resident in New York, USA, has a house property situated in India which has been given
on rent by him. Rent receivable/ received by Mr. X would be taxable in India whether such rent
is received by him in India or outside Indiaas the house property is situated in India.

Income through transfer of a capital asset situated in India

o Capital gains arising through the transfer of a capital asset situated in India wouldbe deemed to accrue
or arise in India in all cases irrespective of the fact whether

(i) the capital asset is movable or immovable, tangible or intangible;
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(ii) the place of registration of the document of transfer etc.,, is in India or outside; and

(iii) the place of payment of the consideration for the transfer is within India or outside.

(2) Income from salaries earned in India [Section 9(1)(ii)] :

° Income, which falls under the head “Salaries”, is deemed to accrue or arise in India, if it is earned in India.
Salary payable for service rendered in India would be treated as earned in India.

. Further, any income under the head “Salaries” payable for rest period or leave period which is preceded
and succeeded by services rendered in India, and forms part of the service contract of employment, shall
be regarded as income earned in India.

(3) Income from salaries payable by the Government for services rendered outside India
[Section 9(1)(iii)]

o Income from ‘Salaries’ which is payable by the Government to a citizen of India for services
rendered outside India would be deemed to accrue or arise in India.

. The following conditions have to be satisfied to treat such income as deemed to accrue or arise in India :
o Income should be chargeable under the head 'Salaries’;
o The payer should be Government of India;
o) The recipient should be an Indian citizen, whether resident or non-residentin India;
The services should be rendered outside India.

o However, allowances and perquisites paid or allowed outside India by the Government to an Indian
citizen for services rendered outside India is exempt, by virtue of section 10(7).

Exemption under section 10(7) would be available to an assessee irrespective of the regime
under which he pays tax.

ILLUSTRATION 6 :

Mr. David, an Indian citizen aged 40 years, a Government employee serving in the Ministry of External Affairs, left
India for the first time on 31.03.2023 due to histransfer to High Commission of Canada. He did not visit
India any time during the P.Y. 2023-24. He has received the following income for the F.Y. 2023-24:

S. No. Particulars 4
() Salary (Computed) 5,00,000
(i) Foreign Allowance [not included in (i) above] 4,00,000
(iii) | Interest on fixed deposit from bank in India 1,00,000
(iv) Income from agriculture in Nepal 2,00,000
(V) Income from house property in Nepal 2,50,000

Compute his Gross Total Income for AY. 2024-25.
SOLUTION :

o As per section 6(1), Mr. David is a non-resident for the A.Y. 2024-25, since he wasnot present in India
at any time during the P.Y. 2023-24.

o As per section 5(2), a non-resident is chargeable to tax in India only in respect offollowing incomes:

(i) Income received or deemed to be received in India; and
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(4)

)

(ii) Income accruing or arising or deemed to accrue or arise in India.

In view of the above provisions, income from agriculture in Nepal and income from house property in
Nepal would not be chargeable to tax in the hands of David, assuming that the same were received in
Nepal. Income from ‘Salaries’ payable by the Government to a citizen of India for services rendered
outside India is deemed to accrue or arise in India as per section 9(1)(iii). Hence, such income is taxable in
the hands of Mr. David, even though he is a non-resident.

However, allowances or perquisites paid or allowed as such outside India by the Government to a citizen
of India for rendering service outside India is exempt under section 10(7). Hence, foreign allowance of X
4,00,000 is exempt under section 10(7) in the hands of Mr. David.

Gross Total Income of Mr. David for A.Y. 2024-25 :

Particulars %
Salaries (computed) 5,00,000
Income from other sources (Interest on fixed deposit in India) 1,00,000
Gross Total Income 6,00,000

Dividend paid by an Indian company outside India [Section 9(1)(iv)]

Dividends paid by an Indian company outside India is deemed to accrue or arisein India and would
be taxable in the hands of shareholders.

Interest [Section 9(1)(v)]

Under section 9(1)(v), an interest is deemed to accrue or arise in India if it ispayable by -
(i) the Government;

(ii) a person who is resident in India;

Exception : Where it is payable in respect of any debt incurred or money borrowed and used for
the purposes of a business or profession carried onby him outside India or for the purposes of
making or earning any incomefrom any source outside India, it will not be deemed to accrue
or arise inIndia.

(iii) a person who is a non-resident, when it is payable in respect of any debt incurred or moneys
borrowed and used for the purpose of a business or profession carried on in India by him.

Exception : Interest on moneys borrowed by the non-resident for any purpose in India other than
a business or profession, will not be deemed to accrue or arise in India.

Example : If a non-resident ‘A" borrows money from a non-resident ‘B’ and invests the same in
shares of an Indian company, interest payable by ‘A’ to '‘B" will not be deemed to accrue or arise in
India.

()

Royalty [Section 9(1)(vi)] :

Royalty will be deemed to accrue or arise in India when it is payable by -
(i) the Government;

(ii) a person who is a resident in India

Exception : where it is payable in respect for the transfer of any right or theuse of any property
or information used or for the utilization of services forthe purposes of a business or profession
carried on by such person outside India or for the purposes of making or earning any income from
any source outside India; or
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(iii) a person who is a non-resident, only when the royalty is payable in respectof any right,
property or information used or services utilised for purposesof a business or profession
carried on in India or for the purposes of makingor earning any income from any source in India.

Important points :

1) Lumpsum royalty not deemed to accrue arise in India: Lumpsum royalty payments made by a resident
for the transfer of all or any rights (including the granting of a licence) in respect of computer software
supplied by a non-resident manufacturer along with computer hardware under any scheme approved
by the Government under the Policy on Computer Software Export, Software Development and
Training, 1986 shall not be deemed to accrue or arise in India.

2) Meaning of Royalty: The term ‘royalty’ means consideration (including any lumpsum consideration but
excluding any consideration which would be the income of the recipient chargeable under the head
‘Capital gains’) for:

(i) the transfer of all or any rights (including the granting of licence) in respect of a patent, invention,
model, design, secret formula or process or trade mark or similar property;

(ii) the imparting of any information concerning the working of, or theuse of, a patent, invention,
model, design, secret formula or process or trade mark or similar property;

(iii) the use of any patent, invention, model, design, secret formula or process or trade mark or similar
property;

(iv) the imparting of any information concerning technical, industrial, commercial or scientific
knowledge, experience or skill;

(v) the use or right to use any industrial, commercial or scientific equipment;(but not including the
amounts referred to in section 44BB containing presumptive tax provisions relating to non-resident
engaged in the business of exploration, etc., of mineral oils, which will be dealt with at the final
level.)

(vi) the transfer of all or any rights (including the granting of licence) in respect of any copyright, literary,
artistic or scientific work including films or video tapes for use in connection with television or tapes
for use in connection with radio broadcasting.

Note: Consideration for sale, distribution or exhibition of cinematographic films is covered within
the scope of royalty.

(vii) the rendering of any service in connection with the activities listed above.

The definition of ‘royalty’ for this purpose is wide enough to cover both industrial royalties as well as
copyright royalties. The definition specially excludes income which should be chargeable to tax under the head
‘capital gains’.

(3) Consideration for use or right to use of computer software is royalty within the meaning of

section 9(1)(vi)

The consideration for use or right to use of computer software is royalty by clarifying that, transfer of all
or any rights in respect of any right, property or information includes and has always included
transfer of all or any rightfor use or right to use a computer software (including granting of a licence)
irrespective of the medium through which such right is transferred.

(4) Consideration in respect of any right, property or information - Is itroyalty ?

Royalty includes and has always included consideration in respect of any right, property or information,
whether or not,

(a) thepossession or control of such right, property or information is with thepayer;
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(ii) such right, property or information is used directly by the payer;

(iii) the location of such right, property or information is in India.

Meaning of Process : The term “process” includes and shall be deemed to have always included
transmission by satellite (including up-linking, amplification, conversion for downlinking of any signal),
cable, optic fibre or by any other similar technology, whether or not such process is secret.

(7) Fees for technical services [Section 9(1)(vii)] :

Any fees for technical services will be deemed to accrue or arise in India if theyare payable by -
(i) the Government,
(ii) a person who is resident in India

Exception : Where the fees are payable in respect of technical services utilised in a business or
profession carried on by such person outside Indiaor for the purpose of making or earning any
income from any source outside India.

(iii) a person who is a non-resident, only where the fees are payable in respectof services utilised in
a business or profession carried on by the non- resident in India or where such services are
utilised for the purpose of making or earning any income from any source in India.

Fees for technical services means any consideration (including any lumpsum consideration) for the
rendering of any managerial, technical or consultancy services (including providing the services of
technical or other personnel). However, it does not include consideration for any construction,
assembly, miningor like project undertaken by the recipient or consideration which would be income
of the recipient chargeable under the head ‘Salaries’.

Income deemed to accrue or arise in India to a non-resident by way of interest, royalty and
fees for technical services to be taxed irrespective ofterritorial nexus (Explanation to section 9)

Income by way of interest, royalty or fees for technical services which is deemed to accrue or arise
in India by virtue of clauses (v), (vi) and (vii) of section 9(1), shall be included in the total income of
the non-resident, whether or not —

(i) the non-resident has a residence or place of business or business connection in India; or
(i)  the non-resident has rendered services in India.

In effect, the income by way of fees for technical services, interest or royalty, from services utilized in
India would be deemed to accrue or arise in India in case of a non-resident and be included in his
total income, whether or not such services were rendered in India.

ILLUSTRATION 7 :

S
C

Miss Vivitha paid a sum of 5000 USD to Mr. Kulasekhara, a management consultant practising in Colombo,

pecializing in project financing. The payment was made in Colombo. Mr. Kulasekhara is a non-resident. The
onsultancy is related to a projectin India with possible Ceylonese collaboration. Is this payment chargeable to

tax in India in the hands of Mr. Kulasekhara, since the services were used in India?
SOLUTION :

A non-resident is chargeable to tax in respect of income received outside India only if such income accrues
or arises or is deemed to accrue or arise to him in India.

The income deemed to accrue or arise in India under section 9 comprises, inter alia, income by way of fees
for technical services, which includes any consideration for rendering of any managerial, technical or

consultancy services. Therefore, payment to a management consultant relating to_project financing is
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covered within the scope of “fees for technical services”.

o The Explanation below section 9(2) clarifies that income by way of, inter alia, fees for technical services,
from services utilized in India would be deemed to accrue or arise in India in case of a non-resident and be
included in his total income, whether or not such services were rendered in India or whether or not the
non- resident has a residence or place of business or business connection in India.

° In the instant case, since the services were utilized in India, the payment received by Mr. Kulasekhara, a
non-resident, in Colombo is chargeable to tax in his hands in India, as it is deemed to accrue or arise in
India.

(7) Any sum of money paid by a resident Indian to a non-corporate non- resident or foreign company
or to a resident but not ordinarily residentin India [Section 9(1)(viii)]

Income arising outside India, being any sum of money paid without consideration, by an Indian resident

person to a non-corporate non-resident or foreign company |or to a RNOR| would be deemed to accrue

or arise in India if the same is chargeable to tax under section 56(2)(x) i.e., if the aggregate of such sum
received by a non-corporate non-resident or foreign company |or a RNOR| exceeds X 50,000. You may

refer to Unit 5 of Chapter 3 where chargeability of any sum of money received is discussed in detail.

This deeming provision applies to only sum of money paid outside India to a non-corporate non-
resident or foreign company or to a RNOR, and not in respect of property, movable or immovable,
transferred outside India without consideration or for inadequate consideration to a non-corporate
non-resident or foreign company or a RNOR.

ILLUSTRATION 8 :

Compute the total income in the hands of an individual aged 35 years, being a resident and ordinarily resident,
resident but not ordinarily resident, and non- resident for the AY. 2024-25, assuming that he has exercised
the option of shiftingout of the default tax regime provided under section 115BAC(1A) :

Particulars Amount )
Interest on UK Development Bonds, 50% of interest received in India 10,000
Income from a business in Chennai (50% is received in India) 20,000
Short term capital gains on sale of shares of an Indian 20,000

company,received in London
Dividend from British company received in London 5,000

Long term capital gains on sale of plant at Germany, 50% of 40,000
gainsare received in India

Income earned from business in Germany which is controlled in 70,000
Delhi (X 40,000 is received in India)

Profits from a business in Delhi but managed entirely from London 15,000

Income from house property in London deposited in a Bank at 50,000
London, brought to India (Computed)

Interest on debentures in an Indian company, received in London 12,000

Fees for technical services rendered in India but received in London 8,000
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Particulars Amount )

Profits from a business in Mumbai, managed from London 26,000
Income from property situated in Nepal received there 16,000
(Computed)

Past foreign untaxed income brought to India during the 5,000
previousyear

Income from agricultural land in Nepal, received there and then 18,000
brought to India

Income from profession in Kenya which was set up in India, 5,000

receivedthere but spent in India

Gift received on the occasion of his wedding 20,000

Interest on savings bank deposit in State Bank of India 12,000

Income from a business in Russia, controlled in Russia 20,000

Dividend from Reliance Petroleum Limited, an Indian Company 5,000

Agricultural income from a land in Rajasthan 15,000
SOLUTION :

Computation of total income for the A.Y. 2024-25 :

Particulars Resident and Resident but not Non-
ordinarily ordinarilyresident resident
residentX z z
Interest on UK Development Bonds, 50% of 10,000 5,000 5,000

interest received in India

Income from a business in Chennai (50% is 20,000 20,000 20,000
received in India)

Short term capital gains on sale of shares of an 20,000 20,000 20,000
Indian company, received in London

Dividend from British company received in 5,000
London
Long term Capital gains on sale of plant at 40,000 -20,000 -20,000

Germany, 50% of gains are received in India

Income earned from business in Germany 70,000 70,000 40,000
which is controlled in Delhi, out of which X

40,000 is received in India

Profits from a business in Delhi but managed 15,000 15,000- 15,000-

entirely from London

By CA VIVEK GABA Page | 2 - 20



2 Residence & Scope of Total Income

Particulars Resident and Resident but not Non-

ordinarily ordinarilyresident resident
residentX 3§ 3§

Income from house property in London 50,000

deposited in a Bank at London, later on

remitted to India

Interest on debentures in an Indian company, 12,000 12,000 12,000

received in London

Fees for technical services rendered in 8,000 8,000 8,000

Indiabut received in London

Profits from a business in Mumbai, managed 26,000 26,000 26,000

from London

Income from property situated in Nepal and 16,000 - -

received there

Past foreign untaxed income brought to - - -

India during the previous year

Income from agricultural land in Nepal, 1 - -

received there and then brought to India

Income from profession in Kenya which was 8,000 5,000 -

set up in India, received there but spent in

India

Gift received on the occasion of his wedding 5,000 - 1

[not taxable]

Interest on savings bank deposit in State -12,000 12,000 2,000

Bank of India

Income from a business in Russia, controlled 20,000 -5,000 -5,000

in Russia

Dividend from Reliance Petroleum Limited, 5,000 - -

an Indian Company

Agricultural income from a land in Rajasthan - - -

[Exempt under section 10(1)]

Gross Total Income 3,52,000 2,18,000 1,83,000

Less: Deduction under section 80TTA 10,000 10,000 10,000

[Interest on savings bank account subject to

a maximum of X 10,000]

Total Income 3,42,000 2,08,000 1,73,000

By CA VIVEK GABA Page | 2 - 21




Residence & Scope Of Total Income 2

LET US RECAPITULATE :

(I) Residential status of an individual
i Q)] ) 3) (4) (5) (6)
Section 6(1) 6(1) 6(1) 6(1) 6(1A)
Main conditions All individuals | Indian citizen | Indian citizen or PIO Indian citizen or PIO Deemed resident -
[Other than leaving India residing outside residing outside India Indian citizen whose
(3), (4) and (5)] in relevant India visiting India visiting India during the total income (excl.
[Either (a) or P.Y. for during the relevant relevant P.Y. and having | Income from foreign
(b) should be employment | P.Y. and having total total income (excl. sources) > ¥ 15 lakh,
3 satisfied for or as member income (excl. Income from foreign who is not liable to
being a of crew of Income from foreign sources) > T 15 lakh tax in any other
resident] Indian ship sources) = ¥ 15 lakh country
(a) | 2182 days in the relevant N J v @ X
P.Y.
(b) | = 60 days in the (OR) /120 days in the
relevant P.Y. + = 365 relevant P.Y.
days in 4 immediately +
preceding PYs W X X \";Q = 365 days in 4 X
womediately prece_d’in’ws/
Additional conditions Section 6(6) / Section 6(6) Section 6(6)
(i | = 730 days in in 7 | If both (i) and (ii) are satisfied, ROR. 24 By default RNOR, if | By default RNOR
immediately preceding | Otherwise RMOR individual becomes
PYs i.e, if either (i) or (ii) are satisfied or neither (i) nor (ii) are | resident due to the
(i) | Resident for = 2 years | satisfied, RNOR. fulfillment of maodified
out of the 10 second condition above
immediately preceding
PYs
Notes :
1) Section 6(1A) would not apply in case of an individual who is said to be resident in India in the
previous year under section 6(1).
2) A person is said to be of Indian origin if he or either of his parents or either of his
grandparents was born in undivided India
3) “Income from foreign sources” means income which accrues or arises outside India (except
income derived from a business controlled in or a professionset up in India) and which is not
deemed to accrue or arise in India.
(ii) HUF [ROR/RNOR/non-resident] “
(i) A HUF would be resident in India if the control and management ofits affairs is situated wholly
or partly in India.
(i) If the control and management of the affairs is situated whollyoutside India, it would become a
non-resident.
(iii) If the HUF is resident, then the satisfaction or otherwise of additional conditions by Karta
would determine whether the HUF is ROR or RNOR.
(iv) If Karta satisfies both the additional conditions [(i) & (ii)] in (I) above,then, the HUF would be
ROR. Otherwise, the HUF would be RNOR.
(iii) Firms, AoPs and Bols [Resident/Non-resident]
(i) A firm, AoP or Bol would be resident in India, if the control and management of its affairs is
situated wholly or partly in India.
(ii) If the control and management of the affairs is situated wholly outside India, they would

become a non-resident.
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(iv) Companies [Resident/Non-resident] :

(i) A company would be resident in India in any previous year, if it isan Indian company or its
place of effective management (POEM)in that year, is in India.

(ii) If the company is not an Indian Company and its POEM is alsonot in India in that year, it would
become a non-resident for that year.

Section 5 [Scope of Total Income]

Resident and Ordinarily Resident Resident but not Ordinarily Non-Resident
Resident

Income received/ deemed to be|Income which is received/ | Income received/ deemed to be

received/accrued or arisen/deemed | deemed to be received/ accrued | received/accrued or
to accrue or arise in or outside India | or arisen/ deemed to accrue or | arisen/deemedto accrue or arise
arise in India; in India.
AND

In short, the globalincome is taxable. | Income which accrues or arises
outside India being derived from
a business controlled in or

profession set up in India.

TEST YOUR KNOWLEDGE

Q.1  Mr. Ram, an Indian citizen, left India on 22.09.2023 for the first time to work as an officer of a company
in Germany. Determine the residential status of Ramfor the A.Y. 2024-25.

Q.2  Mr. Dey, residing in US since 1990, visits India for 30 days every year. He came back to India on
1.4.2022 for permanent settlement. What will be his residential status for A.Y. 2024-257

Q.3 Mr. Ramesh & Mr. Suresh are brothers and they earned the following incomes during the F.Y. 2023-24.
Mr. Ramesh settled in Canada in the year 1996 andMr. Suresh settled in Delhi. Compute the total
income for the

Q.4 AY. 2024-25 assuming that both have exercised the option of shifting out ofthe default tax regime
provided under section 115BAC(1A).

Sr. Particulars Mr. Ramesh Mr.
No. (3] Suresh(X)
1. |Interest on Canada Development Bonds (only 50% of interest | 35,000 40,000

received in India)

2. | Dividend from British company, received inLondon 28,000 20,000

3. Profits from a business in Nagpur, butmanaged directly from | 1,00,000 1,40,000
London

4. | Short term capital gain on sale of shares ofan Indian company, | 60,000 90,000

received in India
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Q.5

Q.6

Sr. Particulars Mr. Ramesh Mr.
No. ) Suresh()
5. Income from a business in Chennai 80,000 70,000

6. Fees for technical services rendered in India, but received in | 1,00,000 -

Canada
7. | Interest on savings bank deposit in UCOBank, Delhi 7,000 12,000
8. Agricultural income from a land situated inAndhra Pradesh 55,000 45,000
9. | Rentreceived in respect of house property atBhopal 1,00,000 60,000
10. | Life insurance premium paid 30,000

Examine the correctness or otherwise of the statement - “Income deemed to accrue or arise in India to
a non-resident by way of interest, royalty and feesfor technical services is to be taxed irrespective of
territorial nexus”.

Examine with reasons whether the following transactions attract income-taxin India in the hands of
recipients:
(i)  Salary payable by Central Government to Mr. John, a citizen of India of I 7,00,000 for the

services rendered outside India considering that he pays tax as per the provisions of section
115BAC.

(ii)  Interest on moneys borrowed from outside India ¥ 5,00,000 by a non- resident for the purpose of
business within India say, at Mumbai.

(iii)  Post office savings bank interest of ¥ 19,000 received by a resident assessee, Mr. Ram, aged 46
years if he exercises the option of shifting out of the default tax regime provided under section
115BAC(1A).

(iv)  Royalty paid by a resident to a non-resident in respect of a business carried on outside India.

(v)  Legal charges of X 5,00,000 paid in Delhi to a lawyer of United Kingdom who visited India to
represent a case at the Delhi High Court.

ANSWERS

Under section 6(1), an individual is said to be resident in India in any previous year if he satisfies any
one of the following conditions -

He has been in India during the previous year for a total period of 182 days or more, or

He has been in India during the 4 years immediately preceding the previous year for a total period of 365
days or more and has been in India for at least 60 days in the previous year.

In the case of Indian citizens leaving India for employment, the period ofstay during the previous
year must be 182 days instead of 60 days given in (ii) above.

During the previous year 2023-24, Mr. Ram, an Indian citizen, was in Indiafor 175 days only (i.e.,
30+31+30+31+31+22 days). Thereafter, he left Indiafor employment purposes.

Since he does not satisfy the minimum criteria of 182 days stay in Indiaduring the relevant previous

By CA VIVEK GABA Page | 2 - 24




2 Residence & Scope of Total Income

year, he is a non-resident for the A.Y. 2024-25.

o Mr. Dey is a resident in A.Y. 2024-25 since he has stayed in India for a period of 366 days (more than
182 days) during the P.Y. 2023-24.

o As per section 6(6), a person will be “Not ordinarily Resident” in India in any previous year, if such
person, inter alia,:
(a) hasbeen anon-resident in 9 out of 10 previous years preceding the relevant previous year; or

(b) has during the 7 previous years immediately preceding the relevantprevious year been in India for
729 days or less.

o If he does not satisfy either of these conditions, he would be a resident and ordinarily resident.

o For the previous year 2023-24 (AY. 2024-25), his status would be “Resident but not ordinarily
resident” since he was non-resident in 9 out of 10 previous years immediately preceding the P.Y.
2023-24. He was resident only in the P.Y. 2022-23. Prior to that, he was non-resident in all the
yearssince his stay in India was only for 30 days each year.

. He can be resident but not ordinarily resident also due to the fact that hehas stayed in India only
for 545 days [365 days in P.Y. 2022-23 + (30 days x6 years)] in 7 previous years immediately
preceding the P.Y. 2023-24, whichis less than 730 days.

3.  Computation of total income of Mr. Ramesh & Mr. Suresh for the A.Y. 2024-25

S. Particulars Mr. Ramesh (Non- Mr. Suresh

No. Resident) (X) (Resident) ()

1. | Interest on Canada Development Bond 17,500 40,000
(See Note 2)

2. |Dividend from British Company received in - 20,000
London (See Note 3)

3. | Profits from a Dbusiness in Nagpur but 1,00,000 1,40,000
Managed directly from London (See Note 2)

4. | Short term capital gain on sale of shares of an 60,000 90,000
Indian company received in India (See Note 2)

5. | Income from a business in Chennai (See Note 2) 80,000 70,000

6. | Fees for technical services rendered in India, 1,00,000 -
but received in Canada(See Note 2)

7. | Interest on savings bank deposit in UCO Bank, 7,000 12,000

Delhi (See Note 2)

8. | Agricultural income from a land situated in - -
Andhra Pradesh (See Note 4)

9. |Income from house property at Bhopal 70,000 42,000
(See Note 5)
Gross Total income 4,34,500 4,14,000

Less: Deduction under Chapter VI-A

Section 80C - Life insurance premium - 30,000
Section 80TTA (See Note 6) 7,000 10,000
Total Income 4,27,500 3,74,000
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Notes :

1. Mr. Ramesh is a non-resident since he has been living in Canada since 1996. Mr. Suresh, is settled in Delhi,
and thus, assumed as a resident and ordinarily resident.

2. In case of a resident and ordinarily resident, his global income is taxable as per section 5(1). However, as
per section 5(2), in case of a non-resident, only the following incomes are chargeable to tax :

(i) Income received or deemed to be received in India; and

(ii) Income accruing or arising or deemed to accrue or arise in India

° Therefore, fees for technical services rendered in India would be taxable in the hands of Mr.
Ramesh, even though he is a non-resident.

° The income referred to in SI. No. 3,4,5 and 7 are taxable in the handsof both Mr. Ramesh and Mr.
Suresh since they accrue or arise/ deemed to accrue or arise in India.

o Interest on Canada Development Bond would be fully taxable in the hands of Mr. Suresh, whereas
only 50%, which is received in India, is taxable in the hands of Mr. Ramesh.

3.  Dividend received from British company in London by Mr. Ramesh, a non-resident, is not taxable since it
is accrued and received outsidelndia. However, such dividend received by Mr. Suresh is taxable, since
he is a resident and ordinarily resident.

4.  Agricultural income from a land situated in India is exempt under section 10(1) in the case of both non-
residents and residents.

5. Income from house property :

Mr. Ramesh (X) | Mr. Suresh ()
Rent received 1,00,000 60,000
Less: Deduction u/s 24(a) @30% 30,000 18,000
Net income from house property 70,000 42,000
The net income from house property in India would be taxable in the hands of both Mr. Ramesh and Mr.
Suresh, since the accrual and receipt of the same are in India.

6. In case of an individual, interest upto ¥ 10,000 from savings account with, inter alia, a bank is allowable
as deduction under section 80TTA.

4. This statement is correct :

As per Explanation to section 9, income by way of interest, royalty or feesfor technical services
which is deemed to accrue or arise in India by virtue of clauses (v), (vi) and (vii) of section 9(1), shall be
included in the total incomeof the non-resident, whether or not -

(i) non-resident has a residence or place of business or business connection in India; or

(i) the non-resident has rendered services in India.

In effect, the income by way of fees for technical services, interest or royalty from services utilised in India
would be deemed to accrue or arise in India in case of a non-resident and be included in his total income,
whether or not such services were rendered in India and irrespective of whether the non- resident has a
residence or place of business or business connection in India.
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5.

Taxability of receipts :

Taxable/Not
Taxable

Amount liable Reason

to tax ()

Taxable

6,50,000

As per section 9(1)(iii), salaries payable by the Government
to a citizen of India for service rendered outside India shall
be deemed to accrue or arise in India. Therefore, salary paid
by Central Government to Mr. John for services rendered
outside India would be deemed to accrue or arise in India
since he is a citizen of India. He would be entitled to
standard deduction ofX 50,000 under section 16(ia).

(i)

Taxable

5,00,000

As per section 9(1)(v)(c), interest payable by a non-resident
on moneys borrowed and used for the purposes of business
carried on by such person in India shall be deemed to accrue
or arise in India in the hands of the recipient.

(iii)

Partly Taxable

5,500

The interest on Post office savings bank a/c would be exempt
u/s 10(15)(i) only to the extent of X 3,500 in case of an
individual a/c. Further, interest upto X 10,000,
would be allowed as

deduction u/s 80TTA from Gross Totallncome. Balance X
5,500 i.e, ¥ 19,000 - 3,500 - ¥ 10,000 would be taxable
inthe hands of Mr. Ram, a resident.

(iv)

Not Taxable

Royalty paid by a resident to a non-resident in respect of a
business carried outside India would not be taxable inthe
hands of the non-resident provided the same is not received
in India. This has been provided as an exception to deemed
accrual mentioned in section9(1)(vi)(b).

(v)

Taxable

5,00,000

In case of a non-resident, any income which accrues or arises
in India or whichis deemed to accrue or arise in India or
which is received in India or is deemed to be received in India
is taxable in India.

Therefore, legal charges paid in India to a non-resident
lawyer of UK, who visited India to represent a case at the
Delhi High Court would be taxable in India.

RS PG PoE PG PSS oS
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3 Heads Of Income

HEADS OF INCOME

UNIT 1 : SALARIES

Proforma for computation of income under the head “Salaries” as per default tax regime under
section 115BAC :

Particulars Amt )
(i) Basic Salary XXX
(ii) Fees/Commission XXX
(iii) | Bonus XXX

(iv) | Allowances :

(a) Dearness Allowance [Fully taxable] XXX
(b) House Rent Allowance (HRA) [Fully taxable] XXX
(c) Children Education Allowance [Fully taxable] XXX
(d) Children Hostel Allowance [Fully taxable] XXX
(e) Transportallowance XXX

Less: X 3,200 per month only in case of blind/ XXX XXX

deaf and dumb/orthopedically handicapped employee

XXX XXX
(f) Entertainment Allowance [Fully taxable] XXX
(g) Travelling Allowance/Daily Allowance/ Conveyance Allowance XXX
Less: Exempt if the amount is fully utilised for the purpose XXX XXX
(h) Other Allowances including overtime allowance, city compensatory XXX
allowance etc. [Fully taxable]
(v) Taxable Perquisites
(a) Value of rent-free accommodation provided to the employee* XXX
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Particulars Amt )

(b) Value of any accommodation provided to the employee at a concessional rate* XXX

1) Where the accommodation is provided by the Govt. to its employees

License fee determined by the Govt. XXX

Less: Rent actually paid by the employer XXX

[I)  Where the accommodation is provided by any other employer

If accommodation is owned by the employer

I) Cities having population > 25 lakh as per 2001 census 15% of
salary in respect of the period of occupation (-) rent recovered
from employee XXX

i) Cities having population > 10 lakh < 25 lakh as per 2001 census
10% of salary in respect of the period of occupation (-) rent
recovered from employee XXX

(ii) Cities having population > 10 lakh < 25 lakh as per 2001 census
10% of salary in respect of the period of occupation (-) rent
recovered from employee XXX

iii) In other cities :7.5% of salary in respect of the period of
occupation (-) rent recovered from employee XXX

If accommodation is taken on lease/rent by the employer

Lower of lease rental paid or payable by the employer (or)
15% of salary XXX

Less: Rent recovered from the employee XXX

c) Obligation of employee discharged by employer: For e.g., Professional tax paid by the | xxx
employer

d) Any sum payable by the employer to effect an assurance on the life of the employee or to | xxx
effect a contract for annuity: Actual expenditure incurred by the employer

e)  Amount or aggregate of amounts of any contribution made Xxx
- in a recognised provident fund,
- in NPS referred to in section 80CCD(1)
- in an approved superannuation fund

by the employer to the account of the assessee, to the extent it exceeds ¥ 7,50,000 in a P.Y.

f) Annual accretion by way of interest, dividend or any other amount of similar nature | xxx
during the P.Y. to the balance at the credit of the recognized provident fund or NPS or
approved superannuation fund to the extent it relates to the employer’s contribution
which is included in total income in any P.Y. under section 17(2)(vii)

(g) Value of use of motor car [Refer Table below] Xxx

(h) Any other perquisite: For example, XXX
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Particulars Amt ®)

(1) Provision of services of a sweeper, gardener, watchman or personal attendant: Actual
cost to employer by way of salary paid or payable for such services (-) amount paid by
the employee

(2) Gas, electricity, or water supplied by employer for household consumption of the
employee: Amount paid on that account by the employer to the agency supplying gas etc.
(-) amount paid by the employee

(3) Provision of free or concessional education facilities for any member of employee’s
household: Sum equal to the expenditure incurred by the employer (-) amount paid or
recovered from the employee

Where educational institution is maintained and owned by employer: Cost of such
education in similar institution in or near the locality (-) amount paid or recovered from
employee [However, there would be no perquisite if the value of benefit per child does
not exceed X 1,000 p.m.]

Note : Above perquisites in (g) and (h) are taxable only in case of specified employees.

(4) Interest-free or concessional loan exceeding ¥ 20,000: Interest computed at the rate
charged by SBI as on 1st day of relevant P.Y. in respect of loans for similar purposes on
the maximum outstanding monthly balance (-) interest actually paid by employee

(5) Free food and non-alcoholic beverages through paid vouchers

(6) Value of gift, voucher: Sum equal to the amount of such gift [If value of gift, voucher is
below

¥ 5,000, there would be no perquisite]
(7) Use of moveable assets [Refer table at page 3.88]

(8) Transfer of moveable assets: Actual cost of asset to employer - cost of normal wear and
tear - Amount paid or recovered from employee [Refer table at page 3.89]

(vi) | Leave travel concession [Fully taxable Xxx
(vii) | Gratuity
(a) Received during the tenure of employment (fully taxable) XXX
(b) Received at the time of retirement or otherwise XXX
Less: Exempt u/s 10(10) [Refer fig at Page 3.32] XXX Xxx
(viii) | Uncommuted pension (fully taxable) Xxx
(ix) | Commuted pension XXX
Less: Exempt u/s 10(10A) [Refer fig at Page 3.29] XXX Xxx
(%) Leave encashment
(a) Received during the employment (fully taxable) XXX
(b) Received at the time of retirement or otherwise XXX
Less: Exempt u/s 10(10AA) [Refer fig at Page 3.36] XXX
(xi) | Voluntary retirement compensation XXX
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Particulars Amt )

Less: Exempt u/s 10(10C) - Least of the following: XXX Xxx

(a) Compensation received/receivable on voluntary retirement XXX

(b) 5,00,000 XXX

(c) 3 months’ salary x completed years of service XXX

(d) Last drawn salary x remaining months of service left XXX
(xi) | Retrenchment compensation etc. XXX

Less: Exempt u/s 10(10B)] - Least of the following XXX Xxx

(a) Compensation actually received XXX

(b) 5,00,000 XXX

(c) 15 days average pay x completed years of service XXX

and part thereof in excess of 6 months

Gross Salary : XXX
Less | Deduction under section 16

Standard deduction u/s 16(ia) -amount of salary orX 50,000, whichever is less Xxx
Income under the head “Salaries” XXX

normal provisions of the Act)

Proforma for computation of income under the head “Salaries” under the optional tax regime (i.e., the

Particulars Amt(%)
(i) |Basic Salary XXX
(ii) |Fees/Commission XXX
(iii) | Bonus XXX
(iv) | Allowances: XXX
(a) |Dearness Allowance [Fully taxable] XXX
(b) | House Rent Allowance (HRA) XXX
Less: Least of the following is exempt [Section 10(13A)] XXX
HRA actually received XXX
Rent paid (-)10% of salary for the relevant period XXX
50% of salary, if accommodation is located in Mumbai, Kolkata, Delhi or Chennai or
40% of salary in any other city for the relevant period XXX
(c) |Children Education Allowance XXX
Less: Exempt upto X 100 per month per child upto maximum of two children XXX |XXX
(d) |Children Hostel Allowance XXX
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Less: Exempt upto X 300 per month per child upto maximum of two children XXX |XXX

(e) |Transport allowance XXX

Less: X 3,200 per month only in case of blind/ deaf and dumb/ orthopedically|xxx |xxx

handicapped employee
(f) |Entertainment Allowance XXX
(8) Travelling Allowance/ Daily Allowance/ Conveyance Allowance XXX
Less: Exempt if the amount is fully utilised for the purpose xxx | XXX
(h) |Other Allowances including overtime allowance, XXX
city compensatory allowance etc.
(v) Taxable Perquisites
(a) |Value of rent free accommodation’ provided to the employee XXX

(b) |Value of any accommodation provided to the employee at a concessional rate | xxx

1) Where the accommodation is provided by the Govt. to its employees
License fee determined by the Govt. XXX

Less: Rent actually paid by the employer XXX

II) Where the accommodation is provided by any other employer
If accommodation is owned by the employer
Cities having population > 25 lakh as per 2001 census

15% of salary in respect of the period of occupation (-)
rent recovered from employee XXX

Cities having population >10 lakh < 25lakh as per 2001 census

10% of salary in respect of the period of occupation (-)
rent recovered from employee XXX

In other cities

7.5% of salary in respect of the period of occupation (-)
rent recovered from employee XXX

If accommodation is taken on lease/rent by the employer

Lower of lease rental paid or payable by the employer (or) 15% of salary XXX

Less: Rent recovered from the employee

(c) |Obligation of employee discharged by employer: For e.g., Professional tax paid by the|xxx
employer

(d) |Any sum payable by the employer to effect an assurance on the life of the employee or to effect | xxx
a contract for annuity: Actual expenditure incurred by the employer
(e) |Amount or aggregate of amounts of any contribution made -

- in a recognised provident fund,

- in NPS referred to in section 80CCD(1)

- in an approved superannuation fund
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by the employer to the account of the assessee, to the extent it exceeds X 7,50,000

(f) |Annual accretion by way of interest, dividend or any other amount of similar nature | XXX
during the P.Y. to the balance at the credit of the recognized provident fund or NPS or
approved superannuation fund to the extent it relates to the employer’s contribution

which is included in total income in any P.Y. under section 17(2)(vii)

(g) |Value of use of motor car [Refer Table below]
(h) |Any other perquisite: For example,

(1) Provision of services of a sweeper, gardener, watchman or personal
attendant: Actual cost to employer by way of salary paid or payable for such
services (-) amount paid by the employee

(2) Gas, electricity, or water supplied by employer for household consumption of
the employee: Amount paid on that account by the employer to the agency
supplying gas etc. (-) amount paid by the employee

(3) Provision of free or concessional education facilities for any member of employee’s
household: Sum equal to the expenditure incurred by the employer (-) amount paid or
recovered from the employee
Where educational institution is maintained and owned by employer: Cost of
such education in similar institution in or near the locality (-) amount paid or
recovered from employee [However, there would be no perquisite if the value of
benefit per child does not exceedX 1,000 p.m.]

Note: Above perquisites in (g) and (h) are taxable only in case of specified employees.

(4) Interest-free or concessional loan exceeding : ¥ 20,000: Interest computed at the
rate charged by SBI ason 1* day of relevantP.Y. inrespectofloans for similar purposes on
the maximum outstanding monthly balance (-) interest actually paid by employee

(5) Free food and non-alcoholic beverages: Expenses incurred by employer (-)
amount recovered from employee [Free food and non-alcoholic beverages
provided during office hours or paid vouchers upto I 50 per meal is exempt]

(6) Value of gift, voucher: Sum equal to the amount of such gift [If value of gift,
voucher is below

% 5,000, there would be no perquisite]

(7) Use of moveable assets [Refer table at page 3.88]

(8) Transfer of moveable assets: Actual cost of asset to employer - cost of normal
wear and tear - Amount paid or recovered from employee [Refer table at page
3.89]

(vi) [(vi) Leave travel concession XXX
Less: Exempt u/s 10(5) [Refer table at Page 3.63] XXX Xxx
(vii) | Gratuity

(a) Received during the tenure of employment (fully taxable) XXX

(b) Received at the time of retirement or otherwise XXX
Less: Exempt u/s 10(10) [Refer fig at Page 3.32] XXX Xxx

(vii) | Uncommuted pension (fully taxable) Xxx
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(ix)

(x)

(xi)

(xii)

Less:

Commuted pension XXX
Less: Exempt u/s 10(10A) [Refer fig at Page 3.29]

Leave encashment
(a) Received during the employment (fully taxable)
(b) Received at the time of retirement or otherwise

Less: Exempt u/s 10(10AA) [Refer fig at Page 3.36]

Voluntary retirement compensation

Less: Exempt u/s 10(10C) - Least of the following:

(a) Compensation received/receivable on voluntary retirement
(b) %5,00,000
(c) 3 months’ salary x completed years of service

(d) Last drawn salary x remaining months of service left

Retrenchment compensation etc.

Less: Exempt u/s 10(10B)] - Least of the following:
(a) Compensation actually received

(b) 5,00,000

(c) 15 days average pay x completed years of service and
part thereof in excess of 6 months

Gross Salary

Deduction under section 16 Standard deduction u/s 16(ia) -amount of salary or¥| XXX

50,000, whichever is less

Entertainment allowance u/s 16(ii) (only for Govt. employees)
Least of the following is allowable as deduction:

(@) 5,000

(b) 1/5th of basic salary

(c) Actual entertainment allowance received

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

XXX

Professional Tax/Tax on employment (paid by employer/ employee) u/s 16(iii

Income under the head “Salaries”

Xxx

XXX

Xxx

Xxx

Xxx

XXX

XXX
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Proforma for computation of income under the head “Salaries” under optional tax regime taking Salaries

computed as per default tax regime under section 115BAC as the starting point

Particulars Amt(X)
Income under the head “Salaries” under default tax regime under XXX
section 115BAC
Less: HRA exempt under section 10(13A) - Least of the three limits XXX
Children Education Allowance (Upto X 100 per month per child XXX
upto maximum of two children)
Children Hostel Allowance (Upto X 300 per month per child XXX
upto maximum of two children)
Free food and non-alcoholic beverages through paid vouchers XXX
upto X 50 per meal
Leave travel concession exempt u/s 10(5) XXX
XxX
Less: Deduction under section 16
Entertainment allowance u/s 16(ii) (only for Govt. employees) XXX XXX
Professional Tax/Tax on employment (paid by employer/ employee) u/s 16(iii)
Income under the head “Salaries” under optional tax regime XXX
PERQUISITE VALUE OF MOTOR CAR
S. Car owned/ Expenses Wholly Partly personal use
No. hired by met by official use
1 Employer Employer No value*
cc of engine Perquisite value
upto 1.6 litres 1,800 p.m.
above 1.6 litres % 2,400 p.m.
If chauffeur is also provided, ¥ 900 p.m. should be
added to the above value.
2 Employee Employer No value* | Actual amount of expenditure incurred by the employer
- as reduced by the perquisite value arrived at in (1) above.
3 Employer Employee
cc of engine Perquisite value
upto 1.6 litres X 600 p.m.
above 1.6 litres 3900 p.m.
If chauffeur is also provided, ¥ 900 p.m.
should be added to the above value.
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provided employer maintains the complete details of such journey and expenditure thereon and gives a
certificate that such expenditure are incurred wholly for official use.

Perquisite value of motor car is taxable only in case of specified employees if motor car is provided by
the employer to the employee. However, where the motor car is owned by the employee and used by
him or members of his family wholly for personal purpose and for which employer reimburses the
running and maintenance expenses of the car, the perquisite value of motor car would be taxable in
case of all employees

. Where car is owned by employer and expenses are also met by the employer, the taxable
perquisite in case such car is used wholly for personal purposes of the employee would be
equal to the actual expenditure incurred by the employer on running and maintenance
expenses and normal wear and tear (calculated @10% p.a. of actual cost of motor car) less
amount charged from the employee for such use

1.1 INTRODUCTION :

The provisions pertaining to Income under the head “Salaries” are contained in section 15, 16 and 17 in
the following manner.

Deduction )
(Section 16)
- Standard deduction
- Entertainment allowance$®

( - Professional tax® y
Chargeability (i
(Section 15) Meaning
- Salary due (Section 17)
- Salary paid or allowed, though - Salary
not due incasne - Perquisite
- Arrears of salary un:::;he - Profits in lieu of salary

8

"Salaries”

o $ Deduction for Entertainment allowance for Government employees and Professional tax are allowable
only under the optional tax regime i.e., if the employee exercises the option of shifting out of the default
tax regime provided under section 115BAC(1A). The same are not allowable under the default tax regime
under section 115BAC.

o Before learning the provisions, it is essential to understand the important concepts relating to Salaries.

(1) Employer-employee relationship : Every payment made by an employer to his employee for service
rendered would be chargeable to tax as salaries. Before an income can become chargeable under the head
‘salaries’, it is vital that there should exist between the payer and the payee, the relationship of an
employer and an employee.

Example : Sujata, an actress, is employed in Chopra Films, where she is paid a monthly remuneration of X 2
lakh. She acts in various films produced by various producers. The remuneration for acting in such films is
directly paid to Chopra Films by the different producers.

In this case, ¥ 2 lakh will constitute salary in the hands of Sujata, since the relationship of employer and
employee exists between Chopra Films and Sujata.
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Example : In the above example, if Sujata acts in various films and gets fees from different producers, the same
income will be chargeable as income from profession since the relationship of employer and employee does
not exist between Sujata and the film producers.

Example : Commission received by a Director from a company is salary if the Director is an employee of the
company. If, however, the Director is not an employee of the company, the said commission cannot be
charged as salary but has to be charged either as income from business or as income from other sources
depending upon the facts.

Example : Salary paid to a partner by a firm is nothing but an appropriation of profits. Any salary, bonus,
commission or remuneration by whatever name called due to or received by partner of a firm shall not be
regarded as salary. The same is to be charged as income from profits and gains of business or profession. This
is primarily because the relationship between the firm and its partners is not that of an employer and
employee.

Example : Remuneration received by a Member of Parliament/State Legislature is not taxable under the head
‘Salaries’ as such person is not a government employee. Such income would be taxable as Income from Other
Sources'.

(2) Full-time or part-time employment : Once the relationship of employer and employee exists, the income
is to be charged under the head “salaries”. It does not matter whether the employee is a full-time
employee or a part-time one.

If, for example, an employee works with more than one employer, salaries received from all the employers
should be clubbed and brought to charge for the relevant previous years.

(3) Forgoing of salary : Once salary accrues, the subsequent waiver by the employee does not absolve him
from liability to income-tax. Such waiver is only an application and hence, chargeable to tax.

Example : Mr. A, an employee instructs his employer that he is not interested in receiving the salary for April
2023 and the same might be donated to a charitable institution.

In this case, Mr. A cannot claim that he cannot be charged in respect of the salary for April 2023. It is only due
to his instruction that the donation was made to a charitable institution by his employer. It is only an
application of income.

Hence, the salary for the month of April 2023 will be taxable in the hands of Mr. A. He is, however, entitled to
claim a deduction under section 80G for the amount donated to the institution. Deduction under section 80G
is available only if Mr. A exercises the option of shifting out of the default tax regime provided under section
115BAC(1A). [The concept of deductions is explained in detail in Chapter 6].

(4) Surrender of salary : However, if an employee surrenders his salary, in the public interest, to the Central
Government under section 2 of the Voluntary Surrender of Salaries (Exemption from Taxation) Act, 1961,
the salary so surrendered would be exempt while computing his taxable income.

(5) Salary paid tax-free : This, in other words, means that the employer bears the burden of the tax on the
salary of the employee. In such a case, the income from salaries in the hands of the employee will consist
of his salary income and also the tax on this salary paid by the employer.

However, as per section 10(10CC), the income-tax paid by the employer on non-monetary perquisites on
behalf of the employee would be exempt in the hands of the employee.

(6) Place of accrual of salary : Under section 9(1)(ii), salary earned in India is deemed to accrue or arise in
India even if it is paid outside India or it is paid or payable after the contract of employment in India
comes to an end.
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If an employee is paid pension abroad in respect of services rendered in India, the same will be deemed to
accrue in India. Similarly, leave salary paid abroad in respect of leave earned in India is deemed to accrue
or arise in India.

Section 9(1)(iii) provides that salaries payable by the Government to a citizen of India for services outside
India shall be deemed to accrue or arise in India. However, by virtue of section 10(7), any allowance or
perquisites paid or allowed outside India by the Government to a citizen of India for rendering services
outside India will be fully exempt. Individual assessees who are not citizens of India are entitled to the
following exemptions in respect of remuneration/ salary received by them under section 10(6):

(i) Remuneration received by officials of Embassies etc. of Foreign States [Section 10(6)(ii)]

The remuneration received by a person for services as an official of an embassy, high commission,
legation, commission, consulate or the trade representation of a foreign State or as a member of the
staff of any of these officials is exempt.

Conditions:

(a) The remuneration received by our corresponding Government officials or members of the staff
resident in such foreign countries for similar purposes should be exempt.

(b) The above-mentioned members of the staff should be the subjects of the respective countries
represented and should not be engaged in any other business or profession or employment in
India.

(ii) Remuneration received for services rendered in India as an employee of foreign enterprise
[Section 10(6)(vi)]

Remuneration received by a foreign national as an employee of a foreign enterprise for service
rendered by him during his stay in India is also exempt from tax.

Conditions :
(a) The foreign enterprise is not engaged in any business or trade in India;
(b) The employee’s stay in India does not exceed 90 days during the previous year;

(c) The remuneration is not liable to be deducted from the employer’s income chargeable to tax
under the Act.

(iii) Salary received by a non-citizen non-resident for services rendered in connection with
employment on foreign ship [Section 10(6)(viii)]

Salary income received by or due to a non-citizen of India who is also non-resident for services
rendered in connection with his employment on a foreign ship is exempt where his total stay in
India does not exceed 90 days during the previous year.

(iv) Remuneration received by Foreign Government employees during their stay in India for
specified training [Section 10(6)(xi)]

Any remuneration received by employees of foreign Government from their respective Government
during their stay in India, is exempt from tax, if such remuneration is received in connection with
their training in any establishment or office of or in any undertaking owned by :

(a) the Government; or

(b) any company wholly owned by the Central or any State Government(s) or jointly by the
Central and one or more State Governments; or

(c) any company which is subsidiary of a company referred to in (b) above; or

(d) any statutory corporation; or
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(e) any society registered under the Societies Registration Act, 1860 or any other similar law,
which is wholly financed by the Central Government or any State Government(s) or jointly by
the Central and one or more State Governments. Now, let us discuss the chargeability under
section 15, the provisions explaining the meaning of Salary, Perquisite and Profits in lieu of
salary contained in section 17 and the deductions under section 16.

Exemption under section 10(6) and 10(7) would be available to an assessee irrespective of the regime
under which he pays tax.

1.2 BASIS OF CHARGE [SECTION 15]

(i) Section 15 deals with the basis of charge under the head “Salaries”. Salary is chargeable to tax either on
‘due’ basis or on ‘receipt’ basis, whichever is earlier.

(ii) However, where any salary, paid in advance, is assessed in the year of payment, it cannot be subsequently
brought to tax in the year in which it becomes due.

(iii) If the salary paid in arrears has already been assessed on due basis, the same cannot be taxed again when
itis paid.

Example : If A draws his salary in advance for the month of April 2024 in the month of March 2024 itself, the
same becomes chargeable on receipt basis and is to be assessed as income of the P.Y.2023-24 i.e., A.Y.2024-25.
However, the salary for the A.Y.2025-26 will not include that of April 2024.

Example : If the salary due for March 2024 is received by A later in the month of April 2024, it is still
chargeable as income of the P.Y.2023-24 i.e, A.Y.2024-25 on due basis. Obviously, salary for the A.Y.2025-26
will not include that of March 2024.

1.2.1 Advance Salary :

o Advance salary is taxable when it is received by the employee irrespective of the fact whether it is due or
not. The rule behind this is the basis of taxability of salary i.e., salary is taxed on due or receipt basis,
whichever is earlier.

o It may so happen that when advance salary is included and charged in a particular previous year, the rate
of tax at which the employee is assessed may be higher than the normal rate of tax to which he would have
been assessed. Section 89 provides for relief in these types of cases. The concept of relief under section 89
is explained in this unit later on.

Difference between advance salary and advance against salary :

o Loan is different from salary. When an employee takes a loan from his employer, which is repayable in
certain specified installments, the loan amount cannot be brought to tax as salary of the employee.

o Similarly, advance against salary is different from advance salary. It is an advance taken by the employee
from his employer. This advance is generally adjusted with his salary over a specified time period. It
cannot be taxed as salary.

1.2.2 Arrears of salary

o Normally speaking, salary arrears must be charged on due basis. However, there are circumstances when
it may not be possible to bring the same to charge on due basis.

Example : If the Pay Commission is appointed by the Central Government and it recommends revision of
salaries of employees with retrospective date, the arrears received in that connection will be charged on receipt
basis. Here also, relief under section 89 is available.
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Example : If the Central Government announces increase in HRA in the previous year 2023-24 which is
effective from 1.1.2022, then the arrears from 1.1.2022 to 31.3.3023 will be taxed in the previous year in which
they are paid because they were never due earlier. Here also, relief under section 89 is available.

1.3 SALARY, PERQUISITE AND PROFITS IN LIEU OF SALARY [SECTION 17]

Section 17
| |
Perquisite Profits in lieu of salary
Salary [Section 17(1 :
4 UL [Section 17(2)] [Section 17(3)]
1.3.1 Meaning of Salary
. The meaning of the term ‘salary’ for purposes of income-tax is much wider than what is normally

understood. The term ‘salary’ for the purposes of Income-tax Act, 1961 will include both monetary
payments (e.g. basic salary, bonus, commission, allowances etc.) as well as non-monetary facilities (e.g.
housing accommodation, medical facility, interest free loans etc.).

o Section 17(1) defines the term “Salary”. It is an inclusive definition and includes monetary as well as non-
monetary items.

‘Salary’ under section 17(1), includes the following :

(i) wages,

(i) any annuity or pension,

(iii) | any gratuity,

(iv) | any fees, commission, perquisites or profits in lieu of or in addition to any salary or wages,

(v) any advance of salary,

(vi) | any payment received in respect of any period of leave not availed by him i.e., leave salary or
leave encashment,

(vii) | Provident Fund:

o the portion of the annual accretion in any previous year to the balance at the credit of an
employee participating in a recognised provident fund to the extent it is taxable and

o transferred balance in recognized provident fund to the extent it is taxable,

(viii) | the contribution made by the Central Government or any other employer in the previous year to
the account of an employee under a pension scheme referred to in section 80CCD.

(ix) | the contribution made by the Central Government in the previous year, to the Agniveer Corpus Fund
account of an individual enrolled in the Agnipath Scheme referred to in section 80CCH.
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(1) Wages

o In common parlance, the term “wages” means fixed regular payment earned for work or services.
The words “wages”, “salary”, “basic salary” are used interchangeably. Moreover, the payments in the
form of Bonus, Allowances etc. made to the employee are also included within the meaning of

salary.

o Under the Income-tax Act, there are certain payments made which are fully taxable, partly taxable
and fully exempt. For Example, wages, salary, bonus, dearness allowance etc. are fully taxable
payments. Whereas monetary benefits in the form of allowances such as House Rent Allowance,
conveyance allowance etc. are partially taxable.

Allowances :

Allowances are monetary payments made by the employer to the employees for meeting specific
expenditure, whether personal or for the performance of duties. Under the Income-tax Act, 1961, allowance is
taxable on due or receipt basis, whichever is earlier. These allowances are generally taxable unless some
specific exemption has been provided in respect of such allowance. Various types of allowances normally in
vogue are discussed below:

Allowances

Fully Taxable under both regimes | Fully Taxable under default Fully Exempt only under the
tax regime/ Partly Exempt optional tax regime
under the optional tax regime

(i) Entertainment Allowance (i) House Rent Allowance| (i) Allowances to High Court
(ii) Dearness Allowance [u/s 10(13A)] Judges
(iii) Overtime Allowance (ii) Special Allowances [u/s|(ii) Salary and Allowances
10(14 id by the United Nati
(iv) Fixed Medical Allowance (14 bal y ? fited ations
Organization
(v) City Compensatory Allowance | EXcept (iii) Sumptuary lowance
(to meet increased cost of | (a) Travelling allowance .
living in citi granted to High Court or
ving In cities) (b) Daily allowance Supreme Court Judges
(vi) Interim Allowance (c) Conveyance allowance Note - In cases (i) and (iii)
(vii) Servant Allowance (d) Transportallowance to |above, the respective Acts
(viii) Project Allowance blind/ deaf and dumb/ |provide for such exemption, not
(ix) Tiffin/Lunch/Dinner orthopedically with standing anything
Allowance handicapped employee contained in the Income- tax Act,
(x) Anyother cash allowance Note - The exceptions in (a) to 1961. In case (ii), exemption is

(d) above are partly exempt provided under the respective

(xi) Warden Allowance
under both the tax regimes.

Act, notwithstanding anything

(xii) Non-practicing Allowance to the contrary contained in any
(xiii) Transport  allowance to other law.
employee other Fully Exempt under both tax
blind/ deaf and dumb/ regimes Allowance granted to
orthopedically handicapped Government employees outside
employee India [Section 10(7)]
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(A)

(B)

Allowances which are fully taxable under both regime

(1) City compensatory allowance : City Compensatory Allowance is normally intended to compensate
the employees for the higher cost of living in cities. It is taxable irrespective of the fact whether it is
given as compensation for performing his duties in a particular place or under special
circumstances.

(2) Entertainment allowance : This allowance is given to employees to meet the expenses towards
hospitality in receiving customers etc. The Act gives a deduction towards entertainment allowance
only to a Government employee in case he exercises the option of shifting out of the default tax
regime provided under section 115BAC(1A). The details of deduction permissible are discussed
later on in this Unit.

(3) Transportallowance : Transport allowance granted to an employee to meet his expenditure for the
purpose of commuting between the place of his residence and the place of his duty is fully taxable.
However, in case of blind/ deaf and dumb/ orthopedically handicapped employees exemption upto
% 3,200 p.m. is provided under section 10(14)(ii) read with Rule 2BB. This exemption would be
available under both regimes.

Allowances which are partially exempt under the optional tax regime/Allowances which are fully
taxable under default tax regime

(1) House rent allowance [Section 10(13A)] : HRA is a special allowance specifically granted to an
employee by his employer towards payment of rent for residence of the employee. HRA granted to
an employee is exempt to the extent of least of the following, in case such assessee exercises the
option of shifting out of the default tax regime provided under section 115BAC(1A):

Metro Cities (i.e., Delhi, Kolkata, Other Cities
Mumbai, Chennai)

1) HRA actually received for the 1) HRA actually received for the relevant
relevant period period

2) Rent paid (-) 10% of salary for the 2) Rent paid (-) 10% of salary for the
relevant period relevant period

3) 50% of salary for the relevant 3) 40% of salary for the relevant period
period

Exemption u/s 10(13A) would be available to an assessee only if he exercises the option of
shifting out of the default tax regime provided u/s 115BAC(1A). It is not available under the
default tax regime u/s 115BAC.

Exemption is not available to an assessee who lives in his own house, orin  a house for which
he has not incurred the expenditure of rent.

“Salary” for this purpose means basic salary, dearness allowance, if provided in terms of
employment and commission as a fixed percentage of  turnover.

Relevant period means the period during which the said accommodation was occupied by the
assessee during the previous year.

ILLUSTRATION 1:

Mr. Raj Kumar has the following receipts from his employer:

Basic pay % 40,000 p.m.
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p.m. for his

(1)

(i)

Rule 2BB :

Dearness allowance (D.A)) % 6,000 p.m.

Commission ¥ 50,000 p.a.
Motor car for personal use (expenses met by the employer) 31,500 p.m.
House rent allowance % 15,000 p.m.

Find out the amount of HRA exempt in the hands of Mr. Raj Kumar assuming that he paid a rent of X 16,000

accommodation at Kanpur. DA forms part of salary for retirement benefits. Mr. Raj Kumar exercises

the option of shifting out of the default tax regime provided under section 115BAC(1A).

Solution :
HRAreceived %1,80,000
Less: Exempt under section 10(13A) [Note] 31,36,800
Taxable HRA 343,200
Note : Exemption shall be least of the following three limits:
(a) theactual amountreceived (X 15,000 x 12) =31,80,000
excess of the actual rent paid by the assessee over 10% of his salary
= Rent Paid (-) 10% of salary for the relevant period
= (X 16,000x12) (-) 10% of [(X 40,0004X 6,000) x 12]
=%1,92,000-% 55,200=%1,36,800
40% salary as his accommodation is situated at Kanpur
=40% of [(X 40,000+% 6,000)x 12] =% 2,20,800
Note : For the purpose of exemption under section 10(13A), salary includes dearness allowance only
when the terms of employment so provide, but excludes all other allowances and perquisites.

(2) Special allowances to meet expenses relating to duties or personal expenses [Section 10(14)]

This clause provides for exemption (as per Rule 2BB) in respect of the following :

Special allowances or benefit, not being in the nature of a perquisite, specifically granted to meet
expenses incurred wholly, necessarily and exclusively in the performance of the duties of an office or
employment of profit [Section 10(14)(i)]

These allowances would be exempt to that extent such expenses are actually incurred for that
purpose. In other words, actual allowance received or actual amount spent for the performance of
the duties of an office or employment of profit, whichever is less would be exempt.

Special allowances granted to the assessee either to meet his personal expenses at the place where
the duties of his office or employment of profit are ordinarily performed by him or at the place
where he ordinarily resides or to compensate him for the increased cost of living [Section
10(14)(ii)]-

For the allowances under this category, there is a limit on the amount which the employee can
receive from the employer. Any amount received by the employee in excess of these specified
limits will be taxable in his hands as income from salary for the year. It does not matter whether the
amount which is received is actually spent or not by the employee for the purpose for which it was
given to him.

The following allowances have been prescribed in Rule 2BB:
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Allowances prescribed for the purposes of section 10(14)(i)

(a) any allowance granted to meet the expenditure incurred on a helper where such helper is engaged
in the performance of the duties of an office or employment of profit (Helper Allowance);

(b) any allowance granted for encouraging the academic, research and training pursuits in educational
and research institutions(Research allowance);

(c) any allowance granted to meet the expenditure on the purchase or maintenance of uniform for
wear during the performance of the duties of an office or employment of profit (Uniform
Allowance).

Allowances prescribed for the purposes of section 10(14)(ii)

S. No. Name of Allowance Extent to which allowance is exempt

1. | Any Special Compensatory Allowance In the nature of [ 800 or I 300 per month
Special Compensatory (Hilly Areas) depending upon the specified
Allowance or High Altitude Allowance or Uncongenial | l0cations
Climate Allowance or Snow Bound Area % 7,000 per month in Siachen area of
Allowance or Avalanche Allowance Jammu and Kashmir

2. | Any Special Compensatory Allowance in the nature of | 1,300 or ¥ 1,100 or X 1,050 or X
border area allowance or remote locality allowance or | 750 or ¥ 300 or X 200 per month
difficult area allowance or disturbed area allowance depending upon the specified

locations

3. |Special Compensatory (Tribal Areas/Schedule | X 200 per month
Areas/Agency Areas) Allowance [Specified States]

4. | Any allowance granted to an employee working in any | 70% of such allowance upto a maximum
transport system to meet his personal expenditure | of X 10,000 per month
during his duty performed in the course of running
such transport from one place to another, provided
that such employee is not in receipt of daily allowance

5. | Children Education Allowance X 100 per month per child upto a

maximum of two children

6. |Any allowance granted to an employee to meet the [¥ 300 per month per child upto a
hostel expenditure on his child maximum of two children

7. | Compensatory Field Area Allowance [Specified areas in | X 2,600 per month
Specified States]

8. | Compensatory Modified Field Area Allowance | 1,000 per month
[Specified areas in Specified States]

9. | Any special allowance in the nature of counter | 3,900 per month
insurgency allowance granted to the members of the
armed forces operating in areas away from their
permanent locations.
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S. No. Name of Allowance Extent to which allowance is exempt

10. | Underground Allowance granted to an employee who | ¥ 800 per month
is working in uncongenial, unnatural climate in
underground mines.

11. | Any special allowance in the nature of high Altitude
allowance granted to the member of the armed forces
operating in high altitude areas

For altitude of 9,000 to 15,000 feet For above 15,000 | X 1,060 per month
feet ¥ 1,600 per month

12. | Any special allowance in the nature of special | 4,200 per month
compensatory highly active field area allowance
granted to the member of the armed forces

13. | Any special allowance in the nature of Island (duty) | X 3,250 per month
allowance granted to the member of the armed forces
in Andaman & Nicobar and Lakshadweep Group of
Islands

Any assessee claiming exemption in respect of allowances mentioned at serial numbers 7 & 8 and 9 shall
not be entitled to exemption in respect of the allowance and disturbed area allowance referred at serial number
2, respectively.

(c) Allowances which are partly exempt under both regimes

The following allowances prescribed in Rule 2BB would be exempt under both the default and optional tax
regimes :

Allowances prescribed for the purposes of section 10(14)(i)
(a) any allowance granted to meet the cost of travel on tour or on transfer (Travelling Allowance);

Explanation - “allowance granted to meet the cost of travel on transfer” includes any sum paid in
connection with the transfer, packing and transportation of personal effects on such transfer.

(b) any allowance, whether granted on tour or for the period of journey in connection with transfer, to
meet the ordinary daily charges incurred by an employee on account of absence from his normal
place of duty (Daily allowance);

(c) any allowance granted to meet the expenditure incurred on conveyance in performance of duties of
an office or employment of profit (Conveyance Allowance);

Allowances prescribed for the purposes of section 10(14)(ii)

Any transport allowance granted to an employee who is blind or deaf and dumb or orthopedically
handicapped with disability of the lower extremities of the body, to meet his expenditure for commuting
between his residence and place of duty would be exempt upto X 3,200 per month.

ILLUSTRATION 2 :

Mr. Srikant has two sons. He is in receipt of children education allowance of ¥ 150 p.m. for his elder son and ¥ 70
p.m. for his younger son. Both his sons are going to school. He also receives the following allowances:

Transport allowance : % 1,800 p.m.
Tribal area allowance : % 500 p.m.

Compute his taxable allowances
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SOLUTION :
Taxable allowance in the hands of Mr. Srikant is computed as under -

If Mr. Srikant exercises the option of shifting out of the default tax regime provided under section
115BAC(1A)

Children Education Allowance:

Elderson[(X150-%3100) p.m. x 12 months] =3600
Youngerson[(X70-370) p.m. x 12 months] = Nil ¥ 600
Transportallowance (1,800 p.m. x 12 months) 21,600
Tribal area allowance [(X 500 -3 200) p.m. x 12 months] ¥3,600
Taxableallowances 325,800

If Mr. Srikant pays tax under default tax regime under section 115BAC

Children Education Allowance [(X 150 +3 70) p.m. x 12 months] T 2,640
Transport allowance (X 1,800 p.m. x 12 months) 21,600
Tribal area allowance (X 500 p.m. x 12 months) 6,000
Taxableallowances 330,240

(D) Allowances which are fully exempt only under the optional tax regime (i.e., the normal provisions
of the Act)

(1) Allowance to Supreme Court/ High Court Judges : Any allowance paid to a Judge of a High Court
and Supreme Court under section 22A(2) of the High Court Judges (Conditions of Service) Act,
1954 and section 23(1A) of the Supreme Court Judges (Salaries and Conditions of services) Act,
1958, respectively, is not taxable under the optional tax regime (i.e., normal provisions of the Act).

(2) Allowance received from United Nations Organisation (UNO): Salary and Allowance paid by the
UNO to its employees is not taxable by virtue of section 2 of the United Nations (Privileges and
Immunities) Act, 1947. Besides salary, any pension covered under the United Nations (Privileges
and Immunities) Act and received from UNO is also exempt from tax under the optional tax regime
(i.e., normal provisions of the Act).

(3) Sumptuary allowance: of Service) Act, 1954 and Supreme Court Judges under section 23B of the
Sumptuary allowance given to High Court Judges under section 22C of the High Court Judges
(Conditions Supreme Court Judges (Conditions of Service) Act, 1958 is not chargeable to tax under
the optional tax regime (i.e., normal provisions of the Act)

Note - In cases (1) and (3) above, the respective Acts provide for such exemption, notwithstanding
anything contained in the Income-tax Act, 1961. In case (2), exemption is provided under the respective
Act, notwithstanding anything to the contrary contained in any other law.

(E) Allowances which are fully exempt under both regimes

Allowances payable outside India [Section 10(7)] : Allowances or perquisites paid or allowed as such
outside India by the Government to a citizen of India for services rendered outside India are exempt from
tax.
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(2)

Annuity or Pension

Meaning of Annuity

As per the definition, ‘annuity’ is treated as salary. Annuity is a sum payable in respect of a
particular year. It is a yearly grant. If a person invests some money entitling him to series of equal
annual sums, such annual sums are annuities in the hands of the investor.

Annuity received by a present employer is to be taxed as salary. It does not matter whether it is paid
in pursuance of a contractual obligation or voluntarily.

Annuity received from a past employer is taxable as profit in lieu of salary.

Annuity received from person other than an employer is taxable as “income from other sources”.

Pension

Concise Oxford Dictionary defines ‘pension’ as a periodic payment made especially by Government or a
company or other employers to the employee in consideration of past service payable after his retirement.

Pension is of two types: commuted and uncommuted.

Uncommuted Pension : Uncommuted pension refers to pension received periodically. It is fully
taxable in the hands of both government and non- government employees.

Commuted Pension : Commutation means inter-change. Commuted pension means lump sum
amount taken by commuting the whole or part of the pension. Many persons convert their future
right to receive pension into a lumpsum amount receivable immediately.

Example : Suppose a person is entitled to receive a pension of say ¥ 10,000 p.m. for the rest of his life. He may
commute 1/4th i.e., 25% of this amount and get a lumpsum of say ¥ 1,50,000. After commutation, his pension
will now be the balance 75% of ¥ 10,000 p.m. =X 7,500 p.m.

Exemption in respect of Commuted Pension [Section 10(10A)] :

As per section 10(10A), the payment in respect of commuted pension is exempt, subject to the conditions

specified therein. Its tax treatment is depicted hereunder:

Pension
Commuted Uncommuted
[ . 1 1
Fully
Employees of the Central Other Employees tiichle
Government/ local authorities/ -
Statutory Corporation/ members of K d
Civil Services/ Defence Services etc. e If the employee does
If the employee is in e
| receipt of gratuity gratuity y
Fully exempt u/s [ I
T10(10A)() _ 1/2 x (commuted
1/3 x (commuted pension pension received +
received + commutation %) x commutation %) x 100,
100, would be exempt u/s would be exempt u/s
10(10A)(ii)(a) 10(10A)(i1)(b)
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u Exemption u/s 10(10A) in respect of commuted pension is available to an assessee irrespective
of the regime under which he pays tax.

u Judges of the Supreme Court and High Court will be entitled to the exemption of the
commuted portion u/s  10(10A)(i).

ILLUSTRATION 3 :

Mr. Sagar who retired on 1.10.2023 is receiving X 5,000 p.m. as pension. On 1.2.2024, he commuted 60% of his
pension and received ¥ 3,00,000 as commuted pension. You are required to compute his taxable pension
assuming:

(@) Heis agovernment employee.
(b) Heis a private sector employee and received gratuity of X 5,00,000 at the time of retirement.
(c) Heis a private sector employee and did not receive any gratuity at the time of retirement.

SOLUTION :
(@) Heis agovernment employee :

Uncommuted pension received (October - March) % 24,000
[(X 5,000 x 4 months) + (40% ofX 5,000 x 2 months)]

Commuted pensionreceived X3,00,000
Less: Exemptu/s 10(10A) % 3,00,000 NIL
Taxable pension 324,000

(b) He is a private sector employee and received gratuity ¥ 5,00,000 at the time of retirement
Uncommuted pension received (October - March) % 24,000
[(R 5,000 x 4 months) + (40% of X 5,000 x 2 months)]
Commuted pensionreceived % 3,00,000

Less: Exemptu/s 10(10A

(l % 3,00,000 100% ¥1,66,667 31,33,333
3% 60% 0
Taxable pension ¥1,57,333

(c) He is a private sector employee and did not receive any gratuity at the time of retirement
Uncommuted pension received (October — March) % 24,000
[(R 5,000 x 4 months) + (40% ofX 5,000 x 2 months)]
Commuted pension received % 3,00,000

Less: Exempt u/s 10(10A)

(l % 3,00,000 100% %2,50,000 50,000
3% 60% 0
Taxable pension X74,000
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Exemption in respect of pension received by recipient of gallantry awards [Section 10(18)]

Any income by way of pension received by an individual is exempt from income- tax if -
(a) suchindividual was an employee of Central or State Government and

(b) has been awarded “Param Vir Chakra” or “Maha Vir Chakra” or “Vir Chakra” or such other gallantry
award notified by the Central Government in this behalf.

In case of the death of such individual, any income by way of family pension received by any member of
the family of such individual shall also be exempt under this clause.

“Family”, in relation to an individual, means -
o The spouse and children of the individual; and

o The parents, brothers and sisters of the individuals or any of them, wholly or mainly dependent on
the individual.

Exemption under section 10(18) would be available to an assesse irrespective of the regime under
which he pays tax.

Exemption of disability pension granted to disabled personnel of armed forces who have been invalided
on account of disability attributable to or aggravated by such service [Circular No. 13/2019, dated
24.6.2019]

The entire disability pension, i.e., “disability element” and “service element” of pension granted to members of
naval, military or air forces who have been invalided out of naval, military or air force service on account of
bodily disability attributable to or aggravated by such service would be exempt from tax.

The CBDT has, vide this circular, clarified that exemption in respect of disability pension would be available to
all armed forces personnel (irrespective of rank) who have been invalided out of such service on account of
bodily disability attributable to or aggravated by such service. However, such tax exemption will be available
only to armed forces personnel who have been invalided out of service on account of bodily disability
attributable to or aggravated by such service and not to personnel who have been retired on superannuation
or otherwise.

(3) Gratuity :

Gratuity is a voluntary payment made by an employer in appreciation of services rendered by the
employee. Now-a-days gratuity has become a normal payment applicable to all employees. In fact,
Payment of Gratuity Act, 1972 is a statutory recognition of the concept of gratuity. Almost all employers
enter into an agreement with employees to pay gratuity.

Exemption in respect of Gratuity [Section 10(10)] :

*Any death cum retirement gratuity received by an employee on his retirement or his becoming
incapacitated prior to such retirement or on his termination or any gratuity received by his widow,
children or dependents on his death

$ Salary for this purpose means basic salary and dearness allowance. No. of days in a month for this
purpose, shall be taken as 26.

#Salary for this purpose means basic salary and dearness allowance, if provided in the terms of
employment for retirement benefits, forming part of salary and commission which is expressed as a fixed
percentage of turnover.
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Gratuity
| B |
Received during Received at the time of
service retirement/Death
| |
Fully P L .
Taxable Received under the . O’Ther
Pension Code or s X {-ayees
Regulations applicable £ 4
to members of the Covered under the *Not covered under
Defence Service/ Payment of the Payment of
Bty o ool Gratuity Act, 1972 Gratuity Act, 1972
— | |
Government/ Members
of Civil Services/ local (Least of the following ffoucl..;?st o‘:;trd b.:q
authority employees etc. would be exempt u/s exerg t u/s
\ ) 10(10)(ii): S
o 10(10) (iii):
- 220
| ? - %20 lakh
Fully Exempt - Actual gratuity ,
: : - Actual gratuity
u/s 10(10)(i) received rectied

- 15 days' salary® (based
on last drawn salary) for
every completed year of
service or part in excess
of 6 months (No. of
days in a month to be
taken as 26)

- Half month salary#
(based on avg of last
10 months salary) for
every completed
year of service
(fraction to be
J \ ignored) y,

\.

e  Where gratuity is received from 2 or more employers in the same previous year, then, aggregate amount of
gratuity exempt from tax cannot exceed X 20,00,000.

e  Where gratuity is received in any earlier previous year from former employer and again received from
another employer in a later previous year, the limit of ¥ 20,00,000 will be reduced by the amount of
gratuity exempt earlier.

e It is important to note the difference in definition of “Salary” and the manner of computation of the third
limit in case of employees covered under the Payment of Gratuity Act, 1972 and those not covered for
determining the amount of exempt gratuity.

e  Exemption under section 10(10) would be available to an assessee irrespective of the regime under which
he pays tax.

ILLUSTRATION 4 :

Mr. Ravi retired on 15.6.2023 after completion of 26 years 8 months of service and received gratuity of X
15,00,000. At the time of retirement, his salary was:

Basic Salary : ¥50,000 p.m.

Dearness Allowance : 10,000 p.m. (60% of which is for retirement benefits)

Commission : 1% of turnover (turnover in the last 12 months was I 1,20,00,000)
Bonus : X 25,000 p.a. Compute his taxable gratuity assuming:
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(a)
(b)
()

(a)

(b)

(c)

(4)

He is private sector employee and covered by the Payment of Gratuity Act, 1972.
He is private sector employee and not covered by Payment of Gratuity Act, 1972.

He is a Government employee.

SOLUTION :

He is covered by the Payment of Gratuity Act 1972 :

Gratuity received at the time of retirement I 15,00,000

Less: Exemption under section 10(10)

Least of the following :
i)  Gratuity received 15,00,000
ii) Statutory limit %20,00,000

iii) 15 days’ salary based on last drawn salary for each completed

15
year of service or part thereof in excess of 6 months 26 xlast

15
drawn salary x years of service% x (50,000 + 10,000) x 27 = 3934615 3934615

Taxable Gratuity % 5,65,385

He is not covered by the Payment of Gratuity Act 1972

Gratuity received at the time of retirement % 15,00,000
Less: Exemption under section 10(10) (Note) ¥ 8,58,000
Taxable Gratuity %6,42,000

Note : Exemption under section 10(10) is least of the following:
(i) Gratuity received %15,00,000
(ii)  Statutory limit %20,00,000
(iii) Half month’s salary based on average salary of last 10 months preceding the month of retirement

1
for each completed year of service. i.e. 5 x Average salary x years of service

10
[(50,000 x 10) + (10,000 x 60% x 10) + (1% x 1,20,000 Xﬁﬂ
=2 10

=

x 26 =38,58,000

He is a government employee

Gratuity received at the time of retirement % 15,00,000
Less: Exemption under section 10(10) % 15,00,000
Taxable gratuity Nil

Fees, commission, perquisites or profits in lieu of or in addition to any salary or wages

The payment in the form of fees or commission by the employer to the employee are fully taxable.
Commission may be paid as fixed percentage of turnover or net profits etc.
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o Section 17(2) and 17(3) contains the provisions relating to perquisites and profits in lieu of salary,
respectively. The provisions of these sections would be discussed in detail separately in this unit.

(5) Any Advance of Salary

The treatment of “Advance Salary” is already discussed in this unit.

(6) Leave Salary or Leave Encashment

Generally, employees are allowed to take leave during the period of service. Employee may avail such
leave or in case the leave is not availed, then the leave may either lapse or be accumulated for future or
allowed to be encashed every year or at the time termination/ retirement. The payment received on
account of encashment of unavailed leave would form part of salary. However, section 10(10AA)
provides exemption in respect of amount received by way of encashment of unutilised earned leave by an
employee at the time of his retirement, whether on superannuation or otherwise.

Exemption of amount received by way of encashment of unutilised earned leave on retirement

[Section 10(10AA)]
The taxability and exemption provisions are depicted hereunder :
Leave Encashment
I
I |
Received during the Received on retirement, whether on
period of service superannuation or otherwise
Fully Taxable
By a Government employee By any other employee
| |
Fully exempt u/s Least of the following is
10(T0AA) (1) exempt u/s 10(10AA)(ii)
|
| | | l
7 25,00.000 Leave salary 10 months’ salary (on Cash equivalent of
actually received the basis of average unavailed leave (Based on
salary of last 10 months last 10 months average
preceding retirement) | |salary) to his credit at the
time of retirement
|
Earned |eave entitlement cannot exceed 30 days for every year of actual
service rendered for the employer from whose service he has retired

B  Where leave salary is received from two or more employers in the same previous year, then the
aggregate amount of leave salary exempt from tax cannot exceed X 25,00,000.

B  Where leave salary is received in any earlier previous year from a former employer and again
received from another employer in a later previous year, the limit of ¥ 25,00,000 will be reduced
by the amount of leave salary exempt earlier.

B Salary for this purpose means basic salary and dearness allowance, if provided in the terms of
employment for retirement benefits and commission which is expressed as a fixed percentage of
turnover.
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‘Average salary’ will be determined on the basis of the salary drawn during the period of ten
months immediately preceding the date of his retirement whether on superannuation or
otherwise.

Exemption under section 10(10AA) would be available to an assessee irrespective of the regime
under which he pays tax.

ILLUSTRATION 5 :

(a)
(b)

(a)

(b)

Mr. Gupta retired on 1.12.2023 after 20 years of service and received leave salary of X 5,00,000. Other details of
his salary income are :

Basic Salary : 5,000 p.m. (X 1,000 was increased w.e.f. 1.4.2023)
Dearness Allowance : 3,000 p.m. (60% of which is for retirement benefits)
Commission : X500 p.m.

Bonus : %1,000 p.m.

Leave availed during service : 480 days

He was entitled to 30 days leave every year.
You are required to compute his taxable leave salary assuming:

He is a government employee.
He is a non-government employee.

SOLUTION :

He is a government employee :

Leave Salary received at the time of retirement %5,00,000
Less: Exemption under section 10(10AA) %5,00,000
Taxable Leave salary Nil

He is a non-government employee :

Leave Salary received at the time of retirement % 5,00,000
Less: Exempt under section 10(10AA) [See Note below] %26,400
Taxable Leave Salary %4,73,600

Note : Exemption under section 10(10AA) is least of the following:
(i) Leavesalaryreceived %5,00,000
(ii) Statutory limit % 25,00,000

(iii) 10 months’ salary based on average salary of last 10 months

) [10 Salary of last 10 months i.e. Feb. - Nov}

Le.| Hox 10 Months

) (5000 x 8) + (4000 x 2) + (60% x 3000 x 10)] )

—[10 X 10 Months =3 66,000

(iv) Cash equivalent of leave standing at the credit of the employee based on the average salary of
last 10 months’ (max. 30 days per year of service) Leave Due = Leave allowed - Leave taken
= (30 days per year x 20 years ) - 480 days= 120 days
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(7)

e [Leav due (in case)

30 days x Average salary p.m.}

_[120days ?66,000]
| 30days ©* 10

26,400

Provident fund :

Provident fund scheme is a scheme intended to give substantial benefits to an employee at the time of his
retirement. Under this scheme, a specified sum is deducted from the salary of the employee each month or
at regular intervals as his contribution towards the fund. The employer also generally contributes the
same amount out of his pocket, to the fund. The contributions of the employer and the employee are
invested in approved securities. Interest earned thereon is also credited to the account of the employee.
Thus, the credit balance in a provident fund account of an employee consists of the following:

(i) employee’s contribution

(ii) interest on employee’s contribution

(iii) employer’s contribution

(iv)

The accumulated balance is paid to the employee at the time of his retirement or resignation. In the case

interest on employer’s contribution.

of death of the employee, the same is paid to his legal heirs.

The provident fund represents an important source of small savings available to the Government.
Hence, the Income-tax Act, 1961 gives certain deductions on savings in a provident fund account.

Types of Provident Funds

Recognised Unrecognised Statutory : _
Provident Fund Provident Fund Provident Fund Pu?hzgr@‘;ﬁrnt
(RPF) (URPF) (SPF)

(i) Recognised Provident Fund (RPF) : Recognised provident fund means a provident fund
recognised by the Commissioner of Income-tax for the purposes of income-tax. It is governed by Part
A of Schedule IV to the Income- tax Act, 1961. This schedule contains various rules regarding the
following :
(a) Recognition of the fund
(b) Employee’s and employer’s contribution to the fund
(c) Treatment of accumulated balance etc.
A fund constituted under the Employees’ Provident Fund and Miscellaneous Provisions Act, 1952
will also be a Recognised Provident Fund.
(ii) Unrecognised Provident Fund (URPF) : A fund not recognised by the Commissioner of Income-tax
is Unrecognised Provident Fund.
Statutory Provident Fund (SPF) : The SPF is governed by Provident Funds Act, 1925. It applies to
employees of government, railways, semi-government institutions, local bodies, universities and all
recognised educational institutions.

(iii)

Public Provident Fund (PPF) : Public provident fund is operated under the Public Provident Fund
Act, 1968. A membership of the fund is open to every individual though it is ideally suited to self-
employed people. A salaried employee may also contribute to PPF in addition to the fund operated
by his employer. An individual may contribute to the fund on his own behalf as also on behalf of a
minor of whom he is the guardian.

(iv)
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For getting a deduction under section 80C, a member is required to contribute to the PPF a
minimum of ¥ 500 in a year. The maximum amount that may qualify for deduction on this account
is¥ 1,50,000 as per PPF rules.

A member of PPF may deposit his contribution in as many installments in multiples of ¥ 500 as is
convenient to him. The amount of contribution may be paid at any of the offices or branch offices of

the State Bank of India or its subsidiaries and specified branches of banks or any Post Office.

The tax treatment is given below: During the Employment period :

where an employee
exercises the option
of shifting out of the
default tax regime
provided under
section 115BAC(1A)

where an employee
exercises the option
of shifting out of the
default tax regime
provided under
section 115BAC(1A)

Particulars Recognised PF | Unrecognised PF Statutory PF Public PF
Employer’s Contribution in|Not taxable at|Fully exempt N.A.(as there is only
Contribution excess of 12% of|/the  time of assessee’s own

salary is taxable as|contribution contribution)

“salary” u/s 17(1)
Employee’s Eligible for |Not eligible for |Eligible for | Eligible for deduction
Contribution deduction u/s 80C,|deduction deduction u/s 80C,|u/s 80C, where an

employee exercises the

option

of shifting out of

the default tax regime
provided under section
115BAC(1A)

Other Sources’.

e Employer’s
contribution
and interest
thereon is
salary

Interest Credited |Amount in excess|Not taxable at|Fully exempt N.A.
on Employer’s| Of 9.5% p.a. is|the time of credit
Contribution taxable as “salary” | of interest
u/s 17(1)
Interest Credited | Amount in excess of | Not taxable at|Exempt upto certain | Fully exempt
on Employee’s | 9.5% p.a. is taxable the time of credit|limit of contribution |pylly  exempt u/s
Contribution as “salary” u/s|of interest [See Note below] 10(11)
Amount 17(1) [See Note|. Employee’s Exempt u/s 10(11)
retirement/ 10(12) subject to| pottaxable.
termination certain conditions
i . e Interest on
detailed in the chart )
Employee’s
below S :
contribution is
taxable under
‘Income  from

Salary for this purpose means basic salary and dearness allowance, if provided in the terms of

employment for retirement benefits and commission as a percentage of turnover.

Note : Interest credited on contribution by such person/employee

o As per section 10(11), any payment from a Provident Fund (PF) to which Provident Fund Act, 1925,
applies or from Public Provident Fund would be exempt.
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o Accumulated balance due and becoming payable to an employee participating in a Recognized Provident
Fund (RPF) would be exempt under section 10(12).

o However, the exemption under section 10(11) or 10(12) would not be available in respect of income by
way of interest accrued during the previous year to the extent it relates to the amount or the aggregate of
amounts of contribution made by that person/employee exceeding X 2,50,000 in any previous year in that
fund, on or after 1°* April, 2021.

o If the contribution by such person/employee is in a fund in which there is no employer’s contribution,
then, a higher limit of ¥ 5,00,000 would be applicable for such contribution, and interest accrued in any
previous year in that fund, on or after 1* April, 2021 would be exempt upto that limit.

o It may be noted that interest accrued on contribution to such funds upto 31° March, 2021 would be
exempt without any limit, even if the accrual of income is after that date.

o Exemption under section 10(11) and 10(12) would be available to an assessee irrespective of the regime
under which he pays tax.

° The CBDT has, vide Rule 9D, notified the manner to calculate taxable interest relating to contribution in a
provident fund or recognized provident fund, exceeding threshold limit.

o Interest income accrued during the previous year which is not exempt from inclusion in the total income
of a person (taxable interest) shall be computed as the interest accrued during the previous year in the
taxable contribution account.

o For this purpose, separate accounts within the provident fund account shall be maintained during the
previous year 2021-22 and all subsequent previous years for taxable contribution and non-taxable
contribution made by a person.

(a) Non-taxable contribution account - Aggregate of
(i) closing balance in the account as on 31.03.2021;

(ii) any contribution made by the person in the account during the previous year 2021-22 and
subsequent previous years, which is not included in the taxable contribution account; and

(iii) interestaccrued on (i) and (ii),
as reduced by the withdrawal, if any, from such account.
(b) Taxable contribution account - Aggregate of

(i) contribution made by the person in the account during the previous year 2021-22 and
subsequent previous years, which is in excess of the yearly threshold limit; and

(ii) interestaccrued on (i)
as reduced by the withdrawal, if any, from such account.

. Yearly threshold limit is ¥ 5,00,000, if the contribution by such person/employee is in a fund in which
there is no employer’s contribution and X 2,50,000 in other cases.

o It may be noted that interest accrued on contribution to such funds upto 31* March, 2021 would be
exempt without any limit, even if the accrual of income is after that date.

o Exemption under section 10(11) and 10(12) would be available to an assessee irrespective of the regime
under which he pays tax.

o The CBDT has, vide Rule 9D, notified the manner to calculate taxable interest relating to contribution in
a provident fund or recognized provident fund, exceeding threshold limit.

o Interest income accrued during the previous year which is not exempt from inclusion in the total income
of a person (taxable interest) shall be computed as the interest accrued during the previous year in the
taxable contribution account.
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For this purpose, separate accounts within the provident fund account shall be maintained during the
previous year 2021-22 and all subsequent previous years for taxable contribution and non-taxable
contribution made by a person.

(a)

(b)

Non-taxable contribution account - Aggregate of
(i) closing balance in the accountas on 31.03.2021;

(ii) any contribution made by the person in the account during the previous year 2021-22 and
subsequent previous years, which is not included in the taxable contribution account; and

(iii) interestaccrued on (i) and (ii),
as reduced by the withdrawal, if any, from such account.
Taxable contribution account - Aggregate of

(i) contribution made by the person in the account during the previous year 2021-22 and
subsequent previous years, which is in excess of the yearly threshold limit; and

(ii) interestaccrued on (i)

(iii) asreduced by the withdrawal, if any, from such account.

Yearly threshold limit is ¥ 5,00,000, if the contribution by such person/employee is in a fund in which
there is no employer’s contribution and X 2,50,000 in other cases.

Exemption of Accumulated balance of RPF, payable to an employee

Has the employee rendered continuous service of at least
5 years with the employer?
|
’ +
YES NO
I 1
Are his services terminated due to {i) his ill-health {ii)
Exempt contraction or discontinuance of employer’s business or
{17 any other cause beyond the control of the
employee?
{
4 A
Yes No
!
Exempt
i N 4 y
Is the entire balance Is the entire balance
standing to the standing to the credit
credit of the No No of the employee
employee Taxable* |e transferred to his NPS
transferred to his account referred to in
individual account in section BOCCD and
any RPF maintained notified by the Central
with his new Government?
employer? .
Yes
¢ Yes h 4
Exempt | Exempt
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* Where the accumulated balance in RPF becomes taxable, the tax payable in each of the years would be
computed as if the fund had been an URPF and the difference in tax would be payable by the employee.

Note : If, after termination of his employment with one employer, the employee obtains employment
under another employer, then, only so much of the accumulated balance in his provident fund
account will be exempt which is transferred to his individual account in a recognised provident
fund maintained by the new employer. In such a case, for exemption of payment of accumulated
balance by the new employer, the period of service with the former employer shall also be taken into
account for computing the period of five years’ continuous service.

ILLUSTRATION 6 :

Mr. A retires from service on December 31, 2023, after 25 years of service. Following are the particulars of his
income/investments for the previous year 2023-24:

Particulars X

Basic pay @ X 16,000 per month for 9 months 1,44,000
Dearness nav (50% forms part of the retirement benefits) ¥ 8.000 ber 72.000
month for 9 months

Lumpsum payment received from the Unrecognized Provident Fund 6,00,000
Deposits in the PPF account 40,000

Out of the amount received from the unrecognised provident fund, the employer’s contribution was X 2,20,000
and the interest thereon X 50,000. The employee’s contribution was X 2,50,000 and the interest thereon X 60,000.
What is the taxable portion of the amount received from the unrecognized provident fund in the hands of Mr. A
for the assessment year 2024-25?

SOLUTION :

Taxable portion of the amount received from the URPF in the hands of Mr. A for the A.Y. 2024-25 is
computed hereunder:

Particulars X

Amount taxable under the head “Salaries”:

Emplover’s share in the payment received from the URPF 2,20,000
Interest on the employer’s share 50,000
Total 2,70,000
Amount taxable under the head “Income from Other Sources”:

Interest on the employee’s share 60,000
Total amount taxable from the amount received from the fund 3,30,000

Note : Since the employee is not eligible for deduction under section 80C for contribution to URPF at
the time of such contribution, the employee’s share received from the URPF is not taxable at the time
of withdrawal as this amount has already been taxed as his salary income.

ILLUSTRATION 7 :

Will your answer be any different if the fund mentioned above was a recognised provident fund?
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SOLUTION :

ILLUSTRATION 8 :

Since the fund is a recognised one, and the maturity is taking place after a service of 25 years, the entire
amount received on the maturity of the RPF will be fully exempt from tax.

Basic Salary

D.A. (50% is for retirement benefits)
Commission as a percentage of turnover
Turnover during the year

Bonus

Gratuity

His own contribution in the RPF
Employer’s contribution to RPF

Interest accrued in the RPF @ 13% p.a.

SOLUTION : Computation of Gross Salary of Mr.

10,000 p.m.

% 8,000 p.m.

0.1%

¥ 50,00,000

% 40,000

%25,000

% 20,000

20% of his basic salary

% 13,000

B for the A.Y.2024-25 :

Less: Exempt [Note 2]

Employers contribution to RPF [20% of X 1,20,000] 24,000

Particulars 3 4
Basic Salary [X 10,000 x 12] 1,20,000
Dearness Allowance [X 8,000 x 12] 96,000
Commission on turnover [0.1% x X 50,00,000] 5,000
Bonus 40,000
Gratuity [Note 1] 25,000

20,760 3,240

Mr. B is working in XYZ Ltd. and has given the details of his income for the P.Y. 2023-24. You are required to
compute his gross salary from the details given below:

Interest accrued in the RPF@13% p.a. 13,000
Less: Exempt@9.5% p.a. 9,500 3,500
Gross Salary 2,92,740
Notes :
1. Gratuity received during service is fully taxable.

2. Employers’ contribution in the RPF is exempt up to 12% of the salary i.e., 12% of [Basic Salary +
Dearness Allowance forming part of retirement benefits + Commission based on turnover] = 12%
of [ 1,20,000 + (50% x ¥ 96,000) + ¥ 5,000] = 12% of X 1,73,000 =X 20,760

3. Employee’s contribution to RPF is not taxable. It is eligible for deduction under section 80C, if he
exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).
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(8) The contribution made by the Central Government or any other employer in the previous year to
the account of an employee under a pension scheme referred to in section 80CCD

National Pension scheme is a scheme approved by the Government for Indian citizen aged between 18-70
years. Subscriber of the NPS account contributes some amount in their account. In case of any employee,
being a subscriber of the NPS account, employer may also contribute into the employee’s account.

Employer’s contribution to NPS account would form part of salary of employees under
section 17(1).

However, while computing total income of the employee-assessee, a deduction under section 80CCD is
allowed to the assessee in respect of the employer’s as well as employee’s contribution under a pension
scheme referred therein. (Deduction under section 80CCD will be discussed in detail in Chapter 6 -
“Deductions from Gross Total Income”)

Deduction under section 80CCD(2) in respect of employer's contribution would be available to an
assessee irrespective of the regime under which he pays tax. However, deduction under section

80CCD(1)/(1B) in respect of employee’s contribution would be available to an assessee only if he
exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).

(9) The contribution made by the Central Government in the previous year, to the Agniveer Corpus
Fund account of an individual enrolled in the Agnipath Scheme referred to in section 80CCH.

o Agnipath Scheme is a Central Government Scheme launched in 2022 for enrolment of Indian youth in the
Indian Armed Forces as Agniveers for four years to serve the country.

o In pursuance of the Government's decision to implement the Agnipath Scheme, 2022, the Competent
Authority has decided to create a non-lapsable dedicated Agniveer Corpus Fund in the interest-bearing
section of the Public Account head.

o In this account, fixed percentage of monthly emoluments would be contributed by the Agniveer and
matching amount would be contributed by the Central Government.

o The Agniveer Corpus Fund is defined as a Fund in which consolidated contributions of all the Agniveers
and matching contributions of the Government along with interest on these contributions would be held
in their respective accounts.

o Central Government’s contribution to Agniveer Corpus Fund account would form part of salary of
employees under section 17(1).

o However, while computing total income of an individual enrolled in the Agnipath Scheme, being the
assessee, a deduction under section 80CCH is allowed to the assessee in respect of his contribution as well
as Central Government’s contribution under Agniveer Corpus Fund referred therein. (Deduction under
section 80CCH will be discussed in detail in Chapter 6 - “Deductions from Gross Total Income”)

Deduction under section 80CCH(2) in respect of Central Government's contribution would be
available to an assessee irrespective of the regime under which he pays tax. However, deduction
under section 80CCH(1) in

respect of employee’s contribution would be available to an assessee only if he exercises the option
of shifting out of the default tax regime provided under section 115BAC(1A).
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1.3.1 Profits in lieu of salary [Section 17(3)]

It includes the following:

(i) Compensation on account of termination of his employment

The amount of any compensation due to or received by an assessee from his employer or former
employer at or in connection with the termination of his employment.

(ii) Compensation on account of modification of the terms and conditions of employment

The amount of any compensation due to or received by an assessee from his employer or former
employer at or in connection with the modification of the terms and conditions of employment.

Usually, such compensation is treated as a capital receipt. However, by virtue of this provision, the
same is treated as a revenue receipt and is chargeable as salary. Note: It is to be noted that merely
because a payment is made by an employer to a person who is his employee does not automatically
fall within the scope of the above provisions. The payment must be arising due to master-
servant relationship between the payer and the payee. If it is not on that account, but due to
considerations totally unconnected with employment, such payment is not profit in lieu of salary.

(iii) Payment from provident fund or other fund

Any payment due to or received by an assessee from his employer or former employer from a
provident or other fund other than

Gratuity [Section 10(10)]

Pension [Section 10(10A)]

Compensation received by a workman under Industrial Disputes Act, 1947 [Section 10(10B)]
from provident fund or public provident fund [Section 10(11)]

from recognized provident fund [Section 10(12)]

from approved superannuation fund [Section 10(13)]

any House Rent Allowance [Section 10(13A)],

0O O O O O O O

to the extent to which it does not consist of employee’s contributions or interest on such
contributions.

Note : If any sum is paid to an employee at the time of maturity from an unrecognised provident fund it is to
be dealt with as follows :

(a) that part of the sum which represents the employer’s contribution to the fund and interest
thereon is taxable under the head “Salaries”.

(b) that part of the sum which represents employee’s contribution is not chargeable to tax as no
deduction or exemption was available at the time of contribution.

(c) that part of the sum which represents the interest on employee’s contribution is chargeable to
tax as ‘Income from other sources’.

(iv) Keyman Insurance policy

Any sum received by an assessee under a Key man Insurance policy including the sum allocated
by way of bonus on such policy.

(v) Lump sum Payment or otherwise

Any amount, whether in lump sum or otherwise, due to the assessee or received by him, from any
person -

(a) Dbefore joining employment with that person, or

(b) after cessation of his employment with that person.
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(1) Retrenchment compensation [Section 10(10B)]

o The retrenchment compensation means the compensation paid under Industrial Disputes Act, 1947 or
under any Act, Rule, Order or Notification issued under any law. It also includes compensation paid on
transfer of employment under section 25F or closing down of an undertaking under section 25FF of the
Industrial Disputes Act, 1947.

o It may be noted that compensation on account of termination and due to modification in terms and
conditions of employment would be taxable as “profits in lieu of salary”. However, the retrenchment
compensation would be exempt under section 10(10B), subject to following limits.

(@) Amount calculated in accordance with the provisions of section 25F of the Industrial Disputes Act,
1947

i.e., 15 days average pay x completed years of service and part thereof in excess of 6 months (or)

(b) An amount, not less than ¥ 5,00,000 as may be notified by the Central Government in this behalf,
whichever is lower.

Notes :

1. The above limits will not be applicable to cases where the compensation is paid under any scheme approved
by the Central Government for giving special protection to workmen under certain circumstances.

2. Average pay means average of the wages payable to a workman
—in the case of monthly paid workman, in the three complete calendar months,
—in the case of weekly paid workman, in the four calendar weeks,
—in the case of daily paid workman, in the twelve full working weeks,

preceding the date on which the average pay becomes payable if the workman had worked for
three complete calendar months or four complete weeks or twelve full working days, as the case
may be, and where such calculation cannot be made, the average pay shall be calculated as the
average of the wages payable to a workman during the period he actually worked.

3. Wages for this purpose means all remuneration capable of being expressed in terms of money, which
would, if the terms of employment, expressed or implied, were fulfilled, be payable to a workman in respect
of his employment or of work done in such employment, and includes

—such allowances including DA as the workman is for the time being entitled to,

—the value of any house accommodation, or of supply of light, water, medical attendance or other
amenity or of any other service or of any concessional supply of food grains or other articles;

—any travel concession; and

—any commission payable on the promotion of sales or business or both
However, it does not include

—any bonus;

— contribution to a retirement benefit scheme;

—any gratuity payable on the termination of his service.

4. Exemption under section 10(10B) would be available to an assessee irrespective of the regime under which
he pays tax.
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(2) Voluntary Retirement Receipts [Section 10(10C)]

Lump sum payment or otherwise received by an employee at the time of voluntary retirement would be
taxable as “profits in lieu of salary”. However, it would be exempt under section 10(10C), subject to the
following conditions :

o Eligible Undertakings : The employees of the following undertakings are eligible for exemption under
this clause:

(i)  Public sector company

(ii) Any other company

(iii) An authority established under a Central/State or Provincial Act
(iv) Alocal authority

(v) A co-operative society

(vi) An University established or incorporated under a Central/State or Provincial Act and an
Institution declared to be an University by the University Grants Commission

(vii) An Indian Institute of Technology

(viii) Such Institute of Management as the Central Governmentmay, by notification in the Official Gazette,
specify in this behalf

(ix) Any State Government
(x) The Central Government

(xi) An institution, having importance throughout India or in any State or States, as the Central
Government may specify by notification in the Official Gazette.

o Limit : The maximum limit of exemption should not exceedX 5 lakh.

Such compensation should be at the time of his voluntary retirement or termination of his service, in
accordance with any scheme or schemes of voluntary retirement or, in the case of public sector company,
a scheme of voluntary separation. The exemption will be available even if such compensation is received
in installments.

Guidelines :

o The schemes should be framed in accordance with such guidelines, as may be prescribed and should
include the criteria of economic viability.

o Rule 2BA prescribes that the exemption under this section would be available to an employee who has
completed 10 years of service or completed 40 years of age. However, this requirement is not applicable
in case of an employee of a public sector company under the scheme of voluntary separation framed by
the company.

o The amount receivable on account of voluntary retirement or separation of the employee must not
exceed -

o the amount equivalent to three months’ salary for each completed year of service or

o salary at the time of retirement multiplied by the balance months of service left before the date of
his retirement or superannuation.

B Where any relief has been allowed to any assessee u/s 89 for any

u A.Y. in respect of any amount received or receivable on his voluntary retirement or termination
of service or voluntary separation, no exemption u/s 10(10C) shall be allowed to him in relation
to that AY. or any other AY.
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B Where exemption for voluntary retirement compensation under section 10(10C) has been
allowed in any A.Y., then no exemption thereunder shall be allowed to him in any other A.Y.

u “Salary” for this purpose means basic salary and dearness allowance, if provided in the terms of
employment for retirement benefits, forming part of salary and commission which is expressed
as a fixed percentage of turnover.

u Exemption under section 10(10C) would be available to an assessee irrespective of the regime
under which he pays tax.

ILLUSTRATION 9:

Mr. Dutta received voluntary retirement compensation of ¥ 7,00,000 after 30 years 4 months of service. He still
has 6 years of service left. At the time of voluntary retirement, he was drawing basic salary ¥ 20,000 p.m.;
Dearness allowance (which forms part of pay) ¥ 5000 p.m. Compute his taxable voluntary retirement
compensation, assuming that he does not claim any relief under section 89.

SOLUTION :
Voluntary retirement compensation received % 7,00,000
Less: Exemption under section 10(10C) [See Note below] %5,00,000T
axable voluntary retirement compensation % 2,00,000

Note : Exemption is to the extent of least of the following:

Compensation actually received = X7,00,000
Statutory limit = %5,00,000
3 months’ salary x completed years of service
= (20,000 +% 5,000) x 3 x 30 years =322,50,000
Last drawn salary x remaining months of service left
= (% 20,000 +% 5,000) x 6 x 12 months =318,00,000
1.3.3 Perquisites
o The term ‘perquisite’ indicates some extra benefit in addition to the amount that may be legally due by

way of contract for services rendered. In modern times, the salary package of an employee normally
includes monetary salary and perquisites like housing, car etc.

o Perquisite may be provided in cash or in kind.
o Reimbursement of expenses incurred in the official discharge of duties is not a perquisite.

o Perquisite may arise in the course of employment or in the course of profession. If it arises from a
relationship of employer-employee, then the value of the perquisite is taxable as salary. However, if
it arises during the course of profession, the value of such perquisite is chargeable as profits and
gains of business or profession.

o Perquisite will become taxable only if it has a legal origin. An unauthorised advantage taken by an
employee without his employer’s sanction cannot be considered as a perquisite under the Act.
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Example: Mr. A, an employee, is given a house by his employer. On  31.3.2024, he is terminated from service,
but he continues to occupy the house without the permission of the employer for six more months after which
he is evicted by the employer. The question arises whether the value of the benefit enjoyed by him during the
six months period can be considered as a perquisite and be charged to salary. It cannot be done since the
relationship of employer-employee ceased to exist after 31.3.2024. However, the definition of income is wide
enough to bring the value of the benefit enjoyed by Mr. A to tax as "Income from other sources”.

(1) Definition of “Perquisite”

The term “perquisite” is defined under section 17(2). The definition of perquisite is an inclusive one.
Based on the definition, perquisites can be classified in following three ways :

Types of Perquisites

Perquisites taxable only in

Perquisites taxable in the Tax free perquisites in the hands of specified

case of all employees case of all employees
employees
(A Perquisites taxable in the case of all employees
The following perquisites are chargeable to tax in case of all employees:
Rent Free Accommodation Value of rent-free accommodation provided to the assessee by

his employer computed in prescribed manner [Section
17(2)(i)]. [Refer discussion on valuation of perquisite]

Exception : Rent-free official residence provided to a Judge of a High Court or to a Judge of the Supreme Court is
not taxable if they exercise the option of shifting out of the default tax regime provided under section 115BAC(1A).

Concession in rent Value of any accommodation provided to the assessee by his
employer at a concessional rate.

Accommodation would be deemed to have been provided at a
concessional rate, if the value of accommodation computed in
the prescribed manner exceeds the rent recoverable from, or
payable by, the assessee [Section 17(2)(ii)].

Payment by the employer in respect of an | Amount paid by an employer in respect of any obligation which
obligation of employee otherwise would have been payable by the employee [Section

17(2)(iv)].

Example: If a domestic servant is engaged by an employee and the employer reimburses the salary paid to the
servant, it becomes an obligation which the employee would have discharged even if the employer did not
reimburse the same. This perquisite will be covered by section 17(2)(iv) and will be taxable in the hands of all
employees.
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Amount payable by an employer directly
or indirectly to effect an assurance on the
life of the assessee

Amount payable by an employer directly or indirectly to effect an
assurance on the life of the assessee or to effect a contract for an
annuity, other than payment made to RPF or approved
superannuation fund or deposit-linked insurance fund established
under the Coal Mines Provident Fund and Miscellaneous Provisions
Act, 1948 or Employees’ Provident Fund and Miscellaneous
Provisions Act, 1952 [Section 17(2)(v)].

However, there are schemes like group annuity scheme, employees
state insurance scheme and fidelity insurance scheme, under which
insurance premium is paid by employer on behalf of the employees.
Such payments are not regarded as perquisite in view ofthe fact that
the employees have only an expectancy of the benefit in such schemes.

Specified security or sweat equity shares
allotted or transferred, by the employer

The value of any specified security or sweat equity shares allotted or
transferred, directly or indirectly, by the employer or former employer,
free of cost or at concessional rate to the assessee [Section 17(2)(vi)]
[Refer discussion on valuation of perquisite].

Amount or the aggregate of amounts of any
contribution made to the account of the
assessee by employer

o In a recognised provident fund
o inNPS

o In an approved superannuation fund

The amount or aggregate of amounts of any contribution made
o in a recognised provident fund

o in NPS referred to in section 80CCD(1)

o in an approved superannuation fund

by the employer to the account of the assessee, to the extent it
exceeds X 7,50,000 [Section 17(2)(vii)].

Annual accretion to the balance at the
credit of the recognised provident
fund/NPS/approved superannuation fund
which relates to the employer’s
contribution and included in total income
(on account of the same having exceeded X
7,50,000)

Refer discussion below

Any other fringe benefit or amenity

The value of any other fringe benefit or amenity as may be
prescribed by the CBDT [Section 17(2)(viii)]. Rule 3(7) prescribed
the following other benefits or amenity taxable in case of all
employees.

Interest free or concessional loan

Travelling, touring and accommodation

Free or concessional food and non-alcoholic beverages
Gift, voucher or token in lieu of such gift

Credit card expense

Club expenditure

Use of movable assets

Transfer of movable assets

0O 0O 0O 0 0 0O O O o

Other benefit or amenity [For valuation, refer discussion on
valuation of perquisite]

Annual accretion to the balance at the credit of the recognised provident fund/NPS/approved superannuation

fund which relates to the employer’s contribution and included in total income (on account of the same having

exceeded X 7,50,000)

T
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o Any annual accretion by way of interest, dividend or any other amount of similar nature during the
previous year to the balance at the credit of the recognized provident fund or NPS or approved
superannuation fund to the extent it relates to the employer’s contribution which is included in total
income in any previous year under section 17(2)(vii) computed in prescribed manner [Section
17(2)(viia)].

° In other words, interest, dividend or any other amount of similar nature on the amount which is included
in total income under section 17(2)(vii) would also be treated as a perquisite.

o The CBDT has, vide Rule 3B, notified the following manner to compute the annual accretion by way of
interest, dividend or any other amount of similar nature during the previous year-

TP = (PC/2)*R+ (PC1+ TP1)*R

Where,

TP Taxable perquisite under section 17(2)(viia) for the current P.Y.

PC | Amount or aggregate of amounts of employer’s contribution in excess of

X 7.5 lakh to recognized provident fund, national pension scheme u/s 80CCD and approved
superannuation fund during the P.Y.

PC1 | Amount or aggregate of amounts of employer’s contribution in excess of

X 7.5 lakh to recognized provident fund, national pension scheme u/s 80CCD and approved
superannuation fund for the previous year or years commencing on or after 1*April, 2020 other
than the current P.Y.

TP1 | Aggregate of taxable perquisite under section 17(2)(viia) for the previous year or years commencing
on or after 1°*'April, 2020 other than the current P.Y.

R [/ Favg

[ Amount or aggregate of amounts of income accrued during the current

P.Y. in recognized provident fund, national pension scheme u/s 80CCD and approved
superannuation fund

Favg | (Amount or aggregate of amounts of balance to the credit of recognized provident fund, national
pension scheme u/s 80CCD and approved superannuation fund on first day of the current P.Y. +
Amount or aggregate of amounts of balance to the credit of recognized provident fund, national

pension scheme u/s 80CCD and approved superannuation fund on last day of the current P.Y.)/2

Where the amount or aggregate of amounts of TP1 and PC1 exceeds the amount or aggregate of amounts of
balance to the credit of the specified fund or scheme on the first day of the current previous year, then, the
amount in excess of the amount or aggregate of amounts of the said balance shall be ignored for the purpose
of computing the amount or aggregate of amounts of TP1 and PC1.

ILLUSTRATION 10:

Mr. X is appointed as a CFO of ABC Ltd. in Mumbai from 1.9.2021. His basic salary is ¥ 6,00,000 p.m. He is paid 8%
as D.A. He contributes 10% of his pay and D.A. towards his recognized provident fund and the company contributes
the same amount. The accumulated balance in recognized provident fund as on 1.4.2022, 31.3.2023 and 31.3.2024
is ¥ 9,81,137, X 27,43,048 and X 46,48,555, respectively. Compute the perquisite value chargeable to tax in the
hands of Mr. X u/s 17(2)(vii) and 17(2)(viia) for the A.Y. 2023-24 and A.Y. 2024-25. Prior to 1.9.2021, he was a
consultant, whose professional fees was taxable under the head “Profits and gains of business or profession”.
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SOLUTION :

Computation of perquisite value taxable u/s 17(2)(vii) and 17(2)(viia) for A.Y. 2023-24 :

1.  Perquisite value taxable u/s 17(2)(vii) = X 7,77,600, being employer’s contribution to recognized
provident fund during the P.Y. 2022-23 X 7,50,000 =X 27,600

2. Perquisite value taxable u/s 17(2)(viia) =Annual accretion on perquisite taxable u/s 17(2)
(vii) = (PC/2)*R + (PC1 + TP1)*R=(27,600/2)x0.111+ 0= 1,532

PC ABC Ltd.’s contribution in excess of X 7.5 lakh to recognized provident fund during P.Y. 2022-23 =X
27,600

PC1 Nil since employer’s contribution is less than X 7.5 lakh to recognized provident fund in P.Y. 2021-22
and there is no employer’s contribution in P.Y. 2020-21.

TP1 Nil
R I/Favg =2,06,711/18,62,093 = 0.111

| RPF balance as on 31.3.2023 - employee’s and employer’s contribution during the year -RPF
balance as on 1.4.2022 =X 2,06,711 (X 27,43,048 -X 7,77,600 -X 7,77,600 -X 9,81,137)

Favg Balance to the credit of recognized provident fund as on 1°* April, 2022 + Balance to the credit
of recognized provident fund as on 31°* March, 2023)/2 = (X 9,81,137 + X 27,43,048)/2
=%18,62,093

Note : Interest on the aggregate of following will also be chargeable to tax during A.Y. 2023-24 -
(i) %2,03,600[Employee’scontributionexceeding2,50,000duringP.Y.2021-22]

(i) %5,27,600[Employee’scontributionexceeding32,50,000duringP.Y.2022-23]

(iii) interest accrued on X 2,03,600 being excess employee’s contribution of P.Y.2021-22
Computation of perquisite value taxable u/s 17(2)(vii) and 17(2)(viia) for A.Y. 2024-25

1.  Perquisite value taxable u/s 17(2)(vii) = X 7,77,600, being employer’s contribution to recognized
provident fund during the P.Y. 2023-24 -

X 7,50,000=X27,600

2. Perquisite value taxable u/s 17(2)(viia) = Annual accretion on perquisite taxable u/s 17(2)(vii) =
(PC/2)*R + (PC1 + TP1)*R

= (27,600/2) x 0.09479 + (27,600 + 1,532) x 0.09479
=% 1,308 +3 2,761 =% 4,069

PC ABC Ltd.’s contribution in excess of ¥ 7.5 lakh to recognized provident fund during P.Y. 2023-
24 =X 27,600

PC1 Amount of employer’s contribution in excess of X 7,50,000 to RPF in P.Y. 2020-21 and P.Y. 2021-
22 =X 27,600

TP1 Taxable perquisite under section 17(2)(viia) for the P.Y. 2022-23 =X 1,532
R [/Favg = 3,50,307/36,95,802 = 0.09479

[ RPF balance as on 31.3.2024 - employee’s and employer’s contribution during the
year — RPF balance as on 1.4.2023 =% 3,50,307 (X 46,48,555 -% 7,77,600 - 7,77,600 -X
27,43,048)

Favg Balance to the credit of recognized provident fund as on 1* April, 2023 + Balance to the credit
of recognized provident fund as on 31° March, 2024)/2 = (X 27,43,048 + X 46,48,555)/2 =%
36,95,802
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Note : Interest on the aggregate of following will also be chargeable to tax during A.Y. 2024-25 -

(i)
(ii)
(iii)
(iv)
(v)

%2,03,600[Employee’scontributionexceeding2,50,000duringP.Y.2021-22]
X5,27,600[Employee’scontributionexceeding2,50,000duringP.Y.2022-23]
X5,27,600[Employee’scontributionexceeding2,50,000duringP.Y.2023-24]
interest accrued on X 2,03,600 being excess employee’s contribution of P.Y.2021-22

interest accrued on X 5,27,600 being excess employee’s contribution of P.Y.2022-23

Exemption in respect of payment from superannuation funds [Section 10(13)] :

Any payment received by any employee from an approved superannuation fund shall be entirely excluded

from his total income if the paymentis made:

(a) onthe death of a beneficiary;
(b) to an employee in lieu or in commutation of an annuity on his retirement at or after a specified age or on his
becoming incapacitated prior to such retirement; or
(c) by way of refund of contribution on the death of a beneficiary; or
(d) by way of contribution to an employee on his leaving the service in connection with which the fund is
established otherwise than by retirement at or after a specified age or his becoming incapacitated prior
to such retirement, to the extent the payment made does not exceed the contribution made prior to 1-4-
1962 and the interest thereon.
(e) by way of transfer to the account of the employee under a pension scheme referred to in section 80CCD,
which is notified by the Central Government.
(B) Tax free perquisites in all cases
The following perquisites are exempt from tax in the hands of all employees.
Telephone Telephone provided by an employer to an employee at his residence
Transport Facility Transport facility provided by an employer engaged in the business of

carrying of passengers or goods to his employees either free of charge
or at concessional rate;

Privilege passes and privilege
ticket

Privilege passes and privilege ticket orders granted by Indian Railways
to its employees;

Perquisitesallowed outside

India by the Government

Perquisites allowed outside India by the Government to a citizen of
India for rendering services outside India;

Employer’s contribution to staff
group insurance scheme;

Employer’s contribution to staff group insurance scheme;

Annual premium by employer
on personal accident policy

Payment of annual premium by employer on personal accident policy
effected by him on the life of the employee;

Refreshment

Refreshment provided to all employees during working hours in office
premises;

Subsidized lunch

Subsidized lunch provided to an employee during working hours at
office or business premises provided the value of such meal is upto X
50; This exemption is available only if the employee exercises the
option of shifting out of the default tax regime provided under section
115BAC(1A).
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Recreational facilities Recreational facilities, including club facilities, extended to employees
in general i.e., not restricted to a few select employees;

Amount spenton training of | Amount spent by the employer on training of employees or amount
employees paid for refresher management course including expenses on boarding
and lodging;

Sum payable by employerto | Sum payable by an employer to a RPF or an approved superannuation
a RPF or an approved | fund or deposit-linked insurance fund established under the Coal Mines
superannuation fund Provident Fund and Miscellaneous provisions Act, 1948 or the
Employees’ Provident Fund and Miscellaneous Provisions Act, 1952
upto the limit prescribed;

Leave travel concession Leave travel concession if the assessee exercises the option of shifting
out of the default tax regime provided under section 115BAC(1A),

subject to the conditions specified under section 10 (discussed below)

Note : Value of Leave travel concession provided to the High Court judge or the Supreme Court Judge and
members of his family are completely exempt without any conditions if they exercise the option of shifting
out of the default tax regime provided under section 115BAC(1A).

Medical facilities Medical facilities subject to certain prescribed limits [Refer proviso to
section 17(2)];

Rent-free official residence Rent-free official residence provided to a Judge of a High Court or the
Supreme Court if they exercise the option of shifting out of the default
tax regime provided under section 115BAC(1A);

Conveyance facility Conveyance facility provided to High Court Judges under section 22B
of the High Court Judges (Conditions of Service) Act, 1954 and
Supreme Court Judges under section 23A of the Supreme Court Judges
(Conditions of Service) Act, 1958 if they exercise the option of shifting
out of the default tax regime provided under section 115BAC(1A).

Exemption in respect of Leave travel concession [Section 10(5)] :

(i) This clause exempts the leave travel concession (LTC) received by employees from their employers for
proceeding to any place in India,

(a) either onleave or
(b) after retirement from service or
(c) after termination of his service.

Exemption under this section would be available only to employees exercising the option of
shifting out of the default tax regime provided under section 115BAC(1A). It is not available under
the default tax regime under section 115BAC.

(ii) The benefit is available to individuals - citizens as well as non-citizens - in respect of travel concession
or assistance for himself or herself and for his/her family- i.e., spouse and children of the individual and
parents, brothers and sisters of the individual or any of them wholly or mainly dependent on the
individual.
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(iii) Limit of exemption- The exemption in all cases will be limited to the amount actually spent subject to
such conditions as specified in Rule 2B regarding the ceiling on the number of journeys for the place of
destination.

Under Rule 2B, exemption will be available in respect of 2 journeys performed in a block of 4 calendar
years commencing from the calendar year 1986. Where such travel concession or assistance is not availed
by the individual during any block of 4 calendar years, one such unavailed LTC will be carried forward to
the immediately succeeding block of 4 calendar years and will be eligible for exemption.

Example : An employee does not avail any LTC for the block 2018-21. He is allowed to carry forward
maximum one unavailed LTC to be used in the succeeding block of 2022-25. Accordingly, if he avails LTC in
April, 2023, the same will be treated as having availed in respect of the block 2018-2021. Therefore, he will be
eligible for exemption in respect of that journey and two more journeys can be further availed in respect of the
block of 2022-25.

(iv) Monetary limits - Where the journey is performed on or after the 1.10.1997, the amount exempted under
section 10(5) in respect of the value of LTC shall be the amount actually incurred on such travel subject to
the following conditions:

S.No. Journey performed by Limit

1 Air Amount not exceeding the air economy fare of the
National Carrier by the shortest route to the place of
destination.

2 Any other mode:

(i) | Where rail service is available | Amount not exceeding the air- conditioned first class
rail fare by the

Shortest route to the place of destination

(ii) |Where rail service is not
available

(a) a recognised public | amount not exceeding the 1st class or deluxe class
transport system exists fare, as the case may be, on such transport by the
shortest route to the place of destination

(b) no recognised public|amount equivalent to the air- conditioned first class
transport system exists rail fare, for the distance of the journey by the
shortest route, as if the journey had been performed
by rail

Note : The exemption referred to shall not be available to more than two surviving children of an individual
after 1.10.1998. This restrictive sub-rule shall not apply in respect of children born before 1.10.1998 and also
in case of multiple births after one child.

Exemption in respect of leave travel concession under section 10(5) would be available to an assessee
only if he exercises the option of shifting out of the default tax regime provided under section
115BAC(1A).

By CA VIVEK GABA Page | 3 - 44



3 Heads Of Income

ILLUSTRATION 11:

Mr. D went on a holiday on 25.12.2023 to Delhi with his wife and three children (one son — age 5 years; twin
daughters — age 3 years). They went by flight (economy class) and the total cost of tickets reimbursed by his
employer was X 60,000 (X 45,000 for adults and X 15,000 for the three minor children). Compute the amount of LTC
exempt if Mr. D exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).

SOLUTION :

Since the son’s age is more than the twin daughters, Mr. D can avail exemption for all his three children.
The restriction of two children is not applicable to multiple births after one child. The holiday being in India
and the journey being performed by air (economy class), the entire reimbursement met by the employer is
fully exempt in the hands of Mr. D, since he is exercising the option of shifting out of the default tax regime
provided under section 115BAC(1A).

ILLUSTRATION 12 :

In the above illustration 11, will there be any difference if among his three children the twins were 5 years old and
the son 3 years old? Discuss.

SOLUTION :

Since the twins’ age is more than the son, Mr. D cannot avail for exemption for all his three children. LTC
exemption can be availed in respect of only two children. Taxable

LTC = 15,000 x % =35,000
LTC exempt would be only ¥ 55,000 (i.e. X 60,000 -X 5,000)

Medical facilities [Proviso to section 17(2)]

The following medical facilities are exempt from tax:

(i) Value of medical treatment in any hospital maintained by the employer : The value of any medical
treatment provided to an employee or any member of his family in any hospital maintained by the
employer;

(ii) Reimbursement of expenditure actually incurred on medical treatment : Any sum paid by the

employer in respect of any expenditure actually incurred by the employee on his medical treatment or
treatment of any member of his family

o in any hospital maintained by the Government/local authority/any other hospital approved by the
Government for the purpose of medical treatment of its employees;

o in respect of the prescribed disease or ailments in any hospital approved by the Principal Chief
Commissioner or Chief Commissioner having regard to the prescribed guidelines.

o in respect of any illness relating to COVID-19 subject to conditions notified by the Central
Government

Accordingly, the Central Government has, vide Notification No. 90/2022 dated 5.8.2022, specified
that for claiming benefit of such exemption, the employee has to submit the following documents to
the employer, -

(a) the COVID-19 positive report of the employee or family member, or medical report if
clinically determined to be COVID-19  positive through investigations, in a hospital or an in-
patient facility by a treating physician of a person so admitted;
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(iii)

(iv)

(v)

1.

(b) all necessary documents of medical diagnosis or treatment of the employee or his family member for
COVID-19 or illness related to COVID-19 suffered within 6 months from the date of being determined
as COVID-19 positive; and

(c) a certification in respect of all expenditure incurred on the treatment of COVID-19 or illness related
to COVID-19 of the employee or of any member of his family.

Premium paid to effect an insurance on the health of employee : Any premium paid by an
employer in relation to an employee to effect an insurance on the health of such employee. However,
any such scheme should be approved by the Central Government or the Insurance Regulatory
Development Authority (IRDA) for the purposes of section 36(1)(ib).

Reimbursement of premium paid to effect an insurance on the health of employee or for the
family of an employee : Any sum paid by the employer in respect of any premium paid by the
employee to effect an insurance on his health or the health of any member of his family under any
scheme approved by the Central Government or the Insurance Regulatory Development Authority
(IRDA)for the purposes of section 80D.

Amount paid towards expenditure incurred outside India on medical treatment : Any
expenditure incurred by the employer or any sum paid by the employer on any expenditure actually
incurred by the employee on the following:

(a) medical treatment of the employee or any member of the family of such employee outside
India;
(b) travel and stay abroad of the employee or any member of the family of such employee for

medical treatment;

(c) travel and stay abroad of one attendant who accompanies the patient in connection with
such treatment.

Conditions :

The perquisite element in respect of expenditure on medical treatment and stay abroad will be
exempt only to the extent permitted by the RBI.

The expenses in respect of traveling of the patient and the attendant will be exempt if the
employee’s gross total income as computed before including the said expenditure does not exceed X
2 lakh.

Note :

For this purpose, family means spouse and children of the individual. Children may be
dependent or independent, married or unmarried. It also includes parents, brothers and sisters of the
individual if they are wholly or mainly dependent upon him. Hospital includes a dispensary or a clinic
or a nursing home.

ILLUSTRATION 13 :

Compute the taxable value of the perquisite in respect of medical facilities received by Mr. G from his employer
during the P.Y. 2023-24 :

Medical premium paid for insuring health of Mr. G % 7,000
Treatment of Mr. G by his family doctor % 5,000
Treatment of Mrs. G in a Government hospital % 25,000
Treatment of Mr. G's grandfather in a private clinic % 12,000
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Treatment of Mr. G's mother (68 years and dependant) by family doctor % 8,000
Treatment of Mr. G's sister (dependant) in a nursing home 3 3,000
Treatment of Mr. G's brother (independent) % 6,000
Treatment of Mr. G's father (75 years and dependent) abroad % 50,000
Expenses of staying abroad of the patient % 30,000
Limit specified by RBI % 75,000
SOLUTION :

Computation of taxable value of perquisite in the hands of Mr. G :

Particulars X X
Treatment of Mrs. G in a Government hospital -
Treatment of Mr. G’s father (75 years and dependent) abroad Expenses of | 50,000
staying abroad of the patient and attendant 30,000
80,000
Less: Exempt up to limit specified by RBI 75,000 5,000
Medical premium paid for insuring health of Mr. G -
Treatment of Mr. G by his family doctor 5,000
Treatment of Mr. G’s mother (dependent) by family doctor 8,000
Treatment of Mr. G’s sister (dependent) in a nursing home 3,000
Treatment of Mr. G’s grandfather in a private clinic 12,000
Treatment of Mr. G’s brother (independent) 6,000
Taxable value of perquisite 39,000
Payment of premium on personal accident insurance policies
o If an employer takes personal accident insurance policies on the life of employees and pays the insurance

premium, no immediate benefit would become payable and benefit will accrue at a future date only if
certain events take place.

o Moreover, the employers would be taking such policy in their business interest only, so as to indemnify
themselves from payment of any compensation. Therefore, the premium so paid will not constitute a
taxable perquisite in the employees’ hands®.

(c) Perquisites taxable only in the hands of specified employees [Section 17(2)(iii)]

o Any monetary obligation of the employee which is discharged by the employer is perquisite in the hands
of all employees as per section 17(2)(iv). However, sometimes instead of discharging employee’s
obligation, employer provides perquisites in the form of facility to the employee. Such perquisites are
taxable in the hands of specified employees only.
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Mean

(1)

(ii)

(iii)

The value of any benefit or amenity granted or provided free of cost or at concessional rate which have
not been included in (A) & (B) above will be taxable in the hands of specified employees. Followings are
the example of such services: g

(i) Provision of sweeper, gardener, watchman or personal attendant
(ii) Facility of use of gas, electricity or water supplied by employer
(iii) Free or concessional tickets

(iv) Use of motor car

(v) Free or concessional educational facilities

For valuation of such perquisites, refer discussion on valuation of perquisite.
ing of specified employees :

Director employee: An employee of a company who is also a director is a specified employee. It is
immaterial whether he is a full-time director or part- time director. It also does not matter whether he is
a nominee of the management, workers, financial institutions or the Government. It is also not material
whether or not he is a director throughout the previous year.

An employee who has substantial interest in the company: An employee of a company who has
substantial interest in that company is a specified employee. A person has a substantial interest in a
company if he is a beneficial owner of equity shares carrying 20% or more of the voting power in the
company.

Beneficial and legal ownership : In order to determine whether a person has a substantial interest in a
company, it is the beneficial ownership of equity shares carrying 20% or more of the voting power that is
relevant rather than the legal ownership.

Employee drawing in excess of ¥ 50,000: An employee other than an employee described in (i) & (ii)
above, whose income chargeable under the head ‘salaries’ exceeds X 50,000 is a specified employee. The
above salary is to be considered exclusive of the value of all benefits or amenities not provided by way
of monetary payments.

In th

Example : A, Karta of a HUF, is a registered shareholder of Bright Ltd. The amount for purchasing the shares is
financed by the HUF. The dividend is also received by the HUF. Supposing further that A is an employee in
Bright Ltd., the question arises whether he is a specified employee.

in his name. It is only for the purpose of satisfying the statutory requirements that the shares are registered in
the name of A. All the benefits arising from the shareholding goes to the HUF. Conversely, it may be noted that
an employee who is not a registered shareholder will be considered as a specified employee if he has
beneficial interest in 20% or more of the equity shares in the company.

is case, he cannot be called a specified person since he has no beneficial interest in the shares registered

In other words, for computing the limit of ¥ 50,000, the following items have to be excluded or deducted:

(a) | all non-monetary benefits;

(b) | monetary benefits which are exempt under section 10. This is because the exemptions provided
under section 10 are excluded completely from salaries.

(c) | Standard deduction upto X 50,000 [under section 16(ia)] is to be excluded irrespective of the regime.

(d) | Deduction for entertainment allowance [under section 16(ii)] and deduction toward professional tax

[under section 16(iii)] are also to be excluded if the assessee exercises the option of shifting out of
the default tax regime provided under section 115BAC(1A).
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If an employee is employed with more than one employer, the aggregate of the salary received from all
employers is to be taken into account in determining the above ceiling limit of ¥ 50,000, i.e., Salary for this
purpose = Basic Salary + Dearness Allowance + Commission, whether payable monthly or turnover based
+Bonus + Fees + Any other taxable payment + Any taxable allowances + Any other monetary benefits -
Deductions under section 16]

(2) Valuation of Perquisites :

The Income-tax Rules, 1962 contain the provisions for valuation of perquisites. It is important to note that
only those perquisites which the employee actually enjoys have to be valued and taxed in his hand.

Example : Suppose a company offers a housing accommodation rent-free to an employee but the latter
declines to accept it, then the value of such accommodation obviously cannot be evaluated and taxed in the
hands of the employees.

For the purpose of computing the income chargeable under the head “Salaries”, the value of perquisites
provided by the employer directly or indirectly to the employee or to any member of his household by
reason of his employment shall be determined in accordance with Rule 3.

(A) Value of rent free accommodation/ Value of accommodation provided to employee at a
concessional rate [Sub-rule (1) of Rule 3]

o Accommodation would be deemed to have been provided at a concessional rate, if the value of
accommodation computed in the prescribed manner exceeds the rent recoverable from, or payable by, the
assessee [Explanation to section 17(2)(ii)].

o The value of residential accommodation provided by the employer during the previous year shall be
determined in the following manner -

SL Circumstances In case of unfurnished In case of furnished accommodation

No. accommodation

(1) (2) (3) (4)

1. Where the ° License fee determined by | e The wvalue of perquisite as
accommodation is the Central Government or determined under column (3)
provided by the any State Government in should be increased by
Central Government respect of Accommodation | _ _
or any State in accordance with the (i)  If furniture is owned by employer,
Government to the rules framed by such 10%' per an'num .of the cos.t'of
employees either Government as  reduced furniture  (including television
holding office or post by sets, radio sets, refrigerators,

other household appliances, air-
conditioning plant or equipment).

in connection with the

: . o the rent actually paid by
affairs of the Union or

the employee.

of such State (ii) If such furniture is hired from a
third party,
o The actual hire charges payable for
the same as reduced by
o any charges paid or payable for the
same by the employee during the
previous year
2. Where the | (i) 15% of salary in cities | The value of perquisite as
accommodation is having population > 25 determined wunder column (3)
provided by any other lakhs as per 2001 census; should be increased by
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SIL Circumstances
No.

In case of unfurnished
accommodation

In case of furnished accommodation

(€)) (2)

(3)

4)

employer

(a)

where

owned by
employer

the

accommodation is

the

(i)

(iii)

10% of salary in cities
having population > 10
lakhs < 25 lakhs as per
2001 census;

7.5% of salary in other
areas,

in respect of the period during
which the said accommodation
was occupied by the employee
during the previous year as
reduced by the rent, if any,
actually paid by the employee.

(1)

(i)

If furniture is owned by employer,
10% per annum of the cost of
furniture (including television
sets, refrigerators, other
household appliances, air-
conditioning plant or equipment
or other similar appliances or
gadgets).

If such furniture is hired from a
third party,

the actual hire charges payable for
the same as reduced by

any charges paid or payable for the

same by the employee during the
previous year

where

(b)

rent by
employer

the

accommodation is
taken on lease or

the

Actual amount of lease
rental paid or payable by
the employer or

15% of salary whichever is
lower, as reduced by

the rent, if any, actually
paid by the employee.

(1)

(ii)

The value of perquisite as
determined under column (3)
should be increased by

If furniture is owned by
employer, 10% per annum of the
cost of furniture (including
television sets, radio sets,
refrigerators, other  household
appliances, air- conditioning plant
or equipment or other similar
appliances or gadgets).

If such furniture is hired from a
third party,

the actual hire charges payable for
the same as reduced by

any charges paid or payable for the
same by the employee during the
previous year

3. | Where

accommodation
provided by
employer,
Government or

hotel.

the
is
any

whether

any

other employer, in a

Not applicable

24% of salary paid or payable for
the previous year or

the actual charges paid or payable
to such hotel, whichever is lower,
for the period during which such
accommodation is provided

as reduced by

the rent, if any, actually paid or
payable by the employee.

However, where the employee is
provided such accommodation for
a period not exceeding in
aggregate fifteen days on his
transfer from one place to another,
there would be no perquisite.
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Notes :

(1)  If an employee is provided with accommodation, on account of his transfer from one place to another,
at the new place of posting while retaining the accommodation at the other place, the value of
perquisite shall be determined with reference to only one such accommodation which has the lower
perquisite value, as calculated above, for a period not exceeding 90 days and thereafter, the
value of perquisite shall be charged for both such accommodations.

(2)  Where the accommodation is provided by the Central Government or any State Government to an
employee who is serving on deputation with any body or undertaking under the control of such
Government,-

(i)  the employer of such an employee shall be deemed to be that body or undertaking where the
employee is serving on deputation; and

(i)  the value of perquisite of such an accommodation shall be the amount calculated in accordance
with SI. No.2.(a) of the above table, as if the accommodation is owned by the employer.

(3)  "Accommodation” includes a house, flat, farm house or part thereof, or accommodation in a hotel,
motel, service apartment, guest house, caravan, mobile home, ship or other floating structure.

(4)  "Hotel” includes licensed accommodation in the nature of motel, service apartment or guest house.

Meaning of Salary for Valuation Rules

“Salary” includes pay, allowances, bonus or commission payable monthly or otherwise or any monetary
payment, by whatever name called, from one or more employers, as the case may be. However, it does not
include the following, namely—

(1) dearness allowance or dearness pay unless it enters into the computation of superannuation or retirement
benefits of the employee concerned;

(2) employer’s contribution to the provident fund account of the employee;

(3) allowances which are exempted from the payment of tax;

(4) value of the perquisites specified in section 17(2);

(5) any payment or expenditure specifically excluded under proviso to section 17(2);

(6) lump-sum payments received at the time of termination of service or superannuation or voluntary
retirement, like gratuity, severance pay, leave encashment, voluntary retrenchment benefits, commutation
of pension and similar payments;

ILLUSTRATION 14 :

Mr. C is a Finance Manager in ABC Ltd. The company has provided him with rent- free unfurnished
accommodation in Mumbai. He gives you the following particulars :

Basic salary % 6,000 p.m.
Dearness Allowance % 2,000 p.m. (30% is for retirement benefits)
Bonus % 1,500 p.m.

Even though the company allotted the house to him on 1.4.2023, he occupied the same only from 1.11.2023.
Calculate the taxable value of the perquisite for A.Y.2024-25.
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SOLUTION :

Value of the rent free unfurnished accommodation

15% of salary for the relevant period

15% of [(X 6000 x 5) + (X 2,000 x 30% x 5) + (X 1,500 x 5)] [See Note below]

15% of X 40,500 =X 6,075.

Note : Since, Mr. C occupies the house only from 1.11.2023, we have to include the salary due to him only in
respect of months during which he has occupied the accommodation. Hence salary for 5 months (i.e. from
1.11.2023 to 31.03.2024) will be considered.

ILLUSTRATION 15 :

Using the data given in the previous illustration 14, compute the value of the perquisite if Mr. C is required to pay
a rent of ¥ 1,000 p.m. to the company, for the use of this accommodation.

SOLUTION :

° First of all, we have to see whether the accommodation is provided at a concessional rate. If the value of
accommodation computed in prescribed manner exceeds the rent recoverable, or payable by, the
assessee, the accommodation would be deemed to have been provided at a concessional rate.

o In this case, 15% of salary would be X 6,075 (i.e. 15% of ¥ 40,500). The rent paid by the employee is X
5,000 (i.e, ¥ 1,000 x 5). Since 15% of salary exceeds the rent recovered from the employee, the
accommodation would be deemed to have been provided at a concessional rate.

Value oftheaccommodation =%6,075
Less: Rent paid by the employee (X 1,000 x 5) =% 5,000
Perquisite value of accommodation given at a concessional rent =X 1,075

ILLUSTRATION 16 :

Using the data given in illustration 14, compute the value of the perquisite if ABC Ltd. has taken this
accommodation on a lease rent of X 1,200 p.m. and Mr. C is required to pay a rent of X 1,000 p.m. to the
company, for the use of this accommodation.

SOLUTION:
o Here again, we have to see whether the accommodation is provided at a concessional rate.
o In the case of accommodation taken on lease by the employer, the accommodation would be deemed to

have been provided at a concessional rate if the rent paid by the employer or 15% of salary, whichever is
lower, exceeds rent recoverable from the employee.

o In this case, 15% of salary isX 6,075 (i.e. 15% 0fX 40,500). Rent paid by the employer is ¥ 6,000 (i.e. X
1,200 x 5). The lower of the two is X 6,000, which exceeds the rent paid by the employee i.e., ¥ 5,000
(X 1,000 x 5). Therefore, the accommodation would be deemed to have been provided at a
concessional rate.

Value oftheaccommodation [Note] =36,000
Less: Rent paid by the employee (X 1,000 x 5) =% 5,000
Value ofaccommodation given ata concessional rent =31,0009
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Note : Value of the accommodationis lower of
(i) Leaserent paid by the company for relevant period =X 1,200 x5 =3 6,000

(ii) 15% of salary for the relevant period (computed earlier) =X 6,075

ILLUSTRATION 17 :

Using the data given in illustration 14, compute the value of the perquisite if ABC Ltd. has provided a television
(WDV X 10,000; Cost X 25,000) and two air conditioners. The rent paid by the company for the air conditioners is
% 400 p.m. each. The television was provided on 1.1.2024. However, Mr. C is required to pay a rent of X 7,000
p-m. to the company, for the use of this furnished accommodation.

SOLUTION :

o Here again, we have to see whether the accommodation is provided at a concessional rate. In the case of
accommodation owned by the employer in a city having a population exceeding 25 lakh, the
accommodation would be deemed to have been provided at a concessional rate, if 15% of salary exceeds
rent recoverable from the employee. In case of furnished accommodation, the excess of hire charges paid
or 10% p.a. of the cost of furniture, as the case may be, over and above the charges paid or payable by the
employee has to be added to the value arrived at above to determine whether the accommodation is
provided at a concessional rate.

° In this case, 15% of salary is X 6,075 (i.e. 15% of X 40,500). The value of furniture of ¥ 4,625 (See Note
below) is to be added to 15% of salary. The rent paid by the employee is ¥ 5,000 (i.e. ¥ 1,000 x 5).
Therefore, the accommodation would be deemed to have been provided at a concessional rate.

Value of the accommodation (computed earlier) = 36,075
Add: Value of furniture provided by the employer [Note] = 34,625
Value of furnished accommodation =% 10,700
Less: Rent paid by the employee (X 1,000 x 5) = 35,000
Value of furnished accommodation given at a concessionalrent =3I 5,700¢%

Note : Value of the furniture provided = (X 400 p.m. x 2 x 5 months) + (X 25,000 x 10% p.a. for 3 months) =
34,000 +%625=%4,625

ILLUSTRATION 18 :

Using the data given in illustration 17 above, compute the value of the perquisite if Mr. C is a government
employee. The licence fees determined by the Government for this accommodation was X 700 p.m.

SOLUTION :

o In the case of Government employees, the accommodation would be deemed to have been provided at a
concessional rate, if the licence fees determined by the employer as increased by the value of furniture and
fixture exceeds the rentrecovered/ recoverable from the employee.

. In this case, X 3,500 (licence fees: ¥ 700 x 5) + X 4,625 (Value of furniture) is the value of furnished
accommodation. The rent paid by the employee is I 5,000 (i.e. ¥ 1,000 x 5). Therefore, the
accommodation would be deemed to have been provided at a concessional rate.
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Value ofthe accommodation (X 700 x 5) =% 3,500
Add:Value offurniture provided by the employer (computed earlier) =34,625
Valueoffurnishedaccommodation =38,125
Less: Rent paid by the employee (X 1,000 x 5) =3 5,000
Perquisite value of furnished accommodation given at concessional rent =3 3,125
(B) Motor Car [Sub-rule (2) of Rule 3]
o If motor car is provided by the employer to the employee, it will be perquisite in the hands of specified

employees only. However, the use of any vehicle provided by a company or an employer for journey by
the assessee from his residence to his office or other place of work, or from such office or place to his
residence shall not be regarded as a benefit given or provided to him free of cost or at concessional rate.
[Explanation below section 17(2)(iii)]

o But if the motor car is owned by the employee and used by him or members of his family wholly for
personal purpose and for which employer reimburses the running and maintenance expenses of the car, it
will be perquisite in the hands of all employees.

o The value of perquisite by way of use of motor car to an employee by an employer shall be determined in

the following manner -

VALUE OF PERQUISITE PER CALENDAR MONTH

owned

or hired by the

employer and -

SL Circumstances Where cubic capacity of engine | Where cubic capacity of engine
No. does not exceed 1.6 litres exceeds 1.6 litres

(1) (2) (3) (4)

(1) | Where the motor car is

(@) is used wholly and| Not a perquisite, provided the | Not a perquisite, provided the
exclusively in the | documents specified in Note (2) | documents specified in Note (2)
performance of his | below the table are maintained by | below the table are maintained
official duties the employer. by the employer.

(b) isused exclusively for | Actual amount of expenditure| Actual amount of expenditure

the
personal purposes of
the employee or any
member of  his
household and the

private or

incurred by the employer on the
running and maintenance of
motor car during the relevant
previous

year including

remuneration, if any, paid by the

incurred by the employer on the
running and maintenance of
motor car during the relevant
previous

year including

remuneration, if any, paid by the

running and | employer to the chauffeur as| employer to the chauffeur as
maintenance increased by the amount| increased by the amount
expenses are met or | representing normal wear and | representing normal wear and

reimbursed by the
employer;

tear of the motor car and as
reduced by any amount charged
from the employee for suchuse.

tear of the motor car and as
reduced by any amount charged
from the employee for such use.
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(c) is used partly in the
performance of
duties and partly for
private or personal
purposes of his own
or any member of his
household and-

(i) the expenses on| X 1,800 (plusX 900, if chauffeur | X 2,400 (plus X 900, if
maintenance and | is also provided to run the| chauffeur is also provided to run
running are met or | motor car) the motor car)
reimbursed by the
employer

(ily the —expenses  On| s 00 (olusZ 900, if chauffeuris| T 900 (plus T 900, if chauffeur
::;I;I;iance afr;ci also provided by the employer to | is also provided by the

private or personal
use are fully met by
the assessee.

run the motor car)

employer to run the motor car)

any other automotive
conveyance but the actual

running and maintenance

(2) | Where the employee owns

a motor car but the actual

running and maintenance

charges (including

remuneration of  the

chauffeur, if any) are met

or reimbursed to him by

the employer and -

(i) such reimbursement| Not a perquisite, provided the | Not a perquisite, provided the
is for the use of the | documents specified in Note (2) | documents specified in Note (2)
vehicle wholly and | below the table are maintained | below the table are maintained by
exclusively for | by the employer. the employer.
official purposes

(ii) such reimbursement | The actual amount of expenditure | The actual amount of expenditure
is for the use of the | incurred by the employer as| incurred by the employer as
vehicle partly for | reduced by the amount specified | reduced by the amount specified
official purposes and | in Sl. No. (1)(c)(i) above (Also see | in Sl. No. (1)(c)(i) above (Also see
partly for personal or | note (2) below this table). note (2) below this table).
private purposes of
the employee or any
member of  his
household.

(3) | Where the employee owns
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charges are met or

reimbursed to him by the

employer and

(@) Such reimbursement | Not a perquisite, provided the | Notapplicable.
is for the use of the | documents specified in the note (2)
vehicle wholly and | below the table are maintained by
exclusively for official | the employer.
purposes

(b)  Such reimbursementis | The actual amount of expenditure
for the use of vehicle | jncyrred by the employer as
partly for official | requced by the amount of ¥ 900.
purposes and partly (Also see note
for personal or private

(2) below the table)

purposes of  the
employee

Notes :

1. Where more than one motor car is provided - Where one or more motor- cars are owned or hired
by the employer and the employee or any member of his household are allowed the use of such
motor-car or all of any of such motor-cars (otherwise than wholly and exclusively in the performance
of his duties), the value of perquisite shall be the amount calculated in respect of one car as if the
employee had been provided one motor-car for use partly in the performance of his duties and partly
for his private or personal purposes and the amount calculated in respect of the other car or cars as if
he had been provided with such car or cars exclusively for his private or personal purposes.

2. Documents to be maintained in certain cases - Where the employer or the employee claims that the
motor-car is used wholly and exclusively in the performance of official duty or that the actual expenses
on the running and maintenance of the motor-car owned by the employee for official purposes s
more than the amounts deductible in SI. No. 2(b) or 3(b) of the above table, he may claim a higher
amount attributable to such official use and the value of perquisite in such a case shall be the actual
amount of charges met or reimbursed by the employer as reduced by such higher amount
attributable
(@)  to official use of the vehicle provided that the following conditions are fulfilled :-

(b) the employer has maintained complete details of journey undertaken for official purpose which
may include date of journey, destination, mileage, and the amount of expenditure incurred
thereon;

(0) the employer gives a certificate to the effect that the expenditure was incurred wholly and
exclusively for the performance of official duties.

(3) Meaning of Normal wear and tear of a motor-car - For computing the perquisite value of motor
car, the normal wear and tear of a motor-car shall be taken at 10% per annum of the actual cost of the
motor-car or cars.

Valuation of benefit of provision of domestic servants [Sub-rule (3) of Rule 3]

If servants are engaged by the employee and employer paid or reimbursed the employee for the wages of
such servants, it will be perquisite in the hands of all employees. But if the domestic servants are engaged
by the employer and facility of such servants is provided to the employee, it will be perquisite in the
hands of specified employees only.
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. The value of benefit to the employee or any member of his household resulting from the provision by the
employer of the services of a sweeper, a gardener, a watchman or a personal attendant, shall be the actual
cost to the employer.

o The actual cost in such a case shall be the total amount of salary paid or payable by the employer or any
other person on his behalf for such services as reduced by any amount paid by the employee for such
services.

ILLUSTRATION 19:

Mr. X and Mr. Y are working for M/s. Gama Ltd. As per salary fixation norms, the following perquisites were offered:

(i)  For Mr. X, who engaged a domestic servant for ¥ 500 per month, his employer reimbursed the entire
salary paid to the domestic servant i.e. ¥ 500 per month.

(i) For Mr. Y, he was provided with a domestic servant @ X 500 per month as part of remuneration package.

You are required to comment on the taxability of the above in the hands of Mr. X and Mr. Y, who are not
specified employees.

SOLUTION :

o In the case of Mr. X, it becomes an obligation which the employee would have discharged even if the
employer did not reimburse the same. Hence, the perquisite will be covered under section 17(2)(iv) and
will be taxable in the hands of Mr. X. This is taxable in the case of all employees.

o In the case of Mr. Y, it cannot be considered as an obligation which the employee would meet. The
employee might choose not to have a domestic servant. This is taxable only in the case of specified
employees covered by section 17(2)(iii). Hence, there is no perquisite element in the hands of Mr. Y.

(D) Valuation of gas, electricity or water supplied by employer [Sub-rule (4) of Rule 3]

If gas, electricity or water connections are taken by the employee and employer paid or reimbursed the
employee for such expenses, it will be perquisite in the hands of all employees. But if the gas, electricity or
water connections are taken in the name of employer and facility of such supplies are provided to the
employee, it will be perquisite in the hands of specified employees only. The value of benefit to the
employee resulting from the provision of gas, electricity or water supplied by the employer shall be
determined as follow:

Circumstances Value of benefit

If payment is made to agency supplying of | sum equal to the amount paid on that account by
gas, electricity etc. the employer to the agency supplying the gas,
electric energy or water

If supply is made from resources owned by | manufacturing cost per unit incurred by the
the employer employer

Where the employee is paying any amount in respect of such services, the amount so paid shall be
deducted from the value so arrived at.

(E) Valuation of free or concessional educational facilities [Sub-rule (5) of Rule 3]

If school fees of children of employee or any member of employee’s house hold is paid or reimbursed by the
employer on employee’s behalf, it will be perquisite in the hands of all employees. But if the education
facility is provided in the school maintained by the employer or in any school by reason of his being
employment at free of cost or at concessional rate, it would be perquisite in the hands of specified
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(F

(G)

employees only. The value of benefit to the employee resulting from the provision of free or concessional
educational facility for any member of his household shall be determined as follow:

Circumstances Value of benefit

If the educational institution is|cost of such education in a similar institution in or
maintained and owned by the employer | near the locality. However, there would be no

perquisite if the cost of such education or the value of

If free educational facilities are allowed such benefit per child does not exceed X 1,000 p.m.

in any other educational institution by
reason of his being in employment of
that employer

Others amount of expenditure incurred by the employer in
that behalf

Where any amount is paid or recovered from the employee on that account, the value of benefit shall be
reduced by the amount so paid or recovered.

Note : The exemption of ¥ 1,000 p.m is allowed only in case of education facility provided to the children

of the employee and not in case of education facility provided to other household members.

Free or concessional tickets [Sub-rule (6) of Rule 3]

The value of any benefit or amenity resulting from the provision by an employer
o who is engaged in the carriage of passengers or goods,

o to any employee or to any member of his household for personal or private journey free of cost or at
concessional fare,

o in any conveyance owned, leased or made available by any other arrangement by such employer
for the purpose of transport of passengers or goods

shall be taken to be the value at which such benefit or amenity is offered by such employer to the public as
reduced by the amount, if any, paid by or recovered from the employee for such benefit or amenity.

However, there would be no such perquisite to the employees of an airline or the railways.

Valuation of other fringe benefits and amenities [Sub-rule (7) of Rule 3] :

Section 17(2)(viii) provides that the value of any other fringe benefit or amenity as may be prescribed
would be included in the definition of perquisite and taxable in the hands of all employees. Accordingly,
the following other fringe benefits or amenities are prescribed and the value thereof shall be determined
in the manner provided hereunder:-

(i) Interest-free or concessional loan [Sub-rule 7(i) of Rule 3]

(a) The value of the benefit to the assessee resulting from the provision of interest-free or
concessional loan for any purpose made available to

o the employee or
o any member of his household

during the relevant previous year by the employer or any person on his behalf shall be
determined as the sum equal to the interest computed at the rate charged per annum by the
State Bank of India, as on the 1* day of the relevant previous year in respect of loans for the
same purpose advanced by it on the maximum outstanding monthly balance as reduced by the
interest, if any, actually paid by him or any such member of his household.
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“Maximum outstanding monthly balance” means the aggregate outstanding balance for
each loan as on the last day of each month.

(b) However, no value would be charged if such loans are made available for medical treatment
in respect of prescribed diseases (like cancer, tuberculosis, etc.) or where the amount of loans
are not exceeding in the aggregateX 20,000.

(c) Further, where the benefit relates to the loans made available for medical treatment referred
to above, the exemption so provided shall not apply to so much of the loan as has been
reimbursed to the employee under any medical insurance scheme.

(ii) Travelling, touring and accommodation [Sub-rule 7(ii) of Rule 3]

(a) If Travelling, touring, accommodation etc. expenses are paid or reimbursed by
employer - The value of travelling, touring, accommodation and any other expenses paid for
or borne or reimbursed by the employer for any holiday availed of by the employee or any
member of his household, other than leave travel concession or assistance, shall be

determined as the sum equal to the amount of the expenditure incurred by such employer in
that behalf.

(b) If Travelling, touring, accommodation etc. facilities are maintained by employer to
particular employees only - Where such facility is maintained by the employer, and is not
available uniformly to all employees, the value of benefit shall be taken to be the value at
which such facilities are offered by other agencies to the public.

(c) Expenses on any member of household accompanying such employee on office tour -
Where the employee is on official tour and the expenses are incurred in respect of any
member of his household accompanying him, the amount of expenditure so incurred shall
also be a fringe benefit or amenity.

(d) If official tour is extended as vacation - However, where any official tour is extended as a
vacation, the value of such fringe benefit shall be limited to the expenses incurred in relation to
such extended period of stay or vacation. The amount so determined shall be reduced by the
amount, if any, paid or recovered from the employee for such benefit oramenity.

(iii) Free or concessional food and non-alcoholic beverages [Sub-rule 7(iii) of Rule 3]

(@) The value of free food and non-alcoholic beverages provided by the employer to an employee
shall be the amount of expenditure incurred by such employer. The amount so determined
shall be reduced by the amount, if any, paid or recovered from the employee for such benefit
or amenity.

(b) However, the following would not be treated as a perquisite -
(1) free food and non-alcoholic beverages provided by such employer
o during working hours at office or business premises or
o through paid vouchers which are not transferable and usable only at eating joints,
to the extent the value thereof either case does not exceed fifty rupees per meal or
(2) teaor snacks provided during working hours or

(3) free food and non-alcoholic beverages during working hours provided in a remote area
or an off-shore installation.

Exemption in respect of free food and non-alcoholic beverage provided by such employer through
paid voucher would not be available in case an employee pays tax under the default tax regime under
section 115BAC.

By CA VIVEK GABA Page | 3 - 59



Heads Of Income 3

(iv) Value of gift, voucher or token in lieu of such gift [Sub-rule 7(iv) of Rule 3]

(v)

(vi)

(vi)

(a)

(b)

The value of any gift, or voucher, or token in lieu of which such gift may be received by the
employee or by member of his household on ceremonial occasions or otherwise from the
employer shall be determined as the sum equal to the amount of such gift:

However, if the value of such gift, voucher or token, as the case may be, is below X 5,000 in the
aggregate during the previous year, the value of perquisite shall be taken as ‘Nil’.

Credit card expenses [Sub-rule 7(v) of Rule 3]

(a)

(b)

The amount of expenses including membership fees and annual fees incurred by the
employee or any member of his household, which is charged to a credit card (including any
add-on-card) provided by the employer, or otherwise, paid for or reimbursed by such
employer shall be taken to be the value of perquisite chargeable to tax as reduced by the
amount, if any paid or recovered from the employee for such benefit or amenity.

However, such expenses incurred wholly and exclusively for official purposes would not be
treated as a perquisite if the following conditions are fulfilled.

(1) complete details in respect of such expenditure are maintained by the employer which
may, inter alia, include the date of expenditure and the nature of expenditure;

(2) the employer gives a certificate for such expenditure to the effect that the same was
incurred wholly and exclusively for the performance of official duties.

Club expenditure [Sub-rule 7(vi) of Rule 3]

(a)

(b)

(c)

The value of benefit to the employee resulting from the payment or reimbursement by the
employer of any expenditure incurred (including the amount of annual or periodical fee) in a
club by him or by a member of his household shall be determined to be the actual amount of
expenditure incurred or reimbursed by such employer on that account. The amount so
determined shall be reduced by the amount, if any, paid or recovered from the employee for
such benefit or amenity.

However, where the employer has obtained corporate membership of the club and the facility
is enjoyed by the employee or any member of his household, the value of perquisite shall not
include the initial fee paid for acquiring such corporate membership.

Further, if such expenditure is incurred wholly and exclusively for business purposes, it
would not be treated as a perquisite provided the following conditions are fulfilled :-

(1) complete details in respect of such expenditure are maintained by the employer which
may, inter alia, include the date of expenditure, the nature of expenditure and its
business expediency;

(2) the employer gives a certificate for such expenditure to the effect that the same was
incurred wholly and exclusively for the performance of official duties.

There would be no perquisite for use of health club, sports and similar facilities provided
uniformly to all employees by the employer.

Use of moveable assets [Sub-rule 7(vii) of Rule 3]
Value of perquisite is determined as under:
Asset given Value of benefit
(a) Use oflaptops and computers Nil
(b) Movable assets, other than - 10% p.a. of the actual cost of such asset,

or the amount of rent or charge paid, or
payable by the employer, as the case may
be

(i) laptops and computers; and

(ii) assets already specified
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Note : Where the employee is paying any amount in respect of such asset, the amount so paid shall be
deducted from the value of perquisite determined above.

(viii) Transfer of moveable assets [Sub-rule 7(viii) of Rule 3]

Value of perquisite is determined as under:

Assets transferred Value of perquisite

Computers and electronic items | Depreciated value of asset [depreciation is computed @50% on
WDV for each completed year of usage]

Motor cars Depreciated value of asset [depreciation is computed @20% on
WDV for each completed year of usage]

Any other asset Depreciated value of asset [depreciation is computed @10% on

SLM for each completed year of usage]

Note : Where the employee is paying any amount in respect of such asset, the amount so paid shall be
deducted from the value of perquisite determined above.

(ix) Other benefit or amenity [Sub-rule 7(ix) of Rule 3]

The value of any other benefit or amenity, service, right or privilege provided by the employer shall
be determined on the basis of cost to the employer under an arms' length transaction as reduced by
the employee's contribution, if any.

However, there will be no taxable perquisite in respect of expenses on telephones including mobile phone
actually incurred on behalf of the employee by the employer i.e., if an employer pays or reimburses telephone
bills or mobile phone charges of employee, there will be no taxable perquisite.

ILLUSTRATION 20

Mr. X retired from the services of M/s Y Ltd. on 31.01.2024, after completing service of 30 years and one month. He
had joined the company on 1.1.1994 at the age of 30 years and received the following on his retirement:

(i) Gratuity X 6,00,000. He was covered under the Payment of Gratuity Act, 1972.

(i)  Leave encashment of X 3,30,000 for 330 days leave balance in his account. He was credited 30 days leave
for each completed year of service.

(iii)  As per the scheme of the company, he was offered a car which was purchased on 30.01.2021 by the
company for ¥ 5,00,000. Company has recovered X 2,00,000 from him for the car. Company depreciates
the vehicles at the rate of 15% on Straight Line Method.

(iv)  An amount of ¥ 3,00,000 as commutation of pension for 2/3 of his pension commutation.

(v)  Company presented him a gift voucher worth X 6,000 on his retirement.

(vi)  His colleagues also gifted him a Television (LCD) worth ¥ 50,000 from their own contribution.
Following are the other particulars :

()  He has drawn a basic salary of ¥ 20,000 and 50% dearness allowance per month for the period from
01.04.2023 to 31.01.2024.

(i) Received pension of X 5,000 per month for the period 01.02.2024 to 31.03.2024 after commutation of
pension.

Compute his gross total income from the above for Assessment Year 2024-25 assuming he exercises the option
of shifting out of the default tax regime provided under section 115BAC(1A).
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(2)

SOLUTION :
Computation of Gross Total Income of Mr. X for A.Y. 2024-25 :
Particulars X

Basic Salary =X 20,000 x 10 2,00,000
Dearness Allowance = 50% of basic salary 1,00,000
Gift Voucher (See Note - 1) 6,000
Transfer of car (See Note - 2) 56,000
Gratuity (See Note - 3) 80,769
Leave encashment (See Note - 4) 1,30,000
Uncommuted pension (X 5000 x 2) 10,000
Commuted pension (See Note - 5) 1,50,000
Gross Salary 7,32,769
Less: Standard deduction u/s 16(ia) 50,000
Taxable Salary /Gross Total Income 6,382,769

Notes :

(1) As per Rule 3(7)(iv), the value of any gift or voucher or token in lieu of gift received by the employee or

by member of his household not exceeding X 5,000 in aggregate during the previous year is exempt. In
this case, the amount was received on his retirement and the sum exceeds the limit of ¥ 5,000.

Therefore, the entire amount of X 6,000 is liable to tax as perquisite.

Note : An alternate view possible is that only the sum in excess of ¥ 5,000 is taxable. In such a case, the
value of perquisite would be ¥ 1,000 and gross total income would beX 7,27,769.

Perquisite value of transfer of car: As per Rule 3(7)(viii), the value of benefit to the employee, arising
from the transfer of an asset, being a motor car, by the employer is the actual cost of the motor car to the
employer as reduced by 20% of WDV of such motor car for each completed year during which such
motor car was put to use by the employer. Therefore, the value of perquisite on transfer of motor car, in
this case, would be:

Particulars X
Purchase price (30.1.2021) 5,00,000 N
Less: Depreciation @ 20% 1,00,000
WDV on 29.1.2022 4,00,000
Less: Depreciation @ 20% 80,000
WDV on 29.1.2023 3,20,000
Less: Depreciation @ 20% 64,000
WDV on 29.1.2024 2,56,000
Less: Amount recovered 2,00,000
Value of perquisite 56,000
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The rate of 15% as well as the straight line method adopted by the company for depreciation of vehicle is
not relevant for calculation of perquisite value of car in the hands of Mr. X.

(3) Taxable gratuity

Particulars X

Gratuity received 6,00,000
Less : Exempt under section 10(10) - Least of the following :
(i) Notified limit = %20,00,000
(ii) Actual gratuity= X 6,00,000

(iii) 15/26 x last drawn salary x no. of completed years of
services or part in excess of 6 months

15/26 xX30,000x30= X 5,19,231
519,231

Taxable Gratuity 80,769

Note : As per the Payment of Gratuity Act, 1972, D.A. is included in the meaning of salary. Since in this
case, Mr. X is covered under payment of Payment of Gratuity Act, 1972, D.A. has to be included within the
meaning of salary for computation of exemption under section 10(10).

(4) Taxableleave encashment:

Particulars X
Leave Salary received 3,30,000
Less : Exempt under section 10(10AA) - Least of the following:
(i) Notified limit %25,00,000
(ii) Actual leave salary %3,30,000
(iii) 10 months xX 20,000 %2,00,000
(iv) Cash equivalent of leave to his credit I 2,20,000
33 2,00,000
(30 X 20,000) A
Taxable Leave encashment 1,30,000

Note : It has been assumed that dearness allowance does not form part of salary for retirement benefits.
In case it is assumed that dearness allowance forms part of pay for retirement benefits, then, the third
limit for exemption under section 10(10AA) in respect of leave encashment would be ¥ 3,00,000

(i.e. 10 x X 30,000) and the fourth limit ¥ 3,30,000, in which case, the taxable leave encashment
would be ¥ 30,000 (X 3,30,000-% 3,00,000). In such a case, the gross total income would be X
6,32,769.

(5) Commuted Pension:

Since Mr. X is a non-government employee in receipt of gratuity, exemption under section 10(10A) would
be available to the extent of 1/3™ of the amount of the pension which he would have received had he
commuted the whole of the pension.
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Particulars 04
Amount received 3,00,000
1 3
Less: Exemption under section 10(10A) = 3 [3,00,000 X ﬂ 1,50,000
Taxable amount 1,50,000

(6) The taxability provisions under section 56(2)(x) are not attracted in respect of television received from
colleagues, since television is not included in the definition of property therein.

ILLUSTRATION 21 :

Shri Bala employed in ABC Co. Ltd. as Finance Manager gives you the list of perquisites provided by the company
to him for the entire financial year 2023-24 :

(i)  Domestic servant was provided at the residence of Bala. Salary of domestic servant is ¥ 1,500 per month.
The servant was engaged by him and the salary is reimbursed by the company (employer).

In case the company has employed the domestic servant, what is the value of perquisite?

(i)  Free education was provided to his two children Arthy and Ashok in a school maintained and owned by the
company. The cost of such education for Arthy is computed at ¥ 900 per month and for Ashok at X 1,200
per month. No amount was recovered by the company for such education facility from Bala.

(i)  The employer has provided movable assets such as television, refrigerator and air-conditioner at the
residence of Bala. The actual cost of such assets provided to the employee is X 1,10,000.

(iv) A gift voucher worth X 10,000 was given on the occasion of his marriage anniversary. It is given by the
company to all employees above certain grade.

(v)  Telephone provided at the residence of Shri Bala and the bill aggregating to X 25,000 paid by the
employer.

(vi)  Housing loan @ 6% per annum. Amount outstanding on 1.4.2023 is X 6,00,000. Shri Bala pays X 12,000 per
month towards principal, on 5th of each month.

Compute the chargeable perquisite in the hands of Mr. Bala for the A.Y. 2024-25. The lending rate of State Bank
of India as on 1.4.2023 for housing loan may be taken as 10%.

SOLUTION :

Taxability of perquisites provided by ABC Co. Ltd. to Shri Bala :

(i) Domestic servant was employed by the employee and the salary of such domestic servant was paid/
reimbursed by the employer. It is taxable as perquisite for all categories of employees.

Taxable perquisite value =X 1,500 x 12 =% 18,000.

If the company had employed the domestic servant and the facility of such servant is given to the
employee, then the perquisite is taxable only in the case of specified employees. The value of the taxable
perquisite in such a case also would be X 18,000.

(ii) Where the educational institution is owned by the employer, the value of perquisite in respect of free
education facility shall be determined with reference to the reasonable cost of such education in a similar
institution in or near the locality. However, there would be no perquisite if the cost of such education per
child does not exceed ¥ 1,000 per month.

Therefore, there would be no perquisite in respect of cost of free education provided to his child Arthy,
since the cost does not exceed X 1,000 per month.

By CA VIVEK GABA Page | 3 - 64



3 Heads Of Income

However, the cost of free education provided to his child Ashok would be taxable, since the cost
exceeds X 1,000 per month. The taxable perquisite value would be X 14,400 (X 1,200 x 12).

Note - An alternate view possible is that only the sum in excess of ¥ 1,000 per mont is taxable. In such a
case, the value of perquisite would be ¥ 2,400. g

(iii) Where the employer has provided movable assets to the employee or any member of his household, 10%
per annum of the actual cost of such asset owned or the amount of hire charges incurred by the employer
shall be the value of perquisite. However, this will not apply to laptops and computers. In this case, the
movable assets are television, refrigerator and air conditioner and actual cost of such assets is
% 1,10,000.

The perquisite value would be 10% of the actual costi.e., X 11,000, being 10% of X 1,10,000.

(iv) The value of any gift or voucher or token in lieu of gift received by the employee or by member of his
household not exceeding X 5,000 in aggregate during the previous year is exempt. In this case, the amount
was received on the occasion of marriage anniversary and the sum exceeds the limit of ¥ 5,000.

Therefore, the entire amount of ¥ 10,000 is liable to tax as perquisite.

Note - An alternate view possible is that only the sum in excess of X 5,000 is taxable. In such a case, the value
of perquisite would be X 5,000

(v) Telephone provided at the residence of the employee and payment of bill by the employer is a tax free
perquisite.

(vi) The value of the benefit to the assessee resulting from the provision of interest-free or concessional loan
made available to the employee or any member of his household during the relevant previous year by the
employer or any person on his behalf shall be determined as the sum equal to the interest computed at
the rate charged per annum by the State Bank of India (SBI) as on the 1* day of the relevant previous year
in respect of loans for the same purpose advanced by it. This rate should be applied on the maximum
outstanding monthly balance and the resulting amount should be reduced by the interest, if any, actually
paid by him.

“Maximum outstanding monthly balance” means the aggregate outstanding balance for loan as on the last
day of each month.

The perquisite value for computation is 10% - 6% = 4%

Month Maximum outstanding balance | Perquisite value at 4%
as on last date of month () for the month (3)

April, 2023 5,88,000 1,960
May, 2023 5,76,000 1,920
June, 2023 5,64,000 1,880
July, 2023 5,52,000 1,840
August, 2023 5,40,000 1,800
September, 2023 5,28,000 1,760
October, 2023 5,16,000 1,720
November, 2023 5,04,000 1,680
December, 2023 492,000 1,640
January, 2024 4,80,000 1,600
February, 2024 4,68,000 1,560
March, 2024 4,56,000 1,520

Total value of this perquisite 20,880
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(H)

Total value of taxable perquisite
=% 74,280 Q.e. 4 18,0005— 3 14,400?+ 4 11,000€+ 4 10,00(%+ 4 20,88%].

Note - In case the alternate views are taken for items (ii) & (iv), the total value of taxable perquisite
would be X 57,280 [i.e, ¥ 18,000 + X 2,400 +X 11,000 +X 5,000 +X 20,880].

Valuation of specified security or sweat equity share for the purpose of section 17(2)(vi)
[Sub-rule (8)]

The fair market value of any specified security or sweat equity share, being an equity share in a company,
on the date on which the option is exercised by the employee, shall be determined in the following
manner -

(1) If shares are listed on recognized stock exchange - In a case where, on the date of the exercising
of the option, the share in the company is listed on a recognized stock exchange, the fair market
value shall be the average of the opening price and closing price of the share on that date on the said
stock exchange.

If shares are listed on more than one recognized stock exchange -Where, on the date of
exercising of the option, the share is listed on more than one recognized stock exchanges, the fair
market value shall be the average of opening price and closing price of the share on the recognised
stock exchange which records the highest volume of trading in the share.

If no trading in share on recognized stock exchange - Where on the date of exercising of the
option, there is no trading in the share on any recognized stock exchange, the fair market value
shall be -

(@) the closing price of the share on any recognised stock exchange on a date closest to the date of
exercising of the option and immediately preceding such date; or

(b) the closing price of the share on a recognised stock exchange, which records the highest volume
of trading in such share, if the closing price, as on the date closest to the date of exercising of the
option and immediately preceding such date, is recorded on more than one recognized stock
exchange.

“Closing price” of a share on a recognised stock exchange on a date shall be the price of the last
settlement on such date on such stock exchange.

However, where the stock exchange quotes both “buy” and “sell” prices, the closing price shall be the
“sell” price of the last settlement.

“Opening price” of a share on a recognised stock exchange on a date shall be the price of the first
settlement on such date on such stock exchange.

However, where the stock exchange quotes both “buy” and “sell” prices, the opening price shall be
the “sell” price of the first settlement.

(2) Ifshares are not listed on recognized stock exchange -In a case where, on the date of exercising of
the option, the share in the company is not listed on a recognised stock exchange, the fair market value
shall be such value of the share in the company as determined by a merchant banker on the specified
date.

For this purpose, “specified date” means,—
(i) the date of exercising of the option; or

(ii) any date earlier than the date of the exercising of the option, not being a date which is more than
180 days earlier than the date of the exercising.
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Note: Where any amount has been recovered from the employee, the same shall be deducted to arrive at
the value of perquisites.

ILLUSTRATION 22 :

AB Co. Ltd. allotted 1000 sweat equity shares to Sri Chand in June 2023. The shares were allotted at X 200 per
share as against the fair market value of ¥ 300 per share on the date of exercise of option by the allottee viz. Sri
Chand. The fair market value was computed in accordance with the method prescribed under the Act.

()  What is the perquisite value of sweat equity shares allotted to Sri  Chand?

(i) In the case of subsequent sale of those shares by Sri Chand, what would be the cost of acquisition of those
sweat equity shares?

SOLUTION :
(i) As per section 17(2)(vi), the value of sweat equity shares chargeable to tax as perquisite shall be the fair

market value of such shares on the date on which the option is exercised by the assessee as reduced by the
amount actually paid by, or recovered from, the assessee in respect of such shares.

Particulars X

Fair market value of 1000 sweat equity shares @ X 300 each 3,00,000
Less: Amount recovered from Sri Chand 1000 shares @ ¥ 200 each |2,00,000

Value of perquisite of sweat equity shares allotted to Sri Chand 1,00,000

(ii) As per section 49(2AA), where capital gain arises from transfer of sweat equity shares, the cost of
acquisition of such shares shall be the fair market value which has been taken into account for perquisite
valuation under section 17(2)(vi). (The provisions of section 49 are discussed in Unit 4: Capital Gains of this
chapter)

Therefore, in case of subsequent sale of sweat equity shares by Sri Chand, the cost of acquisition would be
% 3,00,000.

(I) Valuation of specified security, not being an equity share in a company for the purpose of
section 17(2)(vi) [Sub-rule (9)]

o The fair market value of any specified security, not being an equity share in a company, on the date on
which the option is exercised by the employee, shall be such value as determined by a merchant banker on
the specified date.

o For this purpose, “specified date” means,—
(i) the date of exercising of the option; or

(ii) any date earlier than the date of the exercising of the option, not being a date which is more than
180 days earlier than the date of the exercising.

o Tax on perquisite of specified securities and sweat equity shares is required to be paid in the year of
exercising of option. However, where such shares or securities are allotted by the current employer, being
an eligible start-up”, the perquisite is taxable in the year

o after the expiry of 48 months from the end of the relevant assessment year
o in which sale of such security or share are made by the assessee

o in which the assessee ceases to be the employee of the employer, whichever is earlier.
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Definitions for the purpose of perquisite rules :

The following definitions are relevant for applying the perquisite valuation rules -

Term

Meaning

Member of

household

shall include-

(a)
(b)
(c)
(d)

spouse(s),
children and their spouses,
parents, and

servants and dependants;

Salary

includes the pay, allowances, bonus or commission payable

monthly or otherwise or any monetary payment, by whatever

name called from one or more employers, as the case may be,

but does not include the following, namely:-

()

(b)

(c)
(d)

(e)

()

dearness allowance or dearness pay unless it enters into
the computation of superannuation or retirement benefits
of the employee concerned;

employer’s contribution to the provident fund account of
the employee;

allowances which are exempted from payment of tax;

the value of perquisites specified in clause (2) of section 17
of the Income-tax Act;

any payment or expenditure specifically excluded under
proviso to clause (2) of section 17;

lump-sum payments received at the time of termination of
service or superannuation or voluntary retirement, like
gratuity, severance pay, leave encashment, voluntary
retrenchment benefits, commutation of pension and similar
payments;

ILLUSTRATION 23 :

Mr. Y.

chauffeur.

valuation to be ¥ 10 lakh.

(2)  Furniture, for which the hire charges paid by X Ltd. is ¥ 3,000 p.m. No amount
employee in respect of the same.

X Ltd. provided the following perquisites to its employee Mr. Y for the P.Y. 2023-24 -
(1)  Accommodation taken on lease by X Ltd. for ¥ 15,000 p.m. X 5,000 p.m. is recovered from the salary of

(3) A car of 1,200 cc which is owned by X Ltd. and given to Mr. Y to be used both for official and personal
purposes. All running and maintenance expenses are fully met by the employer. He is also provided with a

(4) A gift voucher of ¥ 10,000 on his birthday.

Compute the value of perquisites chargeable to tax for the A.Y.2024-25, assuming his salary for perquisite
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SOLUTION :

Computation of the value of perquisites chargeable to tax in the hands of Mr. Y for the A.Y.2024-25

Particulars Amountin¥

(1) Value of accommodation at concessional rate

Actual amount of lease rental paid by X Ltd. 1,80,000

15% of salary i.e., 15% of X 10,00,000 1,50,000
Lower of the above 1,50,000
Less: Rent paid by Mr. Y (X 5,000 x 12) 60,000

90,000

Add: Hire charges paid by X Ltd. for furniture provided 36,000 1,26,000
for the use of Mr. Y (X 3,000 x 12)

(2) Perquisite value of Santro car owned by X Ltd. and 32,400
provided to Mr. Y for his personal and official use
(X1,800 +% 900) x 12]

(3) Value of gift voucher* 10,000

Value of perquisites chargeable to tax 1.68.400

* An alternate view possible is that only the sum in excess of X 5,000 is taxable. In such a case, the value of
perquisite would be ¥ 5,000.

1.4 DEDUCTIONS FROM SALARY

The income chargeable under the head ‘Salaries’ is computed after making the following deductions :
(1) Standard deduction [Section 16(ia)]
(2) Entertainment allowance [Section 16(ii)]

(3) Professional tax [Section 16(iii)]

Income under the head “Salaries” Amount () | Amount (%)
Salary/Bonus/Commission etc. A

Taxable Allowance Value of B

Taxable Perquisites C

Gross Salary (A+B+C) D
Less: Deductions under Section 16

Standard deduction of upto X 50,000 XXX
Entertainment Allowance to Government employee, if the assessee XXX

exercises the option of shifting out of the default tax regime

provided under section 115BAC(1A)

Professional Tax paid, if the assessee exercises the option of shifting B
out of the default tax regime provided under section 115BAC(1A) XXX

Net taxable income from Salary (D-E) F
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1.4.1 Standard Deduction
A standard deduction of [¥50,000| be provided to the employees. or the amount of salary, whichever is

lower, is to be provided to the employees.

Standard deduction of upto * 50,000 is available to an assessee irrespective of the regime under
which he pays tax.

1.4.2 Entertainment Allowance:

o Entertainment allowance received is fully taxable and is first to be included in the salary and thereafter
the following deduction is to be made from gross salary:

° However, deduction in respect of entertainment allowance is available in case of Government
employees only. The amount of deduction will be lower of:

(i)  One-fifth of his basic salary or
(ii) ¥ 5,000 o0r
(iii) Entertainment allowance received.

o Amount actually spent by the employee towards entertainment out of the entertainment allowance
received by him is not a relevant consideration at all.

Deduction in respect of entertainment allowance would be available to an assessee only if he
exercises the option of shifting out of the default tax regime provided under section 1T15BAC(1A). The
deduction would not be available under the default tax regime i.e., under section 115BAC

1.4.3 Professional Tax on Employment

o Professional tax or taxes on employment levied by a State under Article 276 of the Constitution is allowed
as deduction only when it is actually paid by the employee during the previous year. The total amount by
way of professional tax payable in respect of any one person shall not exceed ¥ 2,500 per annum.
However, the amount paid during the previous year can be more than X 2,500 as the employee may have
paid the professional tax of an earlier year during the previous year.

u If professional tax is reimbursed or directly paid by the employer on behalf of the employee, the
amount so paid is first included as salary income and then allowed as a deduction u/s 16.

u Deduction in respect of professional tax would be available to an assessee only if he exercises
the option of shifting out of the default tax regime provided under section 115BAC(1A). The
deduction would not be available under the default tax regime i.e., under section 115BAC.

ILLUSTRATION 24 :

Mr. Goyal receives the following emoluments during the previous year ending 31.03.2024.

Basic pay T 4,00,000

Dearness Allowance X 1,50,000

Commission X 1,00,000

Entertainmentallowance < 40,000

Medical expenses reimbursed < 25,000

Professional tax paid X 2,000 (X1,000 was paid by his employer)
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Mr. Goyal contributes ¥ 5,000 towards recognized provident fund. He has no other income. Determine the

income from salary for A.Y. 2024-25, if Mr. Goyal is a State Government employee.

SOLUTION :

Computation of salary of Mr. Goyal for the A.Y.2024-25 under default tax regime under section 115BAC

Particulars X
Basic Salary 4,0%,000
Dearness Allowance 1,50,000
Commission 1,00,000
Entertainment Allowance received 40,000
Employee’s contribution to RPF [Note] -
Medical expenses reimbursed 25,000
Professional tax paid by the employer 1,000
Gross Salary 7,16,000
Less: Deductions under section 16(ia) - Standard deduction of upto
% 50,000 50,000
Income from Salary 6,66,000

Note : Employee’s contribution to RPF is not taxable. It is eligible for deduction u/s 80C. However, such

deduction shall not be available under the default tax regime under section 115BAC.

Computation of salary of Mr. Goyal for the A.Y.2024-25 under the optional tax regime (normal provisions

of the Act)

% 50,000

Particulars X X
Basic Salary 4,00,000
Dearness Allowance 1,50,000
Commission 1,00,000
Entertainment Allowance received 40,000
Employee’s contribution to RPF [Note] -
Medical expenses reimbursed 25,000
Professional tax paid by the employer 1,000
Gross Salary 7,16,000
Less: Deductions under section 16
under section 16(ia) - Standard deduction of upto 50,000
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Particulars X X
under section 16(ii) - Entertainment allowance being
lowest of :
(a) Allowance received 40,000
(b) One fifth of basic salary [1/5 x X 4,00,000] 80,000
(c) Statutory amount 5,000 |5,000
under section 16(iii) - Professional tax paid 2,000
Income from Salary 6,59,000

Note : Employee’s contribution to RPF is not taxable. It is eligible for deduction u/s 80C.
1.5 RELIEF UNDER SECTION 89

(1) On account of arrears of salary or advance salary : Where by reason of any portion of an assessee’s
salary being paid in arrears or in advance or by reason of his having received in any one financial year,
salary for more than twelve months or a payment of profit in lieu of salary under section 17(3), his income
is assessed at a rate higher than that at which it would otherwise have been assessed, the Assessing
Officer shall, on an application made to him in this behalf, grant such relief as prescribed. The procedure
for computing the relief is given in Rule 21A.

(2) On account of family pension: Similar tax relief is extended to assessees who receive arrears of family
pension as defined in the Explanation to clause (iia) of section 57.

“Family pension” means a regular monthly amount payable by the employer to a person belonging to the
family of an employee in the event of his death.

(3) No relief at the time of Voluntary retirement or termination of service : No relief shall be granted in
respect of any amount received or receivable by an assessee on his voluntary retirement or termination of
his service, in accordance with any scheme or schemes of voluntary retirement or a scheme of voluntary
separation (in the case of a public sector company), if exemption under section 10(10C) in respect of such
compensation received on voluntary retirement or termination of his service or voluntary separation has
been claimed by the assessee in respect of the same assessment year or any other assessment year.

ILLUSTRATION 25

In the case of Mr. Hari, who turned 71 years on 28.3.2024, you are informed that the salary (computed) for the
previous year 2023-24 is ¥ 10,20,000 and arrears of salary received is X 3,45,000. Further, you are given the
following details relating to the earlier years to which the arrears of salary received is attributable to:

Previous year Taxable Salary ) Arrears now received ()
2010 - 2011 7,10000 € 103000 ¥
2011 -2012 8,25,000 1,17,000
2012 -2013 9,50,000 1,25,000

Compute the relief available under section 89 and the tax payable for the AY. 2024-25. Assume that Mr. Hari
exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).

Note : Rates of Taxes:
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Assessment Slab rates of income-tax
Vear For resident individuals of the For other resident individuals
age of 60 years or more at any
time during the previous year
Slabs Rate Slabs Rate
2011-12 Upto X 2,40,000 Nil Upto X 1,60,000 Nil
% 2,40,001 -X 5,00,000 10% | X 1,60,001 - 5,00,000 10%
% 5,00,001 -X 8,00,000 20% | X 5,00,001 -X 8,00,000 20%
Above X 8,00,000 30% Above X 8,00,000 30%
2012-13 Upto X 2,50,000 Nil Upto X 1,80,000 Nil
% 2,50,001 -X 5,00,000 10% | X 1,80,001 - 5,00,000 10%
% 5,00,001 -X 8,00,000 20% | X 5,00,001 -X 8,00,000 20%
Above X 8,00,000 30% Above X 8,00,000 30%
2013-14 Upto X 2,50,000 Nil Upto X 2,00,000 Nil
% 2,50,001 -X 5,00,000 10% | X2,00,001 -X 5,00,000 10%
% 5,00,001 - 10,00,000 | 20% | X 5,00,001 -% 10,00,000 20%
Above %10,00,000 30% Above %10,00,000 30%

Note — Education cess@2% and secondary and higher education cess@1% was attracted on the income-tax for all

above preceding years.
SOLUTION :

Computation of tax payable by Mr. Hari for the A.Y.2024-25

Particulars Incl. arrears of | Excl. arrears

salary X of salary X

Current year salary (computed) 10,20,000 10,20,000

Add: Arrears of salary 3,45,000 -

Taxable Salary 13,65,000 10,20,000

Income-tax thereon 2,19,500 1,16,000

Add: Health and education cess @4% 8,780 4,640

Total payable 2,28,280 1,20,640
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Computation of tax payable on arrears of salary if charged to tax in the respective AYs

Particulars AY.2011-12 AY.2012-13 AY.2013-14
Incl. arrears Excl. Incl. arrears | Excl. arrears |Incl. arrears Excl.
) arrears () ) ) ) arrears ()
Taxable salary 7,10,000 7,10,000 8,25,000 8,25,000 9,50,000 9,50,000
Add: Arrears of 1,03,000 - 1,17,000 - 1,25,000 -
salary
Taxable salary 8,13,000 7,10,000 9,42,000 8,25,000 10,75,000 9,50,000
Tax on the above 97,900 76,000 1,34,600 99,500 1,47,500 1,15,000
Add: Cess@3% 2,937 2,280 4,038 2,985 4,425 3,450
Tax payable 1,00,837 78,280 1,38,638 1,02,485 1,51,925 1,18,450
Computation of relief under section 89
Particulars X X
i | Tax payable in A.Y.2024-25 on arrears:
Tax on income including arrears 2,28,280
Less : Tax on income excluding arrears 1,20,640 1,07,640
ii | Tax payable in respective years on arrears :
Taxon income including arrears (¥ 1,00,837 +% 1,38,638 + ¥ 1,51,925) 3,91,400
Less: Tax on income excluding arrears (X 78,280 +3 1,02,485 +3 1,18,450) 299215 | 92,185
Relief under section 89 - difference between tax on arrears in A.Y. 2024- 15,455
25 and tax on arrears in the respective years
Tax payable for A.Y.2024-25 after relief under section 89 :
Particulars A
Income-tax payable on total income including arrears of salary 2,28,280
Less : Relief under section 89 as computed above 15,455
Tax payable after claiming relief 2,12,825

LET US RECAPITULATE

Basis of Charge [Section 15]

(@

Salary is chargeable to tax either on ‘due’ basis or on ‘receipt’ basis, whichever is earlier.

(i)

tax in the year in which it becomes due.

However, where any salary, paid in advance, is assessed in the year of payment, it cannot be subsequently brought to

(iii)

If the salary paid in arrears has already been assessed on due basis, the same cannot be taxed again when it is paid.

brought to charge for the relevant previous year.

If an employee works with more than one employer, salaries received from all the employers would be clubbed and
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Taxability/Exemption of certain Allowances

Section Allowance Exemption

10(13A) |HouseRent Allowance Least of the following is exempt:
(a) HRA actually received
(b)  Rent paid less 10% of salary

(c) 50% of salary, if accommodation is located in Mumbai,
Kolkata, Delhi or Chennai 40% of salary, if the

accommodation is located in any other city.

Note - Exemption would be available to an assessee only if he
exercises the option of shifting out of the default tax regime
provided under section 115BAC(1A).

10(14)(ii) | Children education allowance % 100 per month per child upto maximum of two children

Note - Exemption would be available to an assessee only if he
exercises the option of shifting out of the default tax regime
provided under section 115BAC(1A).

Transport allowance for commuting|X 3,200 per month for an employee who is blind or deaf and
between the place of residence and the|dumb or orthopedically handicapped

place of duty Hostel expenditure of|yqge . Exemption in respect of transport allowance would be
employee’s children available to an assesse irrespective of the regime under which
he pays tax. ¥ 300 per month per child up to a maximum of two

children
Note - Exemption would be available to an assessee

only if he exercises the option of shifting out of the
default tax regime provided under section 115BAC(1A).

Exemption of Terminal Benefits [Exemption would be available to an assessee irrespective of the tax
regime under which he pays tax]

Section | Component of Category of employee Particulars [Taxability /
salary Exemption under section 10]
10(10) Gratuity Central  Government employees/|Fully exemptu/s 10(10)(i)

Members of Civil Services/ local
authority employees etc.

Other employees Least of the following is exempt :
(i)  Gratuity actually received
In case of employees covered by the
Payment of Gratuity Act, 1972

(ii) 15/26 x last drawn salary x
number of completed years or part
in excess of six months

(iii) ¥20,00,000

In case of employees not covered by
the Payment of Gratuity Act, 1972
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Exemption of Terminal Benefits [Exemption would be available to an assessee irrespective of the tax
regime under which he pays tax]
Section | Component of Category of employee Particulars [Taxability /
salary Exemption under section 10]

(ii) 1/2 x average salary of last 10
months X number of completed
years of service (fraction to be
ignored).

(iii) ¥ 20,00,000

10(10A) |Pension
Uncommuted |Government & Non- Government|Fully taxable Fully exempt under section
pension employees Employees of Central|10(10A)(i)
Commuted Government/ local authorities/
pension Statutory corporation/ members of
Civil services/ All-India services/
Defence Services
Other Employees If the employee is in receipt of
gratuity

1/3 x (commuted pension received +

commutation %) x 100

If the employee is not in receipt of

gratuity

1/2 x (commuted pension received +

commutation %) x 100

10(10AA) | Leave Salary

Received Government & Non-Government Fully taxable

during service

Received at the | Government Non- Government Fully exempt u/s 10(10AA)(i)

tim'e of Least of the following isexempt :

retirement, (i) 3 25,00,000

(whether  on - )

superannuation (ii) Leave salary actually received

or otherwise) (iii) Cash equivalent of leave standing
at the credit of the employee
[based on average salary of last 10
months] (maximum 30 days for
every year of service)

(iv) 10 months’ salary (based on
average salary of last 10 months
preceding retirement)

10(10B) |Retrenchment Least of the following is exempt :
Compensation

(i) Compensation actually received

(ii) <5,00,000

(iii) 15 days average pay x Completed
years of service and part thereof in
excess of 6 months
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Exemption of Terminal Benefits [Exemption would be available to an assessee irrespective of the tax
regime under which he pays tax]

Section | Component of Category of employee Particulars [Taxability /
salary Exemption under section 10]
10(10C) |Voluntary Central and State Government, Public|Least of the following is exempt :
Retirement sector company, any other company,|(j)  Compensation actually received
Compensation |local authority, co- operative society,

(i) ¥5,00,000

(iii) 3 months’ salary x completed
years of service

IIT etc.

Last drawn salary x remaining months
of services left

Section 10(5) [Leave Travel Concession]

Exemption is available for 2 trips in a block of 4 calendar years. Exemption would be available to an
assessee only if he exercises the option of shifting out of the default tax regime provided under section
115BAC(1A).

S. No. Journey performed by Exemption
1 Air Amount not exceeding air economy fare by the shortest
route.
2 Any other mode : Amount not exceeding air-conditioned first- class rail
(i)  Where rail service is available | fare by the shortest route to the place of destination
(i) Where rail service is not
available Amount equivalent to air conditioned first class rail
(a) and public transport | fares by the shortest route, as if the journey had been
does not exist performed by rail
(b) but public transport | Amount not exceeding the first class or deluxe class
exists. fare by the shortest route to the place of destination

Provident Funds - Exemption & Taxability provisions

Particulars Recognized PF Unrecognized PF Statutory PF Public PF
Employer’s Contribution in excess | Not taxable at the time | Fully exempt N.A. (as there s
Contribution of 12% of salary is | of contribution only assessee’s own

taxable as “salary” u/s contribution)

17(1)
Employee’s Eligible for deduction | Not eligible for | Eligible for | Eligible for
Contribution u/s 80C, where an |deduction deduction u/s 80C, | deduction u/s 80C,

employee exercises the
option of shifting out of
the default tax regime

provided under section
115BAC(1A)

where an employee
exercises the
option of shifting
out of the default

tax regime
provided under
section
115BAC(1A)

where an employee
exercises the option
of shifting out of the
default tax regime
provided under
section 115BAC(1A)
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Provident Funds - Exemption & Taxability provisions

Particulars

Recognized PF

Unrecognized PF

Statutory PF

Public PF

Interest
Credited
Employer’s
Contribution

on

Amount in excess of
9.5% p.a. is taxable as
“salary” u/s 17(1)

Not taxable at the
time of credit of
interest

Fully exempt

N.A.

Interest
Credited
Employee’s
Contribution

on

Amount in excess of
9.5% p.a. is taxable as
“salary” u/s 17(1) [See
Note below]

Not taxable at the
time of credit of
interest

Exempt
certain
contribution
Note below]

upto
limit of
[See

Fully

exempt

Amount
withdrawn on
retirement/
termination

(1)

(ii)retires

iii) on

Exempt from tax if

employee served a
continuous period of
5 years or more; or

before
rendering 5 years of
service because of
ill health,
contraction or
discontinuance of
employer’s business
or reason beyond
the control of the
employee; or

of
the

cessation
employment,
employee obtains
employment  with
any other employer,
to the extent the
accumulated
balance in RPF is
transferred to his
RPF account
maintained by the
new employer.

iv) The entire balance

to the

of

standing
credit the
employee is
transferred to his
NPS account
referred to in
section 80CCD and
notified by the
Central Government

In other cases, it will be
taxable.

Employer’s
contribution and
interest thereon is
taxable as salary.
Employee’s
contribution is
taxable. Interest
employee’s
contribution is taxable
under income from
other source.

not
on

Fully exempt u/s
10(11)

Fully

exempt u/s

10(11)
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As per section 10(11), any payment from a Provident Fund (PF) to which Provident Fund Act, 1925, applies
or from Public Provident Fund would be exempt.

Accumulated balance due and becoming payable to an employee participating in a Recognized Provident
Fund (RPF) would be exempt under section 10(12).

However, the exemption under section 10(11) or 10(12) would not be available in respect of income by way
of interest accrued during the previous year to the extent it relates to the amount or the aggregate of amounts
of contribution made by that person/employee exceeding X 2,50,000 in any previous year in that fund, on or
after 1st April, 2021.

If the contribution by such person/employee is in a fund in which there is no employer’s contribution, then, a
higher limit of * 5,00,000 would be applicable for such contribution, and interest accrued in any previous year
in that fund, on or after 1st April, 2021 would be exempt upto that limit.

It may be noted that interest accrued on contribution to such funds upto 31st March, 2021 would be exempt
without any limit, even if the accrual of income is after that date.

Valuation of Perquisites [Section 17(2) read with Rule 3]

(I) Rent-free residential accommodation/ Accommodation provided to an employee at
concessional rate
S. No. Category of Unfurnished accommodation (C) Furnished accommodation (D)
(A) Employee (B)
1 Government License fee determined as per|Valuedetermined under column
employee Government rules as reduced by the | (C)
rent actually paid by the employee. Add : 10% p.a. of the furniture cost.
However, if the furniture is hired,
Then hire charges payable/paid
should be added to the value
determined under column (C), as
reduced by charges recovered from
employee.
2 Non- government | Where accommodation is owned by | Value determined under column

employee

employer

Location Perquisite value

population > 10
lacs < 25 lacs as
per 2001 census

©
Add: 10% p.a. of the furniture cost.
However, if the furniture is hired,

In cities having a | 15% of salary Then hire charges payable,/paid

lpa(():I;uile'lstlcp))Zr >203i should be added to the value

census determined under column (C), as
reduced by charges recovered from
employee.

In cities having a | 10% of salary

The perquisite value should be arrived at
by reducing the rent, if any, actually paid
by the employee, from the above value
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Where the accommodation is taken
on lease or rent by employer

Lower of the following is taxable :

(a) actual amount of lease rent paid or
payable by employer or
(b) 15% of salary

The lower of the above should be
reduced by the rent, actually paid by the

Value determined under column
©

Add: 10% p.a. of the furniture cost.
However, if the furniture is hired,
then hire charges payable/paid
should be added to the value
determined under column (C), as
reduced by charges recovered
from employee.

employee, to arrive at the perquisite

value.

Interest free or concessional loan

(n

In respect of any loan given by employer to employee or any member of his household (excluding for medical
treatment for specified ailments or where loans amount in aggregate does not exceed X 20,000), the interest
at the rate charged by SBI as on the first day of the relevant previous year at maximum outstanding monthly
balance (aggregate outstanding balance for each loan as on the last day of each month) as reduced by the
interest, if any, actually paid by him or any member of his household.

(lll) Use of movable assets by employee/ any member of his household

Asset given Value of benefit

(a) Nil

(b) Movable assets, other than -

Use of laptops and computers

10% p.a. of the actual cost of such asset, or the amount of rent or
charge paid, or payable by the employer, as the case may be

)

Amount paid by/ recovered from an employee

(i)Laptops and

and

computers;

(ii) Assets already specified

(IV) Transfer of movable assets

Actual cost of asset to employer (-) cost of normal wear and tear (-) amount paid or recovered from
employee

Assets transferred Value of perquisite

Computers and electronic items | @50% on WDV for each completed year of usage

Motor cars @20% on WDV for each completed year of usage

Any other asset @10% of actual cost of such asset to employer for each completed year

of usage [on SLM basis]
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(V) Motor car

S.
No.

Car owned/
hired by

Expenses
met by

Wholly
official use

Partly personal use (c)

1

Employer

Employer

Not
perquisite*

cc of engine

Perquisite value

upto 1.6 litres

31,800 p.m.

above 1.6 litres

2,400 p.m.

If chauffeur is also provided, ¥ 900 p.m. should be
added to the above value.

2 Employee Employer Not a | Actual amount of expenditure incurred by the
perquisite* employer as reduced by the perquisite value

arrived at in

(1) above.

3 Employer Employee -

cc of engine Perquisite value

upto 1.6 litres X 600 p.m.

above 1.6 litres X900 p.m.

If chauffeur is also provided, ¥ 900 p.m. should

be added to the above value.

* Provided employer maintains the complete details of such journey and expenditure thereon and gives a
certificate that such expenditure are incurred wholly for official use.

Note: Where car is owned by employer and expenses are also met by the employer, the taxable perquisites
in case such car is used wholly for personal purposes of the employee would be equal to the actual
expenditure incurred by the employer on running and maintenance expenses and normal wear and tear
(calculated @10% p.a. of actual cost of motor car) less amount charged from the employee for such use.

Meaning of Salary:

S.No. | Calculation of exemption of Allowance/Terminal

benefit/Valuation of perquisite

Meaning of salary

1 Gratuity (in case of non-Government employees | Basicsalary and dearness allowance.
covered by the Payment of Gratuity Act, 1972)

2 a)  Gratuity (in case of non- Government employee | Basic salary and dearness allowance, if

not covered by Payment of Gratuity Act, 1972) provided in terms of employment, and

b) Leave Salary commission calculated as a fixed
percentage of turnover.
c) House Rent Allowance
d) Recognized Provident Fund
e)  Voluntary Retirement Compensation
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Meaning of Salary:

S.No. | Calculation of exemption of Allowance/Terminal Meaning of salary
benefit/Valuation of perquisite

3 Rent free accommodation and Accommodation |All pay, allowance, bonus or
provided to an employee at a concessional rate commission or any monetary payment
by whatever name called but excludes-

(1) Dearness allowance not forming
part of computation of
superannuation or retirement
benefit

(2) employer’s contribution to the
provident fund account of the
employee;

(3) allowances which are exempted
from the payment of tax;

(4) wvalue of the perquisites specified
in section 17(2);

(5) any payment or expenditure
specifically excluded under the
proviso to section 17(2) i.e,
payment of medical insurance
premium specified therein.

(6) lump-sum payments received at
the time of termination of service
or superannuation or voluntary
retirement, like gratuity, leave
encashment, voluntary retirement
benefits, commutation of pension
and similar payments.

Deductions from gross salary [Section 16]

(1) | Standard deduction [Section 16(ia)]
Standard deduction of upto X 50,000.

Note - Deduction would be available to an assessee irrespective of the regime under which he pays tax.

(2) | Entertainment allowance (allowable only in the case of government employees) [Section 16(ii)]

Least of the following is allowed as deduction :

(1) 1% 5,000

(2) | 1/5% of basic salary

(3) | Actual entertainment allowance received

Note - Deduction would be available to an assessee only if he exercises the option of shifting out of the
default tax regime provided under section 115BAC(1A).
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(3 | Professional tax [Section 16(iii)]
Any sum paid by the assessee on account of tax on employment is allowable as deduction.

In case professional tax is paid by employer on behalf of employee, the amount paid shall be included in
gross salary as a perquisite and then deduction can be claimed.

Note - Deduction would be available to an assessee only if he exercises the option of shifting out of the
default tax regime provided under section 115BAC(1A).

Relief when salary is paid in arrears or in advance [Section 89]

Step1 | Calculate tax payable of the previous year in which the arrears/advance salary is received by
considering:

(a) | Total Income inclusive of additional salary

(b) | Total Income exclusive of additional salary

Step 2 | Compute the difference the tax calculated in Step 1 and Step 2 [i.e., (a) - (b)]

Step 3 Calculate the tax payable of every previous year to which the additional salary relates:

(a) | On total income including additional salary of that particular previous year

(b) | On total income excluding additional salary.

Step4 | Calculate the difference between (a) and (b) in Step 3 for every previous year to which the
additional salary relates and aggregate the same.

Step 5 Relief under section 89(1) = Amount calculated in Step 2 - Amount calculated in Step 4

TEST YOUR KNOWLEDGE

1.  Mr. Mohit is employed with XY Ltd. on a basic salary of ¥ 10,000 p.m. He is also entitled to dearness
allowance @100% of basic salary, 50% of which is included in salary as per terms of employment. The
company gives him house rent allowance of X 6,000 p.m. which was increased to X 7,000 p.m. with effect
from 01.01.2024. He also got an increment of X 1,000 p.m. in his basic salary with effect from 01.02.2024.
Rent paid by him during the P.Y.2023-24 isas under:

April and May, 2023- Nil, as he stayed with his parents
June to October, 2023 - 6,000 p.m. for an accommodation in Ghaziabad
November, 2023 to March, 2024 - 8,000 p.m. for an accommodation in Delhi

Compute his gross salary for A.Y.2024-25, assuming he exercises the option of shifting out of the default
tax regime provided under section 115BAC(1A).

2. Ms. Rakhi is an employee in a private company. She receives the following medical benefits from the
company during the previous year 2023-24:
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Particulars X

Reimbursement of following medical expenses incurred by Ms. Rakhi
(a) Ontreatment of her self-employed daughter in a private clinic 4,000
(b) Ontreatment of herself by family doctor 8,000
(c) Ontreatment of her mother-in-law dependent on her, in a nursing Home | 5,000
Payment of premium on Mediclaim Policy taken on her health 7,500
Medical Allowance 2,000 p.m.
Medical expenses reimbursed on her son's treatment in a government hospital 5,000

Expenses incurred by company on the treatment of her minor son abroad | 1,05,000
including stay expenses

Expenses in relation to foreign travel of Rakhi and her son for medical | 1,20,000
treatment

Note - Limit prescribed by RBI for expenditure on medical treatment and stay
abroad is USD 2,50,000 per financial year under liberalized remittance
scheme.

(1)

(i)

(iii)

(iv

()

(ii)
(iii)

(iv)

Examine the taxability of the above benefits and allowances in the hands of Rakhi.

3.  Mr. X is employed with AB Ltd. on a monthly salary of ¥ 25,000 per month and an entertainment
allowance and commission of ¥ 1,000 p.m. each. The company provides him with the following benefits:

A company owned accommodation is provided to him in Delhi. Furniture costing ¥ 2,40,000 was
provided on 1.8.2023.

A personal loan of ¥ 5,00,000 on 1.7.2023 on which it charges interest @ 6.75% p.a. The entire loan
is still outstanding (Assume SBI rate of interest on 1.4.2023 was 12.75% p.a.)

His son is allowed to use a motor cycle belonging to the company. The company had purchased this
motor cycle for ¥ 60,000 on 1.5.2020. The motor cycle was finally sold to him on 1.8.2023 for X
30,000.

)Professional tax paid by Mr. XisX 2,000.

Compute the income from salary of Mr. X for the A.Y. 2024-25 assuming Mr. X exercises the option of
shifting out of the default tax regime provided under section 115BAC(1A).

4.  Mr. Balaji, employed as Production Manager in Beta Ltd., furnishes you the following information for the
year ended 31.03.2024:

Basic salary upto 31.10.2023 % 50,000 p.m.

Basic salary from 01.11.2023 X 60,000 p.m.

Note - Salary is due and paid on the last day of every month.
Dearness allowance @ 40% of basic salary.

Bonus equal to one month salary. Paid in October 2023 on basic salary plus dearness allowance
applicable for that month.

Contribution of employer to recognized provident fund account of the employee@16% of basic
salary.
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(v) Professional tax paid X 2,500 of which X 2,000 was paid by the employer.

(vi) Facility of laptop and computer was provided to Balaji for both official and personal use. Cost of
laptop X 45,000 and computer X 35,000 were acquired by the company on 01.12.2023.

(vii) Motor car owned by the employer (cubic capacity of engine exceeds 1.60 litres) provided to the
employee from 01.11.2023 meant for both official and personal use. Repair and running expenses of
% 45,000 from 01.11.2023 to 31.03.2024, were fully met by the employer. The motor car was self-
driven by the employee.

(viii) Leave travel concession given to employee, his wife and three children (one daughter aged 7 and
twin sons aged 3). Cost of air tickets (economy class) reimbursed by the employer X 30,000 for
adults and X 45,000 for three children. Balaji is eligible for availing exemption this year to the extent
itis permissible in law.

Compute the salary income chargeable to tax in the hands of Mr. Balaji for the A.Y. 2024-25 assuming he
exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).

5. From the following details, find out the salary chargeable to tax for the A.Y.2024-25 assuming he exercises
the option of shifting out of the default tax regime provided under section 115BAC(1A) -

Mr. X is a regular employee of Rama & Co., in Gurgaon. He was appointed on 1.1.2023 in the scale of X
20,000 - 1,000 - X 30,000. He is paid 10% D.A. & Bonus equivalent to one month pay based on salary of
March every year. He contributes 15% of his pay and D.A. towards his recognized provident fund and the
company contributes the same amount. DA forms part of pay for retirement benefits.

He is provided free housing facility which has been taken on rent by the company at X 10,000 per month.
He is also provided with following facilities:

(i) Facility of laptop costingX 50,000.

(i) Company reimbursed the medical treatment bill of his brother of ¥ 25,000, who is dependent on him.
(iii) The monthly salary ofX 1,000 of a house keeper is reimbursed by the company.

(iv) A gift voucher of X 10,000 on the occasion of his marriage anniversary.

(v) Conveyance allowance of X 1,000 per month is given by the company towards actual reimbursement of
conveyance spent on official duty.

(vi) Heis provided personal accident policy for which premium of X 5,000 is paid by the company.
(vii) He is getting telephone allowance @I 500 per month.

6. You are required to compute the income from salary of Mr. Raja under default tax regime from the
following particulars for the year ended 31-03-2024:

(i) Heretired on 31-12-2023 at the age of 60, after putting in 25 years and 9 months of service, from a
private company at Delhi.

(ii) He was paid a salary of ¥ 25,000 p.m. and house rent allowance of ¥ 6,000 p.m. He paid rent of
% 6,500 p.m., during his tenure of service.

(iii) On retirement, he was paid a gratuity of ¥ 3,50,000. He was covered by the payment of Gratuity Act,
1972. He had not received any other gratuity at any point of time earlier, other than this gratuity.

(iv) He had accumulated leave of 15 days per annum during the period of his service; this was encashed
by him at the time of his retirement. A sum of X 3,15,000 was received by him in this regard.
Employer allowed 30 days leave per annum.

(v) He is receiving X 5,000 as pension. On 1.2.2024, he commuted 60% of his pension and received X
3,00,000 as commuted pension.
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(vi) The company presented him with a gift voucher of ¥ 5,000 on his retirement. His colleagues also
gifted him a mobile phone worth X 50,000 from their own contribution.

7.  Ms. Akansha, a salaried employee, furnishes the following details for the financial year 2023-24 :

Particulars X
Basic salary 6,20,000?
Dearness allowance 4,20,000
Commission 75,000
Entertainment allowance 9,000
Medical expenses reimbursed by the employer 18,000
Profession tax (of this, 50% paid by employer) 4,000
Health insurance premium paid by employer 8,000
Gift voucher given by employer on her birthday 10,000
Life insurance premium of Akansha paid by employer 26,000

Laptop provided for use at home. Actual cost of Laptop to employer 45,000

Children of the assessee are also using the Laptop at home] Employer
company owns a Maruti Suzuki Swift car, which was provided to the
assessee, both for official and personal wuse. Driver was also
provided. (Engine cubic capacity more than 1.6 litres). All expenses
are met by the employer

Annual credit card fees paid by employer [Credit card is not|7,000
exclusively used for official purposes; details of usage are not

available]

You are required to compute the income chargeable under the head Salaries for the assessment year
2024-25 if she pays tax under default tax regime.

ANSWERS

1. Computation of gross salary of Mr. Mohit for A.Y. 2024-25

Particulars E4

Basic salary [(X 10,000 x 10) + (X 11,000 x 2)]1,22,000
Dearness Allowance (100% of basic salary) [1,22,000
House Rent Allowance (See Note below) 21,300

Gross Salary 2,65,300

Note : Computation of Taxable House Rent Allowance (HRA)
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Particulars

Basic salary per month

allowance (included in

salary as per terms of employment)

Dearness

(50% of basic salary)

Salary per month for the purpose of
computation  of  house rent
allowance

Relevant period (in months

Salary for the relevant Period
(Salary per month x relevant period)

Rent paid for the relevant period

rent allowance

House (HRA)

received during the relevant period
(A)

Least of the following Is exempt

[u/s 10(13A)]

1.  Actual HRA received

2. Rentpaid (-) 10% of salary

3. 40% of salary (Residence at
Ghaziabad - June to
Oct, 2023)

50% of salary (Residence at Delhi-
Nov, 23 - March, 24)

Exempt HRA (B)

Taxable HRA [Actual HRA

Exempt HRA] (A-B)

)

April-May
R®)

10,000

5,000

15,000

30,000

Nil

12,000
® 6,000x2)

N.A.

Nil

12,000

June-Oct )

10,000

5,000

15,000

75,000

30,000
X 6,000%5)
30,000
X 6,000%5)

30,000
22,500

30,000

(40% x
3 75,000)

22,500

7,500

Nov-Dec (%)

10,000

5,000

15,000

30,000

16,000
 8,000x2)
12,000
® 6,000x2)

12,000
13,000

15,000

(50% x
3 30,000)

12,000

Nil

Jan R)

10,000

5,000

15,000

15,000

8,000
 8,000x1)
7,000
® 7,000x1)

7,000
6,500

7,500

(50% x
3 15,000)

6,500
500

Feb-March
)

11,000

5,500

16,500

33,000

16,000
(X 8,000%2)
14,000

X 7,000x2)

14,000
12,700

16,500

(50% x
3 33,000)

12,700

1,300

Taxable HRA (total) =

¥12,000+% 7,500 +3500+%1,300=%21,300

2. Tax treatment of medical benefits, allowances and mediclaim premium in the hands of Ms. Rakhi

for A.Y. 2024-25
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Particulars

1. | Reimbursement of medical expenses incurred by Ms. Rakhi

(A) The amount of ¥ 4,000 reimbursed by her employer for treatment of her self-employed daughter
in a private clinic is taxable perquisite.

(B) The amount of X 8,000 reimbursed by the employer for treatment of Ms. Rakhi by family doctor is
taxable perquisite.

(C) The amount ofX 5,000 reimbursed by her employer for treatment of her dependant mother-in-law
in a nursing home is taxable perquisite.

The aggregate sum of X 17,000, specified in (A), (B) and (C) above, reimbursed by the employer is taxable
perquisite

2. | Medical insurance premium of X 7,500 paid by the employer for insuring health of Ms. Rakhi is a tax free
perquisite as per clause (iii) of the first proviso to section 17(2).

3. | Medical allowance of X 2,000 per month i.e.,, X 24,000 p.a. is a fully taxable allowance.

4. | As per clause (ii)(a) of the first proviso to section 17(2), reimbursement of medical expenses of X 5,000
on her son’s treatment in a hospital maintained by the Government is a tax-free perquisite.

5. | As per clause (vi) of the first proviso to section 17(2), the following expenditure incurred by the
& | employer would be excluded from perquisite subject to certain conditions -

6. | (i) Expenditure on medical treatment of the employee, or any member of the family of such employee,
outside India including stay expenses [X 1,05,000, in this case];

(ii) Expenditure on travel of the employee or any member of the family of such employee for medical
treatment and one attendant who accompanies the patient in connection with such treatment [X
1,20,000, in this case].

The conditions subject to which the above expenditure would be exempt are as follows -

(i) The expenditure on medical treatment and stay abroad would be excluded from perquisite to
the extent permitted by Reserve Bank of India;

(ii) The expenditure on travel would be excluded from perquisite only in the case of an employee
whose gross total income, as computed before including the said expenditure, does not exceed
% 2 lakh.

Since the expenditure on medical treatment and stay abroad does not exceed the limit permitted by
RBI, they would be fully exempt. However, the foreign travel expenditure of Ms. Rakhi and her minor
son borne by the employer would be excluded from perquisite only if the gross total income of Ms.
Rakhi, as computed before including the said expenditure, does not exceed X 2 lakh.

3.  Computation of Income from Salary of Mr. X for the A.Y.2024-25

Particulars X X
Basic salary [X 25,000 x 12] 3,00,000
Commission [X 1,000 x 12] 12,000
Entertainment allowance [X 1,000 x 12] 12,000
Rent free accommodation [Note 1] 48,600

Add : Value of furniture [X 2,40,000 x 10% p.a. for 8 months] | 16,000 | 64,600

Interest on personal loan [Note 2] 22,500

Use of motor cycle [X 60,000 x 10% p.a. for 4 months] 2,000
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Transfer of motor cycle [Note 3]

Gross Salary

Less : Deduction under section 16

Under section 16(ia) - Standard deduction
Under section 16(iii) - Professional tax paid

Income from Salary

Notes :

1. Value of rent-free unfurnished accommodation
= 15% of salary for the relevant period
= 15% of (X 3,00,000 +% 12,000 +X 12,000) =X 48,600
2.  Value of perquisite for interest on personal loan
= [X5,00,000 x (12.75% - 6.75%) for 9 months] =% 22,500

3. Depreciated value of the motor cycle

= Original cost - Depreciation @ 10% p.a. for 3 completed years.
=3 60,000 - (X 60,000 x 10% p.a. x 3 years) =X 42,000.
Perquisite = ¥ 42,000 -% 30,000 =% 12,000.

4. Computation of Taxable Salary of Mr. Balaji for A.Y. 2024-25

12,000
4,25,100
50,000
2,000 |52,000
3,73,100

Particulars X
Basic salary [(X 50,000 x 7) + (X 60,000 x 5)] 6,50,000
Dearness Allowance (40% of basic salary) 2,60,000
Bonus (X 50,000 + 40% ofX 50,000) (See Note 1) 70,000

Employers contribution to recognised provident fund in
excess of 12% of salary = 4% of X 6,50,000 (See Note 2) 26,000
Professional tax paid by employer 2,000

Perquisite of Motor Car (X 2,400 for 5 months) (See Note 4) |12,000

Gross Salary 10,20,000
Less: Deduction under section 16

Standard deductionu/s16(ia) 50,000

Professional tax u/s 16(iii) (See Note 6) < 2,500 52,500
Taxable Salary 9,67,500

Notes :

1. Since bonus was paid in the month of October, the basic salary of X 50,000 for the month of October

is considered for its calculation.
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2.
3.

[t is assumed that dearness allowance does not form part of salary for computing retirement benefits.

As per Rule 3(7)(vii), facility of use of laptop and computer is a tax free perquisite, whether used for
official or personal purpose or both.

As per the provisions of Rule 3(2), in case a motor car (engine cubic capacity exceeding 1.60 liters) owned
by the employer is provided to the employee without chauffeur for personal as well as office use, the
value of perquisite shall be ¥ 2,400 per month. The car was provided to the employee from 01.11.2023,
therefore the perquisite value has been calculated for 5 months.

Mr. Balaji can avail exemption under section 10(5) on the entire amount of ¥ 75,000 reimbursed by the
employer towards Leave Travel Concession since the same was availed for himself, his wife and three
children and the journey was undertaken by economy class airfare. The restriction imposed for two
children is not applicable in case of multiple births which take place after the first child.

It is assumed that the Leave Travel Concession was availed for journey within India.

He is eligible to claim benefit of exemption u/s 10(5) since he has exercised the option of shifting out of
the default tax regime provided under section 115BAC(1A).

As per section 17(2)(iv), a “perquisite” includes any sum paid by the employer in respect of any
obligation which, but for such payment, would have been payable by the assessee. Therefore,
professional tax of X 2,000 paid by the employer is taxable as a perquisite in the hands of Mr. Balaji. As
per section 16(iii), a deduction from the salary is provided on account of tax on employment i.e.
professional tax paid during the year.

Therefore, in the present case, the professional tax paid by the employer on behalf of the employee X
2,000 is first included in the salary and deduction of the entire professional tax of X 2,500 is provided from
salary.

Computation of taxable salary of Mr. X for A.Y. 2024-25

Particulars X
Basic pay [(R 20,000x9) + (X 21,000x3)] =X 1,80,000 +X 63,000 |2,43,000
Dearness allowance [10% of basic pay] 24,300
Bonus 21,000

Employer’s contribution to Recognized Provident Fund in excess of | 8,019
12% (15%-12% =3% of X 2,67,300) [See Note 1 below]

Taxable allowances
Telephone allowance 6,000

Taxable perquisites

Rent-free accommodation [See Note 1 & 2 below] 44,145
Medical reimbursement 25,000
Reimbursement of salary of housekeeper 12,000
Gift voucher [See Note 5 below] 10,000
Gross Salary 3,93,464
Less: Deduction under section 16(ia) - Standard deduction 50,000
Salary income chargeable to tax 3,43,464

By CA VIVEK GABA Page | 3 - 90




3 Heads Of Income

Notes :

1.  Since dearness allowance forms part of salary for retirement benefits, the perquisite value of rent-free
accommodation and employer’s contribution to recognized provident fund have been accordingly
worked out.

2. Where the accommodation is taken on lease or rent by the employer, the value of rent-free
accommodation provided to employee would be actual amount of lease rental paid or payable by the
employer or 15% of salary, whichever is lower.

For the purposes of valuation of rent free house, salary includes :
Basicsalaryi.e., X 2,43,000

Dearnessallowancei.e.X 24,300

Bonusi.e.,, 321,000

Telephone allowance i.e., X 6,000 Therefore, salary works out to
% 2,43,000 +%X 24,300 +% 21,000 +X 6,000 =X 2,94,300.

15% of salary =X 2,94,300 x 15/100 =X 44,145

Value of rent-free house = Lower of rent paid by the employer (i.e. X 1,20,000) or 15% of salary
(i.e., ¥ 44,145). Therefore, the perquisite value is X 44,145.

3. Facility of use of laptop is not a taxable perquisite.
4.  Conveyance allowance is exempt since it is based on actual reimbursement for official purposes.

The value of any gift or voucher or token in lieu of gift received by the employee or by member of his
household below X 5,000 in aggregate during the previous year is exempt. In this case, the gift voucher
was received on the occasion of marriage anniversary and the sum exceeds the limit of ¥ 5,000.

Therefore, the entire amount of X 10,000 is liable to tax as perquisite.

Note - An alternate view possible is that only the sum in excess of X 5,000 is taxable. In such a case,
the value of perquisite would beX 5,000.

6. Premium of X 5,000 paid by the company for personal accident policy is notliable to tax.

6. Computation of income under the head “Salaries” of Mr. Raja for the A.Y.2024-25 under default tax

regime
Particulars X X
Basic Salary =X 25,000 x 9 months 2,25,000
House Rent Allowance =X 6,000 x 9 months 54,000

[Fully taxable under default tax regime]
Gratuity 3,50,000
Less: Least of the following exempt under
section 10(10)(ii) 3,50,000 Nil
(i) Actual GratuityreceivedX 3,50,000

(ii) 15 days salary for every year of completed service [15/26
xX 25,000 x 26] =X 3,75,000
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Particulars X X

(iii) Notified limit =¥ 20,00,000

Leave encashment 3,15,000

Less: Least of the following exempt under section 10(10AA) | 2,50,000 | 65,000
(i) 25,00,000
(ii) Leave salary actually received X 3,15,000
(iii) ¥ 2,50,000, being 10 months’ salary x¥ 25,000
(iv) Cash equivalent of leave standing at the credit of the

employee based on the average salary of last 10 months’

(max. 30 days per year of service) for every year of actual

service rendered for the employer from whose service he

has retired 375/30 x ¥ 25,000 =X 3,12,500 [Leave Due =

Leave allowed - Leave taken] = 750 (30 days per year x 25

years) - 375 days (15 days x 25) = 375 days]
Uncommuted Pension received [X 5,000 x1) + 9,000
(X 5,000x2x 40%)
Commuted Pension received 3,00,000
Less: Exempt under section 10(10A)
1/3x% 3,00,000/60% x 100%) 1,66,667 | 1,33,333
Gift Voucher [As per Rule 3(7)(iv), the value of any gift or voucher Nil
or token in lieu of gift received by the employee or by member of
his household not exceeding I 5,000 in aggregate during the
previous year is exempt]
Mobile Phone received as gift from colleagues (Neither taxable
under the head “Salaries” nor “Income from other sources”, since
taxability provisions under section 56(2)(x) are not attracted in Nil
respect of mobile phone received from colleagues, as mobile phone
is not included in the definition of “property” thereunder)
Gross Salary 4,86,333
Less: Standard deduction u/s 16 [Actual salary or ¥ 50,000, 50,000
whichever is less] [Allowable under default tax regime]

Net Salary 4,336,333

7.

under default taxregime

Computation of income chargeable under the head “Salaries” of Ms. Akansha for A.Y.2024-25

Particulars

X

Basic Salary

6,20,000
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Dearness allowance 4,20,000
Commission 75,000
Entertainment allowance 9,000

Medical expenses reimbursed by the employer is fully taxable | 18,000

Professional tax paid by the employer is a taxable perquisite as | 2,000
per section 17(2)(iv), since it is an obligation of the employee
which is paid by the employer

Health insurance premium of X 8,000 paid by the employer is an | Nil
exempt perquisite [Clause (iii) of proviso to section 17(2)]

Gift voucher given by employer on Ms. Akansha birthday (entire | 10,000
amount is taxable since the perquisite value exceeds X 5,000)
as per Rule 3(7)(iv)

Life insurance premium of Ms. Akansha paid by employer is a | 26,000
taxable perquisite as per section 17(2)(v)

Laptop provided for use at home is an exempt perquisite as per | Nil
Rule 3(7)(vii)

Provision of motor car with driver (engine cubic capacity more | 39,600
than 1.6 litres) owned by employer to employee, the
perquisite value would be X 39,600 [X (2,400+ 900) x12] as
per Rule 3(2)

Annual credit card fees paid by employer is a taxable perquisite | 7,000
as per Rule 3(7)(v) since the credit card is not exclusively used
for official purposes and details of usage are not available

Gross Salary 12,26,600

Less: Deductions under section 16

- Standard Deduction as per section 16(ia) 50,000
Income chargeable under the head “Salaries” 11,76,600

Note : As per Rule 3(7)(iv), the value of any gift or voucher received by the employee or by member of his
household on ceremonial occasions or otherwise from the employer shall be determined as the sum equal
to the amount of such gift. However, the value of any gift or voucher received by the employee or by
member of his household below X 5,000 in aggregate during the previous year would be exempt as per the
proviso to Rule 3(7)(iv). In this case, the gift voucher of ¥ 10,000 was received by Ms. Akansha from her
employer on the occasion of her birthday.

Since the value of the gift voucher exceeds the limit of ¥ 5,000, the entire amount of X 10,000 is liable to
tax as perquisite. The above solution has been worked out accordingly.

An alternate view possible is that only the sum in excess of X 5,000 is taxable in view of the language of
Circular No.15/2001 dated 12.12.2001, which states that such gifts upto ¥ 5,000 in the aggregate per
annum would be exempt, beyond which it would be taxed as a perquisite. As per this view, the value of
perquisite would be ¥ 5,000. Accordingly, the gross salary and net salary would be ¥ 12,21,600 and
3 11,71,600, respectively.

PGS PS> RS PSS S PG
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Determination of value of rent free accommodation [Notification No. 65/2023 dated 18.8.2023 and
Notification No. 72/2023 dated 29.08.2023]

“Salaries”.

assessee.

Section 17(2) contains an inclusive definition of “perquisite”. Sub-clause (i) and (ii) provides that value of
rent-free accommodation or value of accommodation provided to employee at a concessional rate by his
employer computed in prescribed manner would be taxable in the hands of employees under the head

Accommodation would be deemed to have been provided at a concessional rate, if the value of
accommodation computed in the prescribed manner exceeds the rent recoverable from, or payable by, the

Accordingly, the CBDT has, vide these notifications, substituted Rule 3(1) to specify the manner for
determining value of residential accommodation provided by the employer during the previous year -

S. Circumstances In case of unfurnished In case of furnished
No. accommodation accommodation
(1) (2) 3) (4)

1. | Where the accommodation
is provided by the Central
Government or any State
Government to the
employees
office or post in connection
with the affairs of the Union
or of such State.

either holding

License fee determined by the
Central Government or any
State Government in respect of
accommodation in accordance
with the rules framed by such
Government as reduced by

the rent actually paid by the
employee.

The wvalue of perquisite as
determined under column should

be increased by

(i) If furniture is owned by
employer:

10% per annum of the cost of

furniture (including
television sets, radio sets,
refrigerators, other
household appliances, air-
conditioning plant or
equipment)

(ii) If such furniture is hired

from a third party :

o the actual hire charges
payable for the same as
reduced by

o any charges paid or payable
for the same by the
employee during the

previous year.

2. | Where the accommodation
is provided by any other
employer
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taken on lease or rent
by the employer

employer or

10% of salary,
whichever is lower,
as reduced by

the rent, if any, actually paid
by the employee.

(a) where the (i) 10% of salary in cities having | The value of perquisite as
accommodation is population > 40 lakhs as per | determined under column should
owned by the 2011 census; be increased by
employer (ii) 7.5% of salary in cities having | (i) If furniture is owned by

population > 15 lakhs < 40 employer :
lakhs as per 2011 census; 10% per annum of the cost
(iii) 5% of salary in other areas, in of  furniture (including
respect of the period during television sets, radio sets,
which the said accommodation refrigerators, other
was occupied by the employee household appliances, air-
during the previous year conditioning plant or
as reduced by equipment or other similar
li dget
the rent, if any, actually paid by appliances or gadgets)
the employee. (ii) If such furniture is hired
from a third party :

o the actual hire charges
payable for the same as
reduced by

o any charges paid or payable
for the same by the employee
during the previous year.

(b) where the | o Actual amount of lease rental | The value of perquisite as
accommodation is paid or payable by the | determined under column should be

increased by

(i) If furniture is owned by

employer:
10% per annum of the cost
of
television

furniture (including

sets, radio sets,
refrigerators, other household
appliances, air-conditioning
plant or equipment or other

similar appliances or gadgets)

If such furniture is hired

(ii)
from a third party :
hire

° the actual

payable for the

charges
same as
reduced by

o any charges paid or payable
for the same by the employee
during the previous year.
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3. | Where the accommodation
is provided in a hotel by the
employer, being Central or
State Government or any
other employer

Not applicable

24% of salary paid or payable
for the previous year or

the actual charges paid or
payable to such hotel,

whichever is lower, for the

period

during  which  such

accommodation is provided as

reduced by

o the rent, if any, actually paid
or payable by the employee.

However, where the
employee is provided such
accommodation for a period
not exceeding in aggregate
15 days on his transfer from
one place to another, there

would be no perquisite.

(1)

Notes :

Accommodation provided on account of transfer from one place to another : If an
employee is provided with accommodation, on account of his transfer from one place to
another, at the new place of posting while retaining the accommodation at the other place,
the value of perquisite shall be determined with reference to only one such accommodation
which has the lower perquisite value, as calculated above, for a period not exceeding 90 days
and thereafter, the value of perquisite shall be charged for both such accommodations.

Value of perquisite to be restricted to Cll : Where the accommodation is owned or taken on
lease or rent by the employer and the same accommodation is continued to be provided to the
same employee for more than one previous year, the value of perquisite as calculated in 2.
above shall not exceed the amount so calculated for the first previous year, as multiplied by the
amount which is a ratio of the Cll for the previous year for which the value is calculated and the
Cll for the previous year in which the accommodation was initially provided to the employee.

Employee serving on deputation : Where the accommodation is provided by the Central
Government or any State Government to an employee who is serving on deputation with any

(i) the employer of such an employee shall be deemed to be that body or undertaking

(i) the value of perquisite of such an accommodation shall be the amount calculated in
accordance with 2.(a) of the above table, as if the accommodation is owned by the

(2)
(3)
body or undertaking under the control of such Government,-
where the employee is serving on deputation; and
employer.
(4)

“First previous year” means the P.Y. 2023-24 or the previous year in which the accommodation
was provided to the employee, whichever is later.

RS €25 P RS PGS P
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CHAPTER - 3

HEADS OF INCOME

UNIT 2 : INCOME FROM HOUSE PROPERTY

2.1 CHARGEABILITY [SECTION 22]

(i) The process of computation of income under the head “Income from house property” starts with the
determination of annual value of the property. The concept of annual value and the method of
determination is laid down in section 23.

(ii) The annual value of any property comprising of buildings or lands appurtenant thereto of which the
assessee is the owner is chargeable to tax under the head “Income from house property”.

Exceptions : Annual value of the following properties are chargeable under the head “Profits and gains of
business or profession”:

(i) Portions of property occupied by the assessee for the purpose of any business or profession carried
on by him

(ii) Properties of an assessee engaged in the business of letting out of properties.

Annual value is the amount for which the property might reasonably be expected to let from year to
year.

2.2 CONDITIONS FOR CHARGEABILITY :

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

(a) Buildings include not only residential buildings, but also factory buildings, offices, shops, god owns
and other commercial premises.

(b) Land appurtenant means land connected with the building like garden, garage etc.

Income from letting out of vacant land is, however, taxable under the head “Income from other
sources” or "Profits and gains from business or profession”, as the case may be.

(ii) Assessee must be the owner of the property

(@) Owner is the person who is entitled to receive income from the property in his own right.

(b) The requirement of registration of the sale deed is not warranted.

(c) Ownership includes both free-hold and lease-hold rights.
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(d) Ownership includes deemed ownership (discussed later in point 2.11)
(e) The person who owns the building need not also be the owner of the land upon which it stands.

(f)  The assessee must be the owner of the house property during the previous year. It is not material
whether he is the owner in the assessment year.

(g) [Ifthe title of the ownership of the property is under dispute in a court of law, the decision as to who
will be the owner chargeable to income- tax under section 22 will be of the Income-tax Department
till the court gives its decision to the suit filed in respect of such property.

In case of recovery of unrealized rent and arrears of rent, ownership of that property is not relevant.
(discussed later in point 2.9)

(iif)

(iv)

Use of property

The property may be used for any purpose i.e., commercial or residential purpose, but it should not be
used by the owner for the purpose of any business or profession carried on by him, the profit of which is
chargeable to tax.

The income earned by an assessee engaged in the business of letting out of properties on rent would be

taxable as business income’.

Property held as stock-in-trade etc.

o Annual value of house property will be charged under the head “Income from house property”,
where it is held by the assessee as stock-in-trade of a business also.

o However, the annual value of property being held as stock in trade would be treated as NIL for a
period of years from the end of the financial year in which certificate of completion of

construction of the property is obtained from the competent authority, if such property is not let-
out during such period [Section 23(5)].

Where the assessee is a builder/construction company, the house property would be its stock-in-
trade and rental income therefrom would be assessable under the head “Income from House
Property”. However, where the assessee is engaged in the business of letting out of properties,
income therefrom would be assessable under the head “Profits and gains of business or profession”.

2.3 COMPOSITE RENT

()

(ii)

Meaning of composite rent : The owner of a property may sometimes receive rent in respect of building
aswell as:

(1) other assets like say, furniture, plant and machinery.
(2) for different services provided in the building, for e.g., -
(a) Lifts;
(b)  Security;
(c) Power backup;

The amount so received is known as “composite rent”.

Tax treatment of composite rent :

Where composite rent includes rent of building and charges for different services (lifts, security etc.), the
composite rent is has to be split up in the following manner-

(i) the sum attributable to use of property is to be assessed under section 22 as income from house
property;
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(ii) the sum attributable to use of services is to be charged to tax under the head “Profits and gains of
business or profession” or under the head “Income from other sources”, as the case may be.
(iii) Manner of splitting up
If let out building and other assets are inseparable

Where composite rent is received from letting out of building and other assets (like furniture) and the
two lettings are not separable i.e. the other party does not accept letting out of building without other
assets, then the rent is taxable either as business income or income from other sources, the case may be.

This is applicable even if sum receivable for the two lettings is fixed separately.
If let out building and other assets are separable

Where composite rent is received from letting out of building and other assets and the two lettings are
separable i.e. letting out of one is acceptable to the other party without letting out of the other, then

(a) income from letting out of building is taxable under “Income from house property”;

(b) Income from letting out of other assets is taxable under “Profits and gains of business or profession”
or “Income from other sources”, as the case may be.

This is applicable even if a composite rent is received by the assessee from his tenant for the two
lettings.

2.4 INCOME FROM HOUSE PROPERTY SITUATED OUTSIDE INDIA

(i) In case of a resident in India (resident and ordinarily resident in case of individuals and HUF), income
from house property situated outside India is taxable, whether such income is brought into India or not.

(ii) In case of a non-resident or resident but not ordinarily resident in India, income from a property situated
outside India is taxable only if it is received in India.

2.5 DETERMINATION OF ANNUAL VALUE [SECTION 23]

unicipal tax
paid by the

owner during
the previous
year

Determination
of Gross
Annual Value

(GAV)

Net Annual

Value (NAV)

(i) Determination of annual value for different types of house properties
(1) Where the property is let out throughout the previous year [Section 23(1)(a)/(b)]
Where the property is let out for the whole year, then the GAV would be the higher of -
(a) Expected Rent (ER) and

(b) Actual rent received or receivable during the year

| The Expected Rent (ER) is the higher of fair rent (FR) and municipal value (MV), but restricted to
standard rent (SR).

[ For example, let us say the higher of FR and MV is X. Then ER = SR, if X>SR. However, if X<SR,
ER = X.
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B The standard rent (SR) is fixed by the Rent Control Act.

u Fair rent means rent which similar property in the same locality would fetch.

[ | Expected Rent (ER) as per section 23(1)(a) cannot exceed standard rent (SR) but it can be lower
than standard rent, in a case where standard rent is more than the higher of MV and FR.

u Municipal value is the value determined by the municipal authorities for levying municipal taxes
on house property.

ILLUSTRATION 1:

From the GAV computed above, municipal taxes paid by the owner during the previous year are to be
deducted to arrive at the NAV.

SOLUTION :

Jayashree owns five houses in India, all of
information given below

which are let-out. Compute the

GAV of each house from the

Particulars Housel | Housell | Houselll | House IV | House V
(© (@) () ) )
Municipal Value 80,000 55,000 65,000 24,000 80,000
Fair Rent 90,000 60,000 65,000 25,000 75,000
Standard Rent N.A. 75,000 58,000 N.A. 78,000
Actual rent received/ | 72,000 72,000 60,000 30,000 72,000
receivable

As per section 23(1), Gross Annual Value (GAV) is the higher of Expected rent and actual rent received.
Expected rent is higher of municipal value and fair rent but restricted to standard rent.

(1) Computation of GAV of each house owned by Jayashree :
Particulars Housel | House Il | House Ill | House IV | House V

(9 (9 (9 (9 ()
() | Municipal value 80,000 | 55,000 65,000 24,000 80,000
(ii) | Fair rent 90,000 |60,000 65,000 25,000 75,000
(iii) | Higher of (i) & (ii) 90,000 |60,000 65,000 25,000 80,000
(iv) | Standard rent N.A. 75,000 58,000 N.A. 78,000
(v) | Expected rent 90,000 |60,000 58,000 25,000 78,000

[Lower of (iii) & (iv)]
(vi) | Actual rent received/receivable | 72,000 | 72,000 60,000 30,000 72,000
GAV [Higher of (v) & (vi)] 90,000 | 72,000 |60,000 30,000 78,000
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(2) Where let out property is vacant for part of the year [Section 23(1)(c)]

Where let out property is vacant for part of the year and owing to vacancy, the actual rent is lower than
the ER, then the actual rent received or receivable will be the GAV of the property.

(3) In case of self occupied property or unoccupied property [Section 23(2)]

(@) Where the property is self-occupied for own residence or unoccupied throughout the previous
year, its Annual Value will be Nil, provided no other benefit is derived by the owner from such

property.

The expression “Unoccupied property” refers to a property which cannot be occupied by the
owner by reason of his employment, business or profession at a different place and he
resides at such other place in a building not belonging to him.

(b) The benefit of “Nil” Annual Value is available only for upto two self-occupied or unoccupied house
properties i.e., for either one house property or two house properties.

(c) The benefit of “Nil” Annual Value in respect of upto self- occupied house properties is
available only to an individual/HUF.
(d) No deduction for municipal taxes is allowed in respect of such property/ properties as annual value

means value determined after deduction of municipal taxes.

(4) Where a house property is let-out for part of the year and self- occupied for part of the year
[Section 23(3)]

(a) Ifasingle unit of a property is self-occupied for part of the year and let-out for the remaining part of
the year, then the ER for the whole year shall be taken into account for determining the GAV.

(b) The ER for the whole year shall be compared with the actual rent for the let out period and
whichever is higher shall be adopted as the GAV.

(c) However, municipal tax for the whole year is allowed as deduction provided it is paid by the
owner during the previous year.

(5) In case of deemed to be let out property [Section 23(4)]

(@) Where the assessee owns more than properties for selfoccupation, then the income from any
properties, at the option of the assessee, shall be computed under the selfoccupied property
category and their annual value will be nil.

(b) The other self-occupied/ unoccupied properties shall be treated as “deemed let out properties”.

(c) This option can be changed year after year in a manner beneficial to the assessee.

(d) In case of deemed let-out property, the ERshall be taken as the GAV.

(e) The question of considering actual rent received/ receivable does not arise. Consequently, no
adjustment is necessary on account of property remaining vacant or unrealized rent.

(f) Municipal taxes actually paid by the owner during the previous year, in respect of the deemed let
out properties, can be claimed as deduction.

(6) In case of a house property held as stock-in-trade [Section 23(5)]

(a) In some cases, property consisting of any buildings or lands appurtenant thereto may be held as
stock-in-trade, and the whole or any part of the property may not be let out during the whole or any
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part of the previous year.

(b) Insuch cases, the annual value of such property or part of the property shall be Nil.

(c) This benefit would be available for the period upto years from the end of the financial year in
which certificate of completion of construction of the property is obtained from the competent

authority.

(7) In case of a house property, a portion let out and a portion self- occupied :

(@) Income from any portion or part of a property which is let out shall be computed separately under
the “let out property” category and the other portion or part which is self-occupied shall be
computed under the “self-occupied property” category.

(b) There is no need to treat the whole property as a single unit for computation of income from house
property.
(c) Municipal valuation/fair rent/standard rent, if not given separately, shall be apportioned between

the let-out portion and self-occupied portion either on plinth area or built-up floor space or on
such other reasonable basis.

(d) Property taxes, if given on a consolidated basis, can be bifurcated as attributable to each portion or
floor or on a reasonable basis.

The following are the circumstances where notional income is charged to tax instead of real
income :

B Where the assessee owns more than two house properties for the purpose of self-occupation,
the annual value of any two of those properties, at the option of the assessee, will be nil and
the other properties are deemed to be let-out and income has to be computed on a notional
basis by taking the Expected Rent (ER) as the GAV.

[ In the case of property let-out throughout the previous year, if the Expected Rent (ER) exceeds
the actual rent received or receivable, then ER is taken as  the GAV.

[ In the case of let-out property which is vacant for part of the year, if the actual rent received or
receivable for let out period is less than the Expected Rent (ER) for whole year not owing to
vacancy, then ER for whole year is taken as the GAV.

u In case of a house property held as stock-in-trade by assessee (which is not let out), income
has to be computed on a notional basis by taking the Expected Rent (ER) as the GAV after 2
years from the end of the financial year in which certificate of completion of construction of the
property is obtained from the competent authority.

(ii) Treatment of unrealised rent [ Explanation below section 23(1)]

(1) The Actual rent received/receivable should not include any amount of rent which is not capable of
being realised.

(2) However, the conditions prescribed in Rule 4 should be satisfied. They are -
(a) thetenancy is bona fide;

(b) the defaulting tenant has vacated, or steps have been taken to compel him to vacate the
property;
(c) the defaulting tenant is not in occupation of any other property of the assessee;

(d) the assessee has taken all reasonable steps to institute legal proceedings for the recovery of
the unpaid rent or satisfies the Assessing Officer that legal proceedings would be useless.

By CA VIVEK GABA Page | 3 - 102



3 Heads Of Income

(iii) Property taxes (Municipal taxes)
(i) Property taxes are allowable as deduction from the GAV subject to the following two conditions :
(@) Itshould be borne by the assessee (owner); and
(b) It should be actually paid during the previous year.

(2) If property taxes levied by a local authority for a particular previous year are not paid during that
year, no deduction shall be allowed in the computation of income from house property for that
year.

(3) However, if in any subsequent year, the arrears are paid, then, the amount so paid is allowed as
deduction in computation of income from house property for that year.

(4) Thus, we find that irrespective of the previous year in which the liability to pay such taxes arises
according to the method of accounting regularly employed by the owner, the deduction in respect of
such taxes will be allowed only in the year of actual payment by the owner.

(5) In case of property situated outside India, taxes levied by local authority of the country in which the
property is situated is deductible?.

(6) In respect of self-occupied/unoccupied house property/properties for which “Nil” Annual Value
benefit is claimed, deduction of municipal taxes paid is not allowable.

ILLUSTRATION 2 :

Rajesh, a British national, is a resident and ordinarily resident in India during the P.Y.2023-24. He owns a house in
London, which he has let out at £ 10,000 p.m. The municipal taxes paid to the Municipal Corporation of London is
£ 8,000 during the P.Y.2023-24. The value of one £ in Indian rupee to be taken at ¢ 95. Compute Rajesh’s Net
Annual Value of the property for the AlY. 2024-25.

SOLUTION :

For the P.Y.2023-24, Mr. Rajesh, a British national, is resident and ordinarily resident in India. Therefore,
income received by him by way of rent of the house property located in London is to be included in the total
income in India. Municipal taxes paid in London is be to allowed as deduction from the gross annual value.

Computation of Net Annual Value of the property of Mr. Rajesh for A.Y.2024-25 :

Particulars c .
Gross Annual Value (£ 10,000 x 12 x 95) 1,14,00,000
Less: Municipal taxes paid (£ 8,000 x 95) 7,60,000
Net Annual Value (NAV) 1,06,40,000

2.6 DEDUCTIONS FROM ANNUAL VALUE [SECTION 24]

(i) There are two deductions from annual value. They are :
(i) 30% of NAV; and
(ii) Intereston borrowed capital
Deductions provided under section 24 are exhaustive.
(1) 30% of NAV is allowed as deduction under section 24(a)

(a) This is a flat deduction and is allowed irrespective of the actual expenditure incurred.
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(b) The assessee will not be entitled to deduction of 30%, in the following cases, as the annual
value itselfis nil.

(D
(i)

In case of self-occupied properties or

In case of property held as stock-in-trade and the whole or any part of the property is
not let out during the whole or any part of the previous year, upto 2 years from the end
of the financial year in which certificate of completion of construction of the property
is obtained from the competent authority.

(2) Interest on borrowed capital is allowed as deduction u/s 24(b)

° Interest payable on loans borrowed for the purpose of acquisition, construction, repairs,
renewal or reconstruction can be claimed as deduction.

° Interest payable on a fresh loan taken to repay the original loan raised earlier for the aforesaid
purposes is also admissible asa deduction.

(3) Interest for pre-construction period :

° Pre-construction period is the period prior to the previous year in which property is acquired
or construction is completed.

° Interest payable on borrowed capital for the period prior to the previous year in which the
property has been acquired or constructed (Pre-construction interest) as reduced by any
part thereof allowed as deduction under any other provision of the Act, can be claimed as
deduction over a period of 5 years in equal annual instalments commencing from the year of
acquisition or completion of construction.

(4) Interest for the year in which construction is completed/ property is acquired:

° Interest relating to the year of completion of construction/ acquisition of property can be
fully claimed in that year irrespective of the date of completion/ acquisition.

(ii)

Deduction in respect of self-occupied or unoccupied property where annual value is nil

(1)

Under default tax regime under section 115BAC

° There would be no deduction on account of interest on loan under section 24(b) under
default tax regime under section 115BAC in respect of the property referred to in section
23(2) i.e, self-occupied or unoccupied property.

(2)

Under optional tax regime (normal provisions of the Act)

(1) In case assessee has exercised the option of shifting out of the default tax regime provided
under section 115BAC(14), the assessee will be allowed a deduction on account of interest

(including 1/5" of the accumulated interest of pre-construction period) as under -

Conditions

Amount of Deduction

(1)

Where the property is acquired or
constructed with capital borrowed on or
after 1.4.1999 and such acquisition
construction is completed within 5 years
from the end of the financial year in which
the capital was borrowed.

or

Actual interest payable in aggregate for one
or two self- occupied properties, subject to
maximum of c¢ 2,00,000, if certificate
mentioned in (2) below is obtained.

(i)

Where the property is repaired, renewed or
reconstructed with capital borrowed on or
after 1.4.1999.

Actual interest payable in aggregate for one
or two self- occupied properties, subject to a
maximum of ¢ 30,000.
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ILLUSTRATION 3 :

Mr. Manas owns two house properties one at Bombay, wherein his family resides and the other at Delhi, which is
unoccupied. He lives in Chandigarh for his employment purposes in a rented house. For acquisition of house
property at Bombay, he has taken a loan of ¢ 30 lakh@10% p.a. on 1.4.2022. He has not repaid any amount so
far. In respect of house property at Delhi, he has taken a loan of ¢ 5 lakh@11% p.a. on 1.10.2022 towards
repairs. Compute the deduction which would be available to him under section 24(b) for A.Y.2024-25 in respect
of interest payable on such loan if he exercises the option of shifting out of the default tax regime provided
under section T115BAC(1A).

SOLUTION :

° Mr. Manas can claim benefit of Nil Annual Value in respect of his house property at Bombay and Delhi,
since no benefit is derived by him from such properties, and he cannot occupy such properties due to
reason of his employment at Chandigarh, where he lives in a rented house.

° He is eligible for deduction under section 24(b) since he has exercised the option of shifting out of the
default tax regime provided under section 115BAC(1A).

Computation of deduction u/s 24(b) for A.Y.2024-25

Particulars c

[) Interest on loan taken for acquisition of residential
house property at Bombay

30,00,000x 10% = ¢ 3,00,000

Restricted to ¢ 2,00,000 2,00,000
[I) Interest on loan taken for repair of residential

house property at Delhi

c5,00,000x 11% = ¢ 55,000

Restricted to ¢ 30,000 30,000
Total interest 2,30,000

Deduction under section 24(b) in respect of (I) and (II) | 2,00,000
above to be restricted to

(2) Certificate to be furnished: For the purpose of claiming deduction of ¢ 2,00,000 as per (b)(i) in the
table given above, the assessee should furnish a certificate from the person to whom any interest is
payable on the capital borrowed, specifying the amount of interest payable by the assessee for the
purpose of such acquisition or construction of the property or conversion of the whole or any part of the
capital borrowed which remains to be repaid as a new loan.

e The ceiling limit would not apply to let-out/deemed let-out property : The ceiling limit
prescribed for self-occupied property as above in respect of interest on loan borrowed does not
apply to a let out/ deemed let-out property irrespective of the regime under which he pays tax.

¢ Interest allowable on accrual basis : Deduction under section 24(b) for interest is available
on accrual basis. Therefore interest accrued but not paid during the year can also be claimed as
deduction.

In case of let out/ deemed let out property, interest accrued is allowable as deduction without
ceiling limit under both the tax regimes. However, in case of default tax regime u/s 115BAC, the
resultant loss from house property cannot be set off against income under any other head,
whereas, under the normal provisions of the Act, the resultant loss from house property can be
set off against income from any other head to the extent of c2 lakhs.
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under section

borrowed for acquiring property and

24.

o Interest on unpaid interest is not deductible.

. Unpaid purchase price would be considered as capital borrowed: Where a buyer enters
into an arrangement with a seller to pay the sale price in installments along with interest due
thereon, the seller becomes the lender in relation to the unpaid purchase price and the buyer
becomes the borrower. In such a case, unpaid purchase price can be treated as capital

interest paid thereon can be allowed as deduction

Deductions from Net Annual Value under default tax regime under section 115BAC :

Deductions allowed from NAV

Let out/ deemed let out
prcperty

—

Self occupied property/ properties

—

Standard deduction u/s 24(a)

—d

30% of NAV

u/s 24(b)

Interest on borrowed capital

No deduction is
allowable u/s 24

—

Fully Allowed

Deductions from Net Annual Value under optional tax regime (normal provisions of the Act):

Deductions allowed from NAV

Let out/ deemed let

Self occupied property/

properties

Interest on borrowed
capital u/s 24(b)

where loan is taken for
acquisition or construction of
house property

out property
l_l_l
Standa_rd Interest on
deduction borrowed capital
ufs 24(a) u/s 24(b) K
1 I where loan is taken for
30% of repair, renewal or
NAV Fully reconstruction of
Allowed house property
1
Maximum

30,000 in tofo
for one or two
self occupied
properties

i Acquisition or construction
completed within 5 years from
the end of the FY in which the
capital was borrowed
+

Certificate from lender

o

specifying interest payable
f 1
No Yes
| |
axim um Maximum

% 30,000 in toto
for one or two
self occupied

2 2,00,000 in toto
for one or two self
occupied
properties :
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2.7 COMPUTATION OF “"INCOME FROM HOUSE PROPERTY” FOR DIFFERENT
CATEGORIES OF PROPERTY

() PROPERTY LET OUT THROUGHOUT THE PREVIOUS YEAR

Particulars Amount

Computation of GAV
Step 1 Compute ER

ER = Higher of MV and FR, but restricted to SR
Step 2 Compute Actual rent received/receivable

Actual rent received/receivable less unrealized rent as per Rule 4
[See Note below for alternate view]

Step 3 Compare ER and Actual rent received/receivable
Step 4 GAV is the higher of ER and Actual rent received/ receivable
Gross Annual Value (GAV)

Less: Municipal taxes (paid by the owner during the previous year) A
B
Net Annual Value (NAV) = (A-B) C

Less: Deductions u/s 24
(a) 30% of NAV
(b) Interest on borrowed capital (actual without any ceiling limit) E F

Income from house property (C-F) G

Note - The income-tax returns, however, permit deduction of unrealized rent from gross annual
value. If this view is taken, the unrealized rent should be deducted only after computing gross
annual value.

ILLUSTRATION 4 :

Anirudh has a property whose municipal valuation is ¢ 1,30,000 p.a. The fair rent is ¢ 7,70,000 p.a. and the
standard rent fixed by the Rent Control Act is ¢ 1,20,000 p.a. The property was let out for a rent of ¢ 11,000 p.m.
throughout the previous year. Unrealised rent was ¢ 11,000 and all conditions prescribed by Rule 4 are satisfied.
He paid municipal taxes @10% of municipal valuation. Interest on borrowed capital was c 40,000 for the year.
Compute his income from house property for A.Y.2024-25.

SOLUTION :
Computation of Income from house property of Mr. Anirudh for A.Y.2024-25 :
Particulars Amountin c
Computation of GAV
Step 1 Compute ER
ER = Higher of MV of ¢ 1,30,000 p.a. and FR of 1,20,000
< 1,10,000 p.a., but restricted to SR of ¢ 1,20,000 p.a.
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Step 2 Compute actual rent received/receivable Actual rent

received/receivable less unrealized rent as per Rule| {21 000
4=¢1,32,000-c11,000

Step 3 Compare ER of ¢ 1,20,000 and Actual rent received /
receivable of ¢ 1,21,000

Step4: GAV is the higher of ER and Actual rent received /| 1,21,000

receivable
Gross Annual Value (GAV) 1,21,000
Less : Municipal taxes (paid by the owner during the previous 13,000

year) = 10% of ¢ 1,30,000

Net Annual Value (NAV) 1,08,000
Less: Deductions under section 24
(a) 30% of NAV 32,400

(b) Interest on borrowed capital (actual without any ceiling 40,000 72,400
limit)

Income from house property 35,600

Note : Alternatively, if as per income-tax returns, unrealized rent is deducted from GAV, then GAV
would be ¢ 1,32,000, being higher of expected rent of < 1,20,000 and actual rent of ¢ 1,32,000.
Thereafter, unrealized rent of ¢ 11,000 and municipal taxes of ¢ 13,000 would be deducted from GAV
of ¢ 1,32,000 to arrive at the NAV of ¢ 7,08,000.

(i) LET OUT PROPERTY VACANT FOR PART OF THE YEAR

Particulars Amount

Computation of GAV
Step 1 Compute ER
ER = Higher of MV and FR, but restricted to SR

Step 2 Compute Actual rent received/receivable Actual rent
received/receivable for let out period less unrealized rent as
per Rule 4 [See Note below for alternate view]

Step 3 Compare ER and Actual rent received/receivable
computed for the let-out period

Step 4 If Actual rent is lower than ER owing to vacancy, then
Actual rent is the GAV.

If Actual rent is lower than ER due to other reasons, then
ER is the GAV.

However, in spite of vacancy, if the actual rent is higher
than the ER, then Actual rent is the GAV.

Gross Annual Value (GAV)

Less: Municipal taxes (paid by the owner during the previous year) |B
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Net Annual Value (NAV) = (A-B) C
Less: Deductions under section 24 30% of NAV D

Interest on borrowed capital (actual without any ceiling limit) E F
Income from house property (C-F) G

Note : The income-tax returns, however, permit deduction of unrealized rent from gross annual
value. If this view is taken, the unrealized rent should be deducted only after computing gross annual
value.

ILLUSTRATION 5 :

Ganesh has a property whose municipal valuation is ¢ 2,50,000 p.a. The fair rent is ¢ 2,00,000 p.a. and the
standard rent fixed by the Rent Control Act is c 2,710,000 p.a. The property was let out for a rent of c 20,000 p.m.
However, the tenant vacated the property on 31.1.2024. Unrealised rent was c 20,000 and all conditions
prescribed by Rule 4 are satisfied. He paid municipal taxes @8% of municipal valuation. Interest on borrowed
capital was c 65,000 for the year. Compute the income from house property of Ganesh for A.Y.2024-25.

SOLUTION : Computation of income from house property of Ganesh for A.Y.2024-25

Particulars Amountin c

Computation of GAV

Step 1 Compute ER Higher of MV of ¢ 2,50,000 p.a. & FR of ¢ 2,00,000 | 2,10,000
p.a., but restricted to SR of ¢ 2,10,000 p.a.

Step 2 Compute Actual rent received/receivable Actual rent| 1,80,000
received/receivable for let out period less unrealized rent
as per Rule4 =< 2,00,000 - ¢ 20,000

Step 3 Compare ER & Actual rent received/receivable

Step 4 In this case the actual rent of ¢ 1,80,000 is lower than ER of ¢| 1,80,000
2,10,000 owing to vacancy, since, had the property not been
vacant the actual rent would have been
c 2,20,000 (¢ 1,80,000 + ¢ 40,000, being notional rent for
February and March 2023). Therefore, actual rent is the GAV.

Gross Annual Value (GAV) 1,80,000

Less: Municipal taxes (paid by the owner during the previous year) = 8% 20,000
of ¢2,50,000

Net Annual Value (NAV) 1,60,000

Less :Deductions under section 24

(a) 30% of NAV = 30% of ¢ 1,60,000 48,000
(b) Interest on borrowed capital (actual without any ceiling limit) 65,000 1,13,000
Income from house property 47,000
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Note : Alternatively, if as per income-tax returns, unrealized rent is deducted from GAV, then GAV
would be ¢ 2,00,000, being the actual rent, since the actual rent is lower than the expected rent of
c 2,10,000 owing to vacancy. Thereafter, unrealized rent of ¢ 20,000 and municipal taxes of ¢ 20,000
would be deducted from GAV of ¢ 2,00,000 to arrive at the NAV of ¢ 1,60,000.

(ii) SELF-OCCUPIED PROPERTIES OR UNOCCUPIED PROPERTIES :

Particulars Amount

Annual value under section 23(2) Nil

Less: Deduction under section 24 Interest on borrowed capital [Allowable only in case | E
the assessee exercises the option of shifting out of the default tax regime provided
under section 115BAC(1A)]

(i) Interest on loan taken for acquisition or construction of house on or after 1.4.99
and same was completed within 5 years from the end of the financial year in
which capital was borrowed, interest paid or payable in toto for one or two self-
occupied properties subject to a maximum of ¢ 2,00,000 (including apportioned
pre- construction interest).

(ii) Interest on loan taken for repair, renovation or reconstruction on or after 1.4.99,

interest paid or payable in toto for one or two self-occupied properties subject to a
maximum of ¢ 30,000.

Income from house property -E

However, aggregate interest on borrowed capital allowable under (i) and (ii) cannot exceed ¢
2,00,000

ILLUSTRATION 6 :

Poorna has one house property at Indira Nagar in Bangalore. She stays with her family in the house. The rent of
similar property in the neighbourhood is ¢ 25,000 p.m. The municipal valuation is ¢ 2,80,000 p.a.. Municipal taxes
paid is ¢ 8000. The house construction began in April 2017 with a loan of ¢ 20,00,000 taken from SBI Housing
Finance Ltd. @9% p.a. on 1.4.2017. The construction was completed on 30.11.2019. The accumulated interest up
to 31.3.2019 is ¢ 3,60,000. On 31.3.2024, Poorna paid c 2,40,000 which included c 1,80,000 as interest. There was
no principal repayment prior to this date. Compute Poorna’s income from house property for AY. 2024-25
assuming that she has exercised the option of shifting out of the default tax regime provided under section
T15BAC(1A).

SOLUTION : Computation of income from house property of Smt. Poorna for A.Y.2024-25

Particulars Amount ¢

Annual Value of house used for self-occupation under section 23(2) Nil
Less: Deduction under section 24 Interest on borrowed capital

Interest on loan was taken for construction of house on or after 1.4.99 and same
was completed within the prescribed time interest paid or payable subject to a
maximum of ¢ 2,00,000 (including apportioned pre-construction interest) will
be allowed as deduction.

In this case the total interest is ¢ 1,80,000 + ¢ 72,000 (Being 1/5" of
c 3,60,000) = ¢ 2,52,000. However, the interest deduction is restricted to

c 2,00,000. 2,00,000

Loss from house property (2,00,000)
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(iV) HOUSE PROPERTY LET-OUT FOR PART OF THE YEAR AND SELF- OCCUPIED FOR PART OF THE
YEAR

Particulars Amount

Computation of GAV
Step 1 Compute ER for the whole year
ER = Higher of MV and FR, but restricted to SR

Step 2 Compute Actual rent received/receivable Actual rent received/receivable for
the period let out less unrealized rent as per Rule 4 [See Note below for
alternate view]

Step 3 Compare ER for the whole year with the actual rent received/receivable for
the let out period

Step 4 GAV is the higher of ER computed for the whole year and Actual rent
received/receivable computed for the let-out period

Gross Annual Value (GAV) A
Less: Municipal taxes (paid by the owner during the previous year) B
Net Annual Value (NAV) = (A-B) C

Less: Deductions under section 24
(a) 30% of NAV D

(b) Interest on borrowed capital (actual without any ceiling limit) E F

Income from house property (C-F) G

Note : The income-tax returns, however, permit deduction of unrealized rent from gross annual
value. If this view is taken, the unrealized rent should be deducted only after computing gross
annual value.

ILLUSTRATION 7 :

Smt. Rajalakshmi owns a house property at Adyar in Chennai. The municipal value of the property is ¢ 5,00,000,
fair rent is ¢ 4,20,000 and standard rent is ¢ 4,80,000. The property was let-out for ¢ 50,000 p.m. up to December
2023. Thereafter, the tenant vacated the property and Smt. Rajalakshmi used the house for self-occupation. Rent
for the months of November and December 2023 could not be realisedin spite of the owner’s efforts. All the
conditions prescribed under Rule 4 are satisfied. She paid municipal taxes @12% during the year. She had paid
interest of c 25,000 during the year for amount borrowed for repairs for the house property. Compute her income
from house property for the A.Y. 2024-25.

SOLUTION :

Computation of income from house property of Smt. Rajalakshmi for A.Y.2024-25 :
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Particulars

Amount in c

Computation of GAV

Step 1

Step 2

Step 3

Step 4

Less: Municipal taxes (paid by the owner during the previous year) =12%
of ¢ 5,00,000

Net Annual Value (NAV)

Less: Deductions under section 24
(a) 30% of NAV =30% of ¢ 4,20,000
(b) Interest on borrowed capital

Income from house property

Compute ER for the whole year

ER = Higher of MV of ¢ 5,00,000 and FR of ¢ 4,20,000,
but restricted to SR of ¢ 4,80,000

Compute Actual rent received/receivable Actual rent received
/receivable for the period let out less unrealized rent as per Rule
4 =(c50,000x9) - (¢ 50,000 x 2) =c4,50,000 - c1,00,000

Compare ER for the whole year with the actual rent
received/receivable for the let out period i.e. ¢ 4,80,000 and
c3,50,000

GAV is the higher of ER computed for the whole year and Actual
rent received/receivable computed for the let-out period Gross
Annual Value (GAV)

4,80,000
3,50,000

4,80,000 4,80,000

60,000
4,20,000
1,26,000
25,000 1,51,000
2,69,000

Note : Alternatively, if as per income-tax returns, unrealized rent is deducted from GAV then, GAV
would be c¢ 4,80,000, being higher of expected rent of ¢ 4,80,000 and actual rent of ¢ 4,50,000.
Thereafter, unrealized rent of ¢ 1,00,000 and municipal taxes of ¢ 60,000 would be deducted from
GAV of ¢ 4,80,000 to arrive at the NAV of < 3,20,000. The deduction u/s 24(a) would be < 96,000,
being 30% of < 3,20,000. The income from house property would, therefore, be c 1,99,000.

In this case, it may be noted that GAV is the higher of Expected rent and Actual rent, since the Actual rent
is lower than the Expected rent due to self-occupation and not vacancy.

(V) DEEMED TO BE LET OUT PROPERTY
Particulars Amount
Gross Annual Value (GAV) A
ER is the GAV of house property
ER = Higher of MV and FR, but restricted to SR
Less: Municipal taxes (paid by the owner during the previousyear) B
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Net Annual Value (NAV) = (A-B) C

Less: Deductions under section 24

(a) 30% of NAV D

(b) Interest on borrowed capital (actual without any ceiling limit) E F
Income from house property (C-F) G

ILLUSTRATION 8 :

Ganesh has three houses, all of which are self-occupied. The particulars of the houses for the P.Y.2023-24 are as
under:

Particulars House | House Il House llI
Municipal valuation p.a. < 3,00,000 ¢ 3,60,000 c 3,30,000
Fair rent p.a. ¢ 3,75,000 c2,75,000 ¢ 3,80,000
Standard rent p.a. c 3,50,000 c 3,70,000 c 3,75,000
Date of completion/purchase 31.3.2000 31.3.2002 01.4.2016
Municipal taxes paid during the year 12% 8% 6%
Interest on money borrowed for repair of property - < 55,000
during the current year
Interest for current year on money Borrowed in c 1,75,000
April, 2016 for purchase of property

Compute Ganesh's income from house property for A.Y.2024-25 and suggest which houses should be opted by
Ganesh to be assessed as self-occupied so that his tax liability is minimum.

SOLUTION :

Let us first calculate the income from each house property assuming that they are deemed to be let out.

Computation of income from house property of Ganesh for the A.Y. 2024-25

Particulars Amountin c

House | House I1 House III

Gross Annual Value (GAV)
ER is the GAV of house property

ER = Higher of MV and FR, but restricted to SR 3,50,000 3,60,000 3,75,000

Less :Municipal taxes (paid by the owner during the 36,000 28,800 19,800
previous year)
Net Annual Value (NAV) 3,14,000 3,31,200 3,55,200
Less :Deductions under section 24
(a) 30% of NAV 94,200 99,360 1,06,560
(b) Interest on borrowed capital - 55,000 1,75,000
Income from house property 2,19,800 1,76,840 73,640

By CA VIVEK GABA Page | 3 - 113



Heads Of Income 3

Under default tax regime under section 115BAC :

OPTION 1 (House I and IlI- self-occupied and House Ill — deemed to be let out)

Ganesh can opt to treat any two of the above house properties as self-occupied.

If House I and II are opted to be self-occupied, the income from house property shall be -

Particulars

Amountin c

House I (Self-occupied)

Income from house property

House II (Self-occupied) (No interest deduction) House III (Deemed to be let-out)

Nil Nil 73,640

73,640

OPTION 2 (House | and lll — self-occupied and House Il — deemed to be let out)

If House I and III are opted to be self-occupied, the income from house property shall be -

Particulars

Amount in c

House I (Self-occupied)
House II (Deemed to be let-out)

House III (Self-occupied) (No interest deduction)

Nil
1,76,840
Nil

Income from house property

1,76,840

OPTION 3 (House Il and Ill —self-occupied and House | — deemed to be let out)

If House II and III are opted to be self-occupied, the income from house property shall be -

Particulars

Amountin c

House I (Deemed to be let-out)

(No interest deduction)

Income from house property

House II (Self-occupied) (No interest deduction) House III (Self-occupied)

2,19,800

2,19,800

default tax regime under section 115BAC.

section 115BAC(1A)

OPTION 1 (House I and IlI- self-occupied and House Ill — deemed to be let out)

Since Option 1 is most beneficial, Ganesh should opt to treat House I and II as self-occupied and House III
as deemed to be let out. His income from house property would be ¢ 73,640 for the A.Y. 2024-25 under

If Mr. Ganesh has exercised the option of shifting out of the default tax regime provided under

If House I and II are opted to be self-occupied, the income from house property shall be -

Particulars

Amountin c

House I (Self-occupied)

House II (Self-occupied) (Interest deduction restricted to
¢ 30,000) House III (Deemed to be let-out)

Nil

(30,000)
73,

640

Income from house property

43,640
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OPTION 2 (House | and lll — self-occupied and House Il — deemed to be let out)

If House I and III are opted to be self-occupied, the income from house property shall be -

Particulars Amountin c
House I (Self-occupied) Nil
House II (Deemed to be let-out) 1,76,840
House III (Self-occupied) (1,75,000)
Income from house property 1,840

OPTION 3 (House Il and lll —self-occupied and House | — deemed to be let out)

If House II and III are opted to be self-occupied, the income from house property shall be -

Particulars Amountin c
House I (Deemed to be let-out) 2,19,800
House II (Self-occupied) (30,000)
(Interest deduction restricted to ¢ 30,000)
House III (Self-occupied) (No interest deduction) (1,75,000)
(Total interest deduction restricted to ¢ 2,00,000) (2,00,000)
Income from house property 19,800

Since Option 2 is most beneficial in this case, Ganesh should opt to treat House I and III as self-occupied
and House Il as deemed to be let out. His income from house property would be ¢ 1,840 for the A.Y. 2024-25
under the optional tax regime i.e., the normal provisions of the Act.

(vi) HOUSE PROPERTY, A PORTION LET OUT AND A PORTION SELF- OCCUPIED :

ILLUSTRATION 9:

Prem owns a house in Madras. During the previous year 2023-24, 2/3" portion of the house was self-occupied
and 1/3" portion was let out for residential purposes at a rent of ¢ 8,000 p.m. Municipal value of the property
is ¢ 3,00,000 p.a., fair rent is ¢ 2,70,000 p.a. and standard rent is c 3,30,000 p.a. He paid municipal taxes @10%
of municipal value during the year. A loan of ¢ 25,00,000 was taken by him during the year 2019 for acquiring the
property. Interest on loan paid during the previous year 2023-24 was c 1,20,000. Compute Prem’s income from
house property for the A.Y.2024-25 assuming that he has exercised the option of shifting out of the default tax
regime provided under section 115BAC(TA). What would be Prem’s income from house property under the default
tax regime ?

SOLUTION :

There are two units of the house. Unit I with 2/3™ area is used by Prem for self- occupation throughout the
year and no other benefit is derived from that unit, hence it will be treated as self-occupied and its annual value
will be Nil. Unit 2 with 1/3™ area is let-out throughout the previous year and its annual value has to be
determined as per section 23(1).
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Computation of income from house property of Mr. Prem for A.Y.2024-25 under the optional tax regime

(i.e., the normal provisions of the Act)

Particulars Amountin c

UnitI (2/3" area - self-occupied)

Annual Value Nil
Less : Deduction under section 24(b) 2/3™ of ¢ 1,20,000 80,000
Income from Unit I (self-occupied) UnitII (1/3rd area - let out) (80,000)

Computation of GAV
Step I: Compute ER

ER = Higher of MV and FR, restricted to SR However, in this case, SR of | 1,00,000
c 1,10,000 (1/3™ of ¢ 3,30,000) is more than the higher of MV of
c 1,00,000 (1/3™ of ¢ 3,00,000) and FR of ¢ 90,000 (1/3™ of ¢ 2,70,000).
Hence the higher of MV and FR is the ER. In this case, it is the MV.

Step 2 Compute actual rent received / receivablec ¢ 8,000x12 = ¢ 96,000 |96,000
Step 3 Compare ER and Actual rent received/receivable

Step 4 GAV is the higher of ER and actual rent received/receivable i.e.| 1,00,000
higher of ¢ 1,00,000 and ¢ 96,000

Gross Annual Value(GAV) 1,00,000

Less: Municipal taxes paid by the owner during the previous year relating to let- 10,000
out portion 1/3™of (10% of ¢ 3,00,000) = ¢ 30,000/3 = c 10,000

Net Annual Value(NAV) 90,000
Less: Deductions under section 24

(@) 30% of NAV =30% of ¢ 90,000 27,000

(b) Interest paid on borrowed capital (relating to let out portion) 40,000 67,000

1/3"of ¢ 1,20,000

Income from Unit II (let-out) 23,000

Loss under the hegd “Income from house property” = (c 80,000) +c 23,000 = (c 57,000)

Under the default tax regime, Prem would not be entitled to interest deduction of ¢ 80,000 under section
24(b) in respect of self-occupied portion (Unit 1). Hence, income from house property would be ¢ 23,000,
being income from Unit II, which islet out.

2.8 INADMISSIBLE DEDUCTIONS [SECTION 25]

Interest chargeable under this Act which is payable outside India shall not be deducted if -
(a) tax hasnotbeen paid or deducted from such interest and

(b) inrespect of which there is no person in India who may be treated as an agent.
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2.9 PROVISION FOR ARREARS OF RENT AND UNREALIZED RENT RECEIVED
SUBSEQUENTLY [SECTION 25A]

(i)  As per section 25A(1), the amount of rent received in arrears from a tenant or the amount of unrealised
rent realised subsequently from a tenant by an assessee shall be deemed to be income from house
property in the financial year in which such rent is received or realised, and shall be included in the total
income of the assessee under the head “Income from house property”, whether the assessee is the owner
of the property or not in that financial year.

(ii) Section 25A(2) provides a deduction of 30% of arrears of rent or unrealised rent realised subsequently
by the assessee.

(ii) Summary:
Section 25A Arrears of Rent / Unrealised Rent

(i) Taxable in the year of receipt/realisation
(i) Deduction@30% of rent received/realised

(iii) Taxable even if assessee is not the owner of the property in the financial year of receipt/realisation.

ILLUSTRATION 10:

Mr. Anand sold his residential house property in March, 2023. In June, 2023, he recovered rent of ¢ 10,000 from
Mr. Gaurav, to whom he had let out his house for two years from April 2017 to March 2019. He could not realise
two months rent of ¢ 20,000 from him and to that extent his actual rent was reduced while computing income
from house property for A.Y.2019-20.

Further, he had let out his property from April, 2019 to February, 2023 to Mr. Satish. In April, 2021, he had
increased the rent from c 12,000 to ¢ 15,000 per month and the same was a subject matter of dispute. In
September, 2023, the matter was finally settled and Mr. Anand received c 69,000 as arrears of rent for the period
April 2021 to February, 2023. Would the recovery of unrealised rent and arrears of rent be taxable in the hands of
Mr. Anand, and if so in which year?

SOLUTION :

Since the unrealised rent was recovered in the P.Y.2023-24, the same would be taxable in the A.Y.2024-25
under section 254, irrespective of the fact that Mr. Anand was not the owner of the house in that year. Further,
the arrears of rent was also received in the P.Y.2023-24, and hence the same would be taxable in the A.Y.2024-
25 under section 254, even though Mr. Anand was not the owner of the house in that year. A deduction of 30%
of unrealised rent recovered and arrears of rent would be allowed while computing income from house
property of Mr. Anand for A.Y.2024-25.

Computation of income from house property of Mr. Anand for A.Y.2024-25

Particulars c
Unrealised rent recovered 10,000
Arrears of rent received 69,000
79,000
Less: Deduction@30% 23,700
Income from house property 55,300
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2.10 TREATMENT OF INCOME FROM CO- OWNED PROPERTY [SECTION 26]

(i) Where property is owned by two or more persons, whose shares are definite and ascertainable, then the
income from such property cannot be taxed as income of an AOP.

(ii) The share income of each such co-owner should be determined in accordance with sections 22 to 25 and
included in his individual assessment.

(iii) Where the house property owned by co-owners is self occupied by each of the co-owners, the annual
value of the property of each co-owner will be Nil and each co-owner shall be entitled to a
deduction of ¢ 30,000 /

c 2,00,000, as the case may be, under section 24(b) on account of interest on borrowed capital if they
exercise the option of shifting out of the default tax regime provided under section 115BAC(1A).

However, the aggregate deduction of interest to each co-owner in respect of interest payable on loan
taken for co-owned house property and interest, if any, payable on loan taken for another self-occupied
property owned by him cannot exceed ¢ 30,000/ ¢ 2,00,000, as the case may be.

(iv) Where the house property owned by co-owners is let out, the income from such property shall be
computed as if the property is owned by one owner and thereafter the income so computed shall be
apportioned amongst each co-owner as per their specific share.

(v) Summary:

Co-owned property [Section 26]

Self-occupied property Let-out property

The annual value of the property of each co- owner | The income from such property shall
will be Nil and each co-owner shall be entitled to a | be