EKATVAM ACADEMY
SOLUTION FOR PAPER 10 : CLUBBING OF INCOME
CA/CMA INTER

SOLUTION 1

Section 64(1)(iv) of the Income-tax Act, 1961 provides for the clubbing of income in the hands
of the individual, if the income earned is from the assets (other than house property) transferred
directly or indirectly to the spouse of the individual, otherwise than for adequate consideration
or in connection with an agreement to live apart.

In this case, Mr. Vaibhav received a gift of X 5,00,000 on 1.4.2023 from his wife Mrs. Vaishaly
which he invested in his business immediately. The income to be clubbed in the hands of Mrs.
Vaishaly for the A.Y. 2024-25 is computed as under :

Particulars Mr. Vaibhav’s Capital Total (})
Capital contribution
contribution (%) out of gift
from Mrs.
Vaishaly (R)
Capital as on 1.4.2023 3,00,000 5,00,000 8,00,000
(5,00,000 — 2,00,000)
Profit for P.Y.2023-24 to be apportioned 1,50,000 2,50,000 4,00,000
on thebasis of capital employed on the | (4,00,000 x 3/8) (4,00,000 x 5/8)
first day of the previous year i.e. as on
1.4.2023 (3:5)

Therefore, the income to be clubbed in the hands of Mrs. Vaishaly for the A.Y.2024-25 is
%2,50,000.

In case Mrs. Vaishaly gave the said amount of % 5,00,000 as a bona fide loan,then, clubbing
provisions would not be attracted.

Note: The provisions of section 56(2)(x) would not be attracted in the hands of Mr. Vaibhav,
since he has received a sum of money exceeding X 50,000 without consideration from a relative
1.e., his wife.

SOLUTION 2

As per the provisions of section 64(1A) of the Income-tax Act, 1961, all the income of a minor
child has to be clubbed in the hands of that parent whose total income (excluding the income
of the minor) is greater. The income of Mr. A 1s? 3,90,000 and income of Mrs. A is X 2,30,000.
Since the income of Mr. A is greater than that of Mrs. A, the income of the minor children
have to be clubbed in thehands of Mr. A. It is assumed that this is the first year when
clubbing provisionsare attracted.

Income derived by a minor child from any activity involving application of his/herskill, talent,
specialised knowledge and experience is not to be clubbed. Hence, the income of minor child
C from exercise of special talent will not be clubbed.

However, interest from bank deposit has to be clubbed even when deposit is made out of
income arising from application of special talent.

The Gross Total Income of Mrs. A is X 2,30,000. The total income of Mr. A giving effect to the
provisions of section 64(1A) is as follows:
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Computation of gross total income of Mr. A for the A.Y. 2024-25

Particulars N R
Income from profession 3,90,000
Income of minor son B from company deposit 15,000
Less: Exemption under section 10(32) 1,500 | 13,500
Income of minor daughter C
From special talent — not to be clubbed -
Interest from bank 3,000
Gift of 2,500 received from a non-relative is not taxable Nil
u/s 56(2)(x) being less than the aggregate limit of T 50,000
3,000
Less : Exemption under section 10(32) 1,500 | 1,500
Gross Total Income 4,05,000

SOLLUTION 3

Computation of total income of Mr. A, Mrs. A and their
minor son for the A. Y. 2024-25

Particulars

Mr. A

)

Mrs. A
®

Minor Son

Q)

Income under the head “Salaries”
Salary income (of Mrs. A)
Pension income (of Mr. A) (X 10,000 x12)

Less: Standard deduction u/s 16(1a)

1,20,000
50,000

70,000

2,40,000

50,000

Income from House Property
[See Note (3) below]

52,000

1,90,000

Income from other sources

Interest on Mr. A’s fixed deposit with Bank of
India (X5,00,000x9%) [See Note (1) below]

45,000

Commission received by Mrs. A from a
partnership firm, in which Mr. A has
substantial interest [See Note (2) below]

25,000

70,000

Income before including income of minor
son under section 64(1A)

1,92,000

1,90,000

Income of the minor son from theinvestment

made in the business out of the amount gifted
by Mr. A [See Note (4) below]

18,500

Income of the minor son througha business
activity involving application of his skill and
talent [See Note (5) below]

20,000

Total Income

2,10,500

1,90,000

20,000
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Notes :

(1)

@)

3)

(4)

®)

As per section 60, in case there is a transfer of income without transfer of asset from
which such income is derived, such income shall be treated as income of the transferor.
Therefore, the fixed deposit interest of T 45,000 transferred by Mr. A to Mr. B shall be
included in the total income of Mr. A.

As per section 64(1)(i1), in case the spouse of the individual receives any amount by way
of income from any concern in which the individual has substantial interest (i.e. holding
shares carrying at least 20% voting power or entitled to at least 20% of the profits of the
concern), then, such income shall be included in the total income of the individual.
The only exception is in a case where the spouse possesses any technical or professional
qualifications and the income earned is solely attributable to the application of her
technical or professional knowledge and experience, in which case, the clubbing
provisions would not apply.

In this case, the commission income of X 25,000 received by Mrs. A from the partnership
firm has to be included in the total income of Mr. A, as Mrs. Adoes not possess any
technical or professional qualification for earning such commission and Mr. A has
substantial interest in the partnership firm as he holds 75% profit share in the firm.

According to section 27(i), an individual who transfers any house property to his or
her spouse otherwise than for adequate consideration or 1in connection with an
agreement to live apart, shall be deemed to be the owner of the house property so
transferred. Hence, Mr. A shall be deemed to be the owner of the flat gifted to Mrs. A
and hence, the income arising from the same shall be computed in the hands of Mr. A.

Note: The provisions of section 56(2)(x) would not be attracted in the hands of Mrs.
A, since she has received immovable property without consideration from a relative i.e.,
her husband.

As per section 64(1A), the income of the minor child is to be included in the total income
of the parent whose total income (excluding the income of minor child to be so clubbed)
1s greater. Further, as per section 10(32), income of a minor child which is includible
in the income of the parent shallbe exempt to the extent of 31,500 per child.

Therefore, the income of % 20,000 received by minor son from the investment made out
of the sum gifted by Mr. A shall, after providing for exemption of X 1,500 under section
10(32), be included in the income of Mr. A, since Mr. A’s income of X 1,92,000 (before
including the income of the minor child) is greater than Mrs. A’s income of
1,90,000. Therefore, X 18,500 (i.e., ¥ 20,000 — % 1,500) shall be included in Mr. A’s income.
It is assumed that this is the first year in which clubbing provisions are attracted.

Note : The provisions of section 56(2)(x) would not be attracted in the hands of the
minor son, since he has received a sum of money exceeding X 50,000 without consideration
from a relative 1.e., his father.

In case the income earned by the minor child is on account of any activity involving
application of any skill or talent, then, such income of the minorchild shall not be
included in the income of the parent, but shall be taxable in the hands of the minor
child.

Therefore, the income of T 20,000 derived by Mr. A’s minor son through a business activity
involving application of his skill and talent shall not be clubbed in the hands of the
parent. Such income shall be taxable in the hands of the minor son.
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