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About this Guide

Learning is Timitless and is an ongoing process. In order to be Enowledseable and skilled in professional domains, we have 1o
constantly try to keep oursslves updated with new changes or best practices in industry and tha role we work for, or aspire to work
for.

This handbook atiempts to impart knowledge 1o participants who aspire 1o become acoouniants, consuliants gic. in the

finance industry, The participant will be able to study G5T aldng with its important concepts. This handbaook fs 3 great tool to leam
ahout concepts, practices and methods that helps them to understand G5T, its role in the ecoenomy and the advantages & disadvan-
tages. They will alzo learn about the coftwares used in the industryWe recommend that experienced professionals refer toa more
getailed manual The content of this handbook is primarily meant for beginners or freshers. We strongly recommend that users of
thiz handbook seek detalled expiaraton if they nead more information 2bout any topic coverad in this handbook

Vofatdonal Education and Skill Dievelopment

The current education systam does not forus on raining young people In employsbile skills that capprovide them with employment
opportunities. Today, 2 large section of India’s lzabour force has outdated skills. The Government is therefore strongly emphasizing
on upgrading people’s ckills by prevdding vocational education and training to tham_ 1t haz formulated the National Policy on Skill
Bevelopment and et a target of providing skifls to 50 Crore pecple by 2022

The Manonal Skill Developeent Mission has. been developed tocreste conversence across sectors and States in terms-of skill training
sctivities. Further, to achisve the vision of “Skilled India’, the National Skill Developrient Mission would not only consalidate and
coordinate skulking efforts, but also eupedite decision making across sectors to achieve skilling at scale with speed and standaeds. [t
wifl be implemented through streamlined Insttutioral mechanism driven by the Ministry of Skill Development and Entrepreneurship
[MSDE).

About the National Skill Development Corporation of India (NSDC)

The Mational Skill Development Corporation (NSDC) is 3 orie-af-its-kind, Public Private Partnership in India, under thie Ministry of Skill
Development & Entreprensurship (MSDE]. It aims to proamote skill development by catalyzing the creathion of large, guality and
for-profit vocational insTIutons.

The NSDC facilitates or catalyzes inimetives that can potendally have a multplier effect as opposed to being an actusl operator in this
space. In doing so; 1t strives to Invalve the industry inall aspects of Skill Davelopment. NSDE focuses primarily on supplemantary skill
development and strive to create seamiless tracks within the education system.

Matonal 3kill Development Corporancn (MSDT]) has been in close contact with the BFSI Sector Skill Council a5 we partner to addrass
Sidil Developiment needs In 2 large; highly segmanted frdustry which is characterized by accelerated growth. The progréss of the BFSI
irdustry has significant Impact on the progress of our nation and the issue of Skill Development is one that the industry holds to be
of great importance.

About BFS| Sector 3kill Council of India

The BESI Sector Skill Coundil of India s set up to bring leading organizations of the BFSE Industry topether to create strat@egies and
operational plans that will create standardized ckill requirements for the various job rotes in the industry. The skill counctl will alse
accradit well eguipped senvice provigerswho will partner to disseminate the raining.

The skill council iz seen by its staksholdars and partners a3 a naton-building activity with far reaching implications forsocial develop-
ment and empowerment throuzh finatcial inclusion. Great care s beingtaken to appropriately address the needs of the various
industry verticals as wellas the geographical regions of the country.

Based on the evaluaton of the content submitted by the training partners by our panel of subject maner experts (SME) and instruc-
tonal designers and the feedback recefved from various stakeholders, we identified that there were many instances of inconsisten-
cies in the content coverage and alignment to the OPF/NOS: To address this gap we have worked with this publishing house to create
OP\NOS aligned content.
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Unit 1.3 - Elements of Financial Statement

Unit 1.4 - Objectives of Financial Statement
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Key Learning Outcomes

» Understand Standard Setting Bodies and Hierarchy

« (Gain an Overview of Financial Reporting

« |dentify and Explain the Elements of Financial Statements

« Understand the Objectives of Financial Statements

» Recognize the Qualitative Characteristics of Financial Statements
« Understand Fundamental Assumptions and Principles

» Comprehend the Accounting Process or Accounting Cycle

» Familiarize with Accounting Terminology




Unit 1 - Conceptual Frame Work

Accounts Assistant

— Unit Objectives l@‘

= Concepts of Francial Accounting

= Understand the Fundamentals and Principles of a Financial Statement
= Structural Overview of an Accounting Cycle

=  Knowledge of Various Financial Statements of Accounting

= Familiarise with Accounting Terminology
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Unit 1.1 - Standard Setting Body & Hierarchy

Accounting can be defined as the language of trade and the rhythm of all business standards. To ensure fair
accounting, there exists a worldwide standard-setting authaority bady. Soma of the most important authority
bodies include NFRA, FASB and IASB. These bodies were established to ensure improved quality and standard
of corporate financial reporting worldwide.

* NFRA (National Financial Reporting Authority) — IND AS {Indian Accountine standards)

* FASE [Financial Accounting Standard Board)— U5 GAAP (Gensrally Accepted Accounting Principles)

® |ASH (Internationa] Accounting Standard Board) — IFRS (internzaticnal Financial Reporting 5tandard)

Unit 1.2 - Overview of Financial Accounting & Reporting

A public corporation is expected to send an annual report to its shareholdars, showing a detailed overview of
the corporation’s activities and finances. The front part of the report includes a mix of illustrations, images,
and narration for the same, all chronologically poriraying the activities of the organisation over the previous
year. The back part of the report includes extensive detalls on corporation finance and activities.Finandial
accounting is the process of recording, summarizing, and reporting a company’s business transactions with
the help of financial statements, which include, the income statement, the balance sheet, the cash flow state-
ment, and the statement of retained earnings.

How does accounting generate Ninancial miformation?

Fecording Summarizing

Comrmunic ating




* Purpose of an Annual Report

The aim of an annual report submitted to shareholders and other parties is to publicize the business
operations of the company over the previous financial year. The report submitted helps determine
the financial performance of the company.

Given below is the information that constitutes an annual report:

General corporate details

Financial and operating highlights

Letter to shareholders from the CEO
Management's discussion and analysis (MD&A)
The narrative document, charts, and images
Financial Statements

Auditors Report

Accounting Policies

el B el SOl oo

Financial Accounting Financial Reporting

Recording the Posting to Financial
Journal Statement

Fig1.2




Unit 1.3 - Elements of Financial Statement

Financial Statement

Statement of Financial Pasition { B/5)

Balance Sheet

Statement of Earmings (1/5)

Income Statement

Statement of Cash Flow (C/S)

Cash Flow statement

Statement of Equity (5/E)

Statement of Equity

Elements

Ten core elements define a financial statement. Understanding these elements can help an individual

construct a basic fimancial statement.

The ten elements are given below:

Investment By

2rs

Distribution to Comprehensive

owners Income

Fig13
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Paints to Remember

* Probable future economic benefit

Assets * Owned and controlled today
= Result of past transaction
* Probable future economic sacrifices
Liability + Owned today
» Result of a past transaction
. » Ownership interest calculated as the residual
By interest in the assets after deducting liabllities
- . * Increasa in equity
Investrient by Owner *» Result of transfers from owners
Dec i i
Distribution to owners ' rease in equity

* Result of transfers to owners

Comprehensive Income

+ Change in eguity during a reporting period from
transactions and tother events/circumstances
* From non-owners sources

» |nflow (Assats Increase / Liability Decrease)

Revenues
* From ongoing major or central operations
Outfl Assets Dec iability |
Expenses * Outflow (A .5E : rease [Lia tyr.nr:reaﬁe}
* From ongoing major or central aperations
* |ncrease in equity
zains » From peripheral ar incidental sources except
Investment from owners.
Dec i i
T . rease in equity

* From peripheral or incidental sources except
distribution to ewners
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Unit 1.4 - Objectives of Financial Statement

* Providing Information to the users for Decision-Making

The primary objective of accounting is to provide useful information for decision-making to stakeholders such
as awners, management, creditors, and investors.

User of Accounting Information

Internal Users External Users
ﬁ.*. iﬁR
managers Lenders
Officers Shareholders
internal Auditars Government
Sales Managers l.abour Unions
Budge1 Officers External Auditors
Controller Custormers

Fig1.4

» Systematic Recording of Transactions

The basic objective of accounting is to systematically record financial transactions.

These recorded transactions are later classified and summarizad logically far the analysis, intarpretation,
and preparation af financial statements.

= Asrerfainment of Result of Transactions

Profit and loss accounts are prepared to analyse the result of a business operation for a particular period. If
the revenue is higher than the expenses, the businass can be deemed profitable. But if the expenses exceed

the revenue, then the business is likely to be running at loss. The profit and loss account helps the manage-
ment and stakeholders take rational decisions.

= Ascertainment of the Financial Position of the Business

A balance sheet or a financial position statement is prepared by an accountant.
The balance sheet is a statement of the assets and liabllities of a business at a given point In time. Thiz alsa
helps in understanding the financial health of the business
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Unit 1.5 - Qualitative Characteristics of Financial Statement

* Predictive Value: It's 3 key concept that helps foracast future cutcomes.

» Confirmatory Value: This feature clarifies the prior evaluations.

» Materiality: The concept to measure the degree to which certain elements or factors are impartant for
a firm.

* Error free: The statement should be free of any errors and omissions.

» Neutrality: The content of 3 statement must be unbiased.

= Completeness: The intended content must be portrayed as a whole,

* Comparability: The prepared statement must be comparable and measurable to the previous statement.
* Understandability: The concept featured in the statement must be clear and concise.

» Timeliness: The statement must be up to date,

» Verifiability: Every function provided must hold proof or evidence.

« Cost is less than Benefits: Whila there should be a balance between cost and benefits, it must be ensurad

that benefits are prioritised over the cost.

Unit 1.6 - Fundamental Assumptions and Principles

Fundamental
Assumptions

Fig1.5




* Fundamental Assumptions
Accounting should begin with a set of assumptions and some of them are explained below:

= Business Entity Concept:

A business is treated as a separate entity, distinct from its owner, which means that the business and
the owner must be treated separately. Thus, when an individual invests in a business, the invested
amount will fall under the liability of the business. The concept of a separate entity applies to all forms
of business.

= Going Concern Concept:
This concept states that the business is in for the long run and that there is no intention to liquidate the

business at any time in the immediate future.

= Money Measurement concept:

Figl6

Monetary transactions alone can find a place in books of accounts. This means that any transactions
with no monetary value will not be recorded.

= Accounting Period Concept:

According to this assumption, the life of a business is divided into different periods for preparing finan-
cial statements, Generally, a business concern adopts twelve months for measuring the income of the
concern. This ime

interval is known as the accounting period.

® Principles

The financial statemant created follows a certain standard in accounting. The principles ta follow while creat-
Ing a statement are mentionad balow:

Historical cost
The information displayed in the statement must be the information based on the original cast and not the

current market value, except for when it comes to inventory.
m + Realized/Realizable - Revenue Recognition
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> Realization :

Realization states the revenue is recognized when goods and services are sold.

The recelpt or the advanced payment received on an order cannot be considerad for the realization of reve-
nue.

»  Dual Aspect:
According to this concept, every transaction has two aspects, they namely are receiving and giving. The base
of this principle is that, for every debit, there is an equal and corresponding credit.

Pual Aspect Concaopt

= Matching Principles :
According to this Principle; revenue earned, and expenses incurred should be matched and reparted In the
same accounting period.

= Conservatism :
According to this principle; an accountant must exercise a high degree of verification and use solutions that
reduce the amount of loss in an uncertain event.

= Full disclosure;
The accounting convention of full disclosure implies that accounts must be honest, and unbiased, and all
material information must be disclosed.

Unit 1.7- Accounting Process/Accounting Cycle

The accepting, recording, classifying and crediting of payments made and received inside a business overa
specific accounting period is known as the accounting process/cycle.




* Remember the 3 Golden Rules of Accounting

Personal account Mominal Account
Debit What Comes in Debit the Recelver Cebit the Expenses and Loses
& & &
Credit What goes out Credit the Giver Credit the Incomes and Gains
Fig19

» STEP: 1 Record transaction Journal entries

e 5TEP: 2 Post Transaction Journal entries to the General Ledger
» STEP: 3 Prepare unadjusted Trial Balance

* STEP: 4 Record Adjusting Journal entries

» Accrual Type Journal Entries (g.g., Account Receivable, Accounts payable, Other Payables / receiv-
ablas)

» Adjusting Journal Entries first

» Cash journal Entries later

«  Deferral Type Journal Entries {e.g., Depreciation, Prepald Expenses, Unearned revenues)
w Cash journal Entries first

* STEP: 5 Post Adjusting journal entries to the General Ledger
s STEP: 6 Prepare Adjusted Trail Balance
* STEP: 7 Prepare Financial Statement & Notes to account

The variows financial statement of the accounting ane:
# Balance sheeat

* Income statement
« Statement of Shareholders” Equity
= Cashilow statement

STEP: 8 Prepare Closing Entries

Explanations:

= Journal

Journals are ariginal entry books where transactions are noted n-chronological order as they occur, The
primary recard of company transactions is a journal.

The journal is sub divided in to the following subsidiary books:

¢ Cash Book: For recording all cash transactions

¢ Purchases Book: For recording credit purchases of goods

¢ Sales Book: For recording credit sales

¢ Purchase Returns Books: For recording the goods returned by the trader to the supplier
¢ Sales Returns Book: For recording the goods returned to the trader by his customer

¢ Bills Receivable Books: For recording all bills received by the trader from his customer

¢ Bills Payable Book: For recording all the bills given or accepted by the suppliers

¢ Journal Proper: For all transactions that do nat find a place in any of the above books
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* The concept of DEBIT & CREDIT

Typically, an account is expressed as a statement in form of the English letter T'. It has two sides. The
left-hand side Is called the "Debit’ side and the right-hand side i= called the “Credit’ side. The debit is dencted
as ‘Dr’ and the credit as 'Cr'.

Please rafer to tha following image for illustration:

Account Name

Debit (Dr) Credit (Cr)

Fig 1.10

s Rules of accounting
The Golden Rules will guide us on whether the account is to be debited or credited,
There |s a different rule for each basic type of account Le., real, personal, and nominal.

Real Account: Real accounts are accounts that are associated with assets or property. Real accounts
include things like maney, furniture, equipment, stock-in-trade, receivabie bills, etc. The rule for a
real account is Debit what comes in, Cradit what goes out.

Personal accounts: These Include the account of the person with whom the business deals ara
carried out. Natural personal accounts (e.g.,- Raja’s accounts, Gupta's accounts etc.,}. Artificial
personal accounts [corporate bodies or institutions), Representative personal accounts (salary
due, rent outstanding etc.,} are examples of a personal account. The rule of a personal account
is Debit the receiver, Credit the glver.,

Nominal accounts: Nominal accounts are those that deal with expenses and losses as well as income
and gains. Examples include salary accounts, commission accounts, interast received, dividends
received, sale of goods and so on. The rule of Nominal account is, Debit all expenses and losses,
Credit all incomes and gains.

* Ledger

A ledger Is a book, which contains various accounts, it is said to be a secondary books of
account. A ledger is defined as “a book in which all the personal, real, and nominal accounts
of business are kept for permanent records so that up-to-date statement of an account can

be easily known”.

« Trial Balance
Trial balance is a statement containing the various ledger balances on a particular date. This
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statement is prepared to check the correctness of ledger posting and balancing of accounts. If the total
of the debit balances is equal to the credit balances, it Is Implied that the posting and balancing of
accounts are correct.

Specimen of trial balance Is given below:

= Type of Adjusting Entries

An adjusting entry means adjustment made by the books to make financial statements more accurate.
Adjusting entries are made at the end of the accounting period.

The following are Adjusting Entries:

= Profit and Loss Account/Income statement

Profit and loss account or income statement [s prepared to ascertain the net profit or net loss of the
business for an accounting perlod. If credit side is mare than the debit side, the difference |5 net prafit

Specimen of profit and loss Account is given below:

THAIL BALAMCE A5 PER LEDGER ACCOLNTS

Opening inventory i
S : i =
Wapes - .1
Satary XX
Piirchasa retum x
Sales ratum ot
Machinery e
Land & Bullding b
Sumnifay Dobitars %y
Sunday Craditors x
milis Fayably oy
Bilis Pecelvabie b3
Share Capital %X
Secured Loan K
Capital Resere ¥
s Type of adjusting entries

An adjusting entry means, adjustments made by the books to make financial statements more accurata.
Adjusting entries are made at the end of the accounting period.

The following are Adjusting Entries:




Fig1.12

Mo

Deferral

Later

Acarued Revenue

Accrued Expenses

Deferred Revenue

Deferred Expenses

Revenle is Recognized

Expenses is Recognized

Cash is Received
Cash is paid

Fig1.13

Cash is Received
Cash is paid
Revenue is Recognized

Expenses is Recognized

s Profit and loss account/income statement

& profit and loss account or income statement is prepared to ascertain the net profit or net loss of the
business for an accounting period. If the cradit side is more than the debit side, the difference is net profit.

Specimen of profit and loss Account is given below

Incoms /Profit/Loss Statement

Sales

Laga: OGS (Cost of gonds sald)

Gross Margin
Lpsx: Operafing Expenses

Dperating Income

Add: Other Reverwes & Galns
Lusa: Others Expansas & Lovsas

Ircame from Canfinuing Operation befors Tan

Less: Tax

Ineaim from Comtinuing Operation

et |ngoms/ Eacrings

Fig 1.14
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Sales/Net Sales
MNet Sales = Gross sales — Sales Retum — Sales Discount

COGS (Cost of goods Sold)

Beginning Inventory

Add: Cost of goods purchased (Net Purchase + Direct Expenses |

Add: Direct Manufacturing Cost (Factory averhead, Depreciation on plant,
‘cost of goods available for sale)

Less: Ending Inventory

Cost of Goods Sold (COGS)

Operating Expenses

General & Administrative Expenses
Selling Expenses

DOther indirect expenses

Non- Operating ltems
Interest

Commission Received
Dividend

» Balance sheet
Balance shest is a statemeant showing the assets and liabilities of a business on a particular date. It raveals
the financial position of a business. Hence it is also known as position statement.

Specimen of Balance sheet is given below:

Liability
Equity Non- Current Assets
MNon-Current Liability Current Assets

Current Liability
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Unit 1.8 Accounting Terminology

* Assets: An asset is something that contains economic value and is for future benefit. An asset can ofien
generate cash flow in the future,

MNon-Current Assets Current Assets

I

Fig1.15
Current Assets

The assets that can be converted to cash within the next 1 yearis called as Current Assets. Balance sheet

preparation is done within the end of an year that's why it is called the asset that can be converted in
the next 1 year

= MNon- Current Assets
Thaassets that cannot be converted to cash within the next 1 year are called as Non-Current Assets

» Liahility:A liability is something a person or company owes, usually a sum of money. Liabilities are settled
over fime through the transfer of econemic benefits incleding money, goods or services.

G4 e &

LIABILIT

= &
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#= Current Liability
The liability that has to be returned within the next 1 year is known as Current Liability.

*  Non-Current Liability
The liability that cannot be returned back within the next 1 year is known as Non-current Liability,

» Equity: Generally, refers to the amount invested in the enterprises by its owners. This Is a vital source of
financing across all types of businesses because companies need these resources in order to operate.
Businesses raise capital by issuing stocks and bonds to investors who purchase these financial instruments

with cash or other assets.

Current Assets — Current liability = Working Capital

Reserve: Reserves are a part of profits or gains that has been allotted for a specific purpose.
Reserves are usually set up to buy fixed assets, pay bonuses, pay an expected legal settlement,
pay for repairs & maintenance and pay off debt.

¢ Opening, Closing and Adjusting Entries: Opening entries are passed at the beginning of an
accounting period, At the end of every accounting period, all revenue items are closed by trans-
ferring to trading and profit and loss account, such entries are known as closing entries. In the
Accrual system of accounting, various adjustments are made to accounts, to show the correct
figure for the current year. The entries that are passed for adjusting the incomes, expenses etc.,
are called adjusting entries.

Following are the examples of adjosting entries:
= Prepaid Expenses |Asset)

= Unpaid Expenses (Liabifity)

= Uneamed Income (Liabifiby)

= Bad & doubtful debt (Expenses)

= Depreciation |Expenses)

« Treatment of Certain Adjusting Items:

1. Closing Stock: Closing stock refers to the goods that remain unsold at the end of the accounting
yvear. If it is given in the adjustment it is shown on the credit side of the trading account, also
shown on the assets side of the balance sheet. If it is only given in the trial balance, it should be
shown only in the debit side of the trading account and profit & loss account termed as opening
stock.
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Financial Reporiing Perlod

Lo

Fig 117

2. Outstanding Expenses :These are expenses which remain unpaid at the end of the accounting
period.If it is given in the adjustment, it should be added to the concerned expenses on the debit
side of the trading account and profit & |oss account and it should also be shown In the balance
sheet as a liability

= Prepaid Expenses

Prepaid expensas are payments made in the current year but related to the next accounting year. Prepaid
expenses are also known as expenses paid in advance or unexpired expenses. If it is given in the adjustment,
It should be deducted from the concerned expenses on the debit side of trading accounting or profit and
loss account and it should also be shown on the asset side of the balance sheet.

s Accrued Income

The income which has already been recalved by the business before it's basn earned is known as unearnad
income or income receivied in advance. This income belongs to the next accounting period. If it is given in
the adjustment, it should be deducted from the concerned Income on the credit side of the profit and loss
account and it should also be shown on the liability side of the balance sheet,

= Income Received in Advance

The income which has already been recalved by the business before it's basn earned is known as unearnad
income or income receivied in advance. This income belongs to the next accounting period. If it is given in
the adjustment, it's should be deducted from the concerned income on the credit sida of the profit and lass
account and it should also be shown on the liability side of balance sheet,

» Depreciation & Amortisation

The monetary value of an assat decraases over some time due to use, wear and tear or obsolescence. This
decrease is measured as Depreciation. Amartization is an accounting technique used to periodically lower
the book value of an intangible asset over a set pariod. If itis given In the adjustment, it should ba shown on
the debit side of the profit and loss account and deducted from the concerned asset on the balance sheet.

= Bad Debts

When an amount due from debtors is irrecoverable it is called bad debt. it Is 3 loss to the busingess, it is
given in the adjustment, it should be taken on the debit side of the profit and |oss account by adding to the
bad debt, and it should also be deducted from debtors on the asset side.
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- Summary

Financial reporting is guided by a framework established by standard-setting bodies, which
ensures consistency and transparency in financial statements, Thasa reports comprise key
elements such as assets, liabilities, equity, revenue, and expenses, which together provide a
snapshot of 3 company’s financial health. The objectives of financial statements are to offer
relevant and reliable information to users like investors and creditors, helping them make
informed decisions. This is supported by qualitative characteristics such as comparability,
reliability, and understandability. Underpinning this process are fundamental accounting
assumptions and principles, like the poing concern and accrual basis, which guide the recording
and reporting of financial transactions through the accounting cycle. A strong grasp of
accounting terminology Is essential for interpreting these statements accurately. Together, these
components form the backbone of effective financial management and reporting.
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— Exercise M

Which of the following is a key element of financial statements?
a) Marketing Strategy

b) Assets '

c) Product Design

d) Customer Satisfaction

Answer: b) Assets

What is the primary purpose of financial statements?

. a) To attract new customers

. b) To provide useful financial information to stakeholders
. c) To promote products

. d} To assess market trends

L]

Answer: b) To provide useful financial information to stakeholders

Which qualitative characteristic ensures that financial Information is presented in @ manner that
iz clear and easy to understand?

3] Relevance

b} Understandability

c) Reliability

d) Comparability

‘Answer: b) Understandability

What is the fundamental assumption that a business will continue its operations inthe

foreseeable future?

. a) Materiality

. b) Going Concern

. c) Consistency

. d} Accrual Basis

. Answer: b) Going Concern

Which step in the accounting cycle involves recording financial transactions as they occur?
a) Preparing the financial statements

b) Making journal entries

c) Posting to the ledger

d) Adjusting entries

Answer: b) Making journal entries

Which of the following is NOT a gualitative characteristic of financial statements?
. a) Relevance

* b) Profitability
. c) Reliability
. d) Comparabllity

. Answer: b} Profitability

Which principle requires transactions to be recorded when they occur, rather than when cash is

received or paid?
. a) Consistency
. b} Accrual Basis

— B
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c) Materiality
d) Going Concern
Answer: b) Accrual Basis

What does the term ‘liabilities’ refar to in financial statements?

a) Company profits

b) Company debts or obligations

c) Company assets

d) Company revenue

Answer: b) Company debts or obligations

Which characteristic of financial statements ensures that infermation is dependabie and free
from material error?

a) Reliability

b) Relevance

c) Comparability

d) Understandability
Answer; 3) Reliability

Why is standardized accounting terminology impartant?

a) To increase company profits

b) To ensure clarity and consistency in financial reporting

c) To promote brand awareness

d) To simplify tax calculations

Answer: b) To ensure clarity and consistency in financial reporting
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Unit2.1-

Unit2.2 -

Unit2.3-
Unit 2.4 -

Unit2.5-
Unit 2.6 -
Unit 2.7 -

Introduction to Financial Statement

Advanatages of Financial Statement

Types of Financial Statement

Trading and Profit & Loss account/ income statement/
revenue statement

Performa of Trading and Profit & Loss Account
Elements of the statement of Earnings

Case Study




Key Learning Outcomes

Understand the Purpose and Importance of Financial Statements
Identify Different Types of Financial Statements

Analyze the Components of an Income Statement

Prepare a Trading and Profit & Loss Account

Evaluate the Elements of the Statement of Eamings

Apply Knowledge through Case Studies
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Unit 2 - Financial Statement

— Unit Objectives l@‘

After studying this module, the students shall be able to ;

= Understand the concept of financial statement-

= Knowledge of various types of financial statement-

=  Overview of different elements of statement of earningslearn to work on financial statement
problems




Unit 2 .1- Introduction to financial Statement

Financial stateaments are formal records of the financial activities and position of a business, person, or
ather entity. Relevant financial information is presented in a structured and easy-to-understand manner.

Unit 2.2 - Advantages of Financial Statement

To determine the ability of a business to generate cash, sources, and utilization of the generated cash,
To determine whether a business can pay back debt.

To track financial results on a trend line to spot any looming profitability issues.

To derive financial ratios from the statements that can indicate the condition of the business.

To Investigate the details of certain business transactions, as outlined in the disclosures that accompany

the statements.

To use as the basis for an annual report, which is distributed to a company’s investors and the invest

ment community

Unit 2.3 - Types of financial statements

FINANCIAL
STATEMENTS
. Q @
INCOME BALANCE CASHFLOW
STATE'MEHT SHEET STATEMENT
i L]
| i E
FINANCIAL FINANCIAL CASH
PERFORMARNCE HEALTH MANAGEMENT
Earning through a What o company Cash inflow & cash
period of time owes & owns cutflows

Fig 2.1




Unit 2.4 Trading and Profit & Loss account / income statement / Revenue Statement

Every business requires to khow the income earned and expenses incurred during a particular period, usually
at the end of the year. Profit & loss statement/account shows the profit/loss earned/incurred by a business

for a month or ayear. Businesses use profit & loss statament and others such as sole traders and partnership
firrms use “T Account”,

Profit & loss statement/account is prepared for two prime reasons.

* To know the financial performance over a period via accrual accounting

» Statutory reguirements

» Traditionally, there were two steps to knowing the profit/loss. It meant, the preparation of:
» Trading account

» Profit and loss account

STEP ONE
Calculate
Gross Profit

Total Cost of
Revenoe Goods Sold

STEPTWO

Calculate
Net Profit

Hat
Profit

Fig 2.2




Unit 2.5 - Performa Of Trading and Profit & Loss Account

Mo specific profit & loss account format Is given for the sole traders and partnership firms. They shall
prepare the P&L account in any form. However, it should reflect the gross profit & net profit separatealy,

Usually, such firms prefer a “T-shaped form™ for preparing a P&L account.

OUR CO. LTD TRADING, PROFIT & LOSS ACCOUNT
FOR THE YEAR ENDED DD/MM/YY

| DR CR
| Opening inventory SKX Sales S
| Add Purchases KX Less Returns Inward (XX)
| Add Carriage inwards XX

Cost of Goods Available XX
Less Retumns outwards (X)
| Less Closing inventory ()
Cost of Goods Sold K -

00K oo

Less Opening inventory X - Gross Profit b/d ¥
| Insurance X - Add other incomes;
Transport X 1. Interest on deposit XX

Rent Expense X 2. Discount Received XX
: Carriage Qutward ¥ 3. Commission Received X
:-Salunr ¥ 4. Bad Debt Recovered xx

Depreciation X
| Discount Allowed X
Bad Debts Written Off X

Met Profit ¢/d K

XK 00

Net Profit b/d SXX

Fig2.3




* Performa of income statement /revenue statement
Companies shall prepare the profit & loss account as per schedule |l| of the companies act, 2013,

Income /Profit/Loss Statement

Sales Amount Amount

Less: OGS (Cost of goods sold) EE S

Gross Margin — S

Less: Operating Expenses | emeeee | e

Operating Income P ——

Add: Other Revenues & Gains NS o

Less: Others Expenses & Losses s i
Income from Continuing Operation before Tax —— ——
Less: Tax . AR

Inceme from Continuing Operation e T

Net Income/ Earnings =S s

Fig24




Unit 2.6 - Elements of the Statement of Earnings

Sales
A sale is a transaction between two or more parties that involves the exchange of tangible or intangible

goods, services, or assets for maney. In some cases, assets other than cash are paid to a seller

Met Sales— Gross sales - sales refum - sales Discount

4 Credit Sales

. Cash Sales

Fig 2.5
Credit sales
Credit sales are payments that are usually not made until several days or weeks since a product has been
delivered,
dournal!
Balance Showo
(Agsels Side)
To
Il income
Sistement
Fig26
Cash Sales

Cash sales are sales in which the payment obligation of the buyer is settled at once. Cash sales are
considered to include bills, coins, checks, credit cards, and money orders as forms of payment. A cash
sale eliminates the need for the seller to extend credit to a customer. Therefore, it eliminates any risk of

bad debt.

dournal:

Cash Flow

Stalermani
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Purchase
A purchase imvolves the acquisition of goods or services in exchange for a payment of some kind. The
payment is usually in cash or credit (to be paid |ater).

Net Sales— Gross sales - sales return - sales Discount

N Credit Purchase

Cash Purahase

FPurchase —

Figie

Credit Purchase
Credit purchases are something through which one could buy products on loan. Precisely, one could
buy products and could pay them back shortly

Jourmal: -

Apcounts Payable AT ...

Cash Purchase
A cash purchase occurs when a business pays for goods or services immediately upon ordering or
delivery

daamal -

Purchnee AJG

Fig 210




* COGS (Cost of goods sold)
Cost of goeds soid (COGS) is the direct cost-of manufacturing products, sold by any business

Beginning Inventary
Add: Cost Of Goods Purchased ( Net Purchase + Inward )

Add: Direct Manufacturing Cost { For Manufacturing Entities;
Includes Factory Overhead, Depreciation On Path )

..... = Balance Sheet
e

. . e
Cost Of Goods Available For Sale o
Less : Ending Inventory « : Income Statement
Cost Of Coods Sold(COGS) P
Figg 2.17

s Operating expenses [ indirect expenses
Indirect expenses are those expenses that are incurred to operate 2 business as a3 whole or a segment of a
business, and so cannot be directly associated with a cost object, such as a product, or service. For e.g.,
selling, general & administrative expenses

Journal: -

Income
Statement Indirect Expenses A/C ..... Dr

Cash Flow
Statement

Business And Sales And Marketing Economic and

R

Administration Expenses Expenses Other Expenses

+ Salaries * Advertisement + Audit Fee

* Insurance « Commission * Interest On Loan
* Rent, Rates & Taxes * Packing & Store » Bank Charges

+ Legal Charges Supplies Expenses + Amortization

» Travelling Expenses

Fig213




» Non-operating income / indirect expenses
The income earned from the non-cperational activities of the business js known as indirect income, for e.g.,

interest, dividend, commission etc.

Journal! -

Cash Flow
Statement & G A i vrieisiansyirmiaingais

lncome

Statement

Fig 2.14

s Direct expenses
Direct expenses are those expenses that are incurred since the time of purchase to manufacture the goods.
Such expenses include freight inward, octrol, wages etc.
Such expenses shall be debited to the trading account.
Journal: -
Trading A/c Dr.XXX
To Carriage inward XXX
To Freight Inward XXX
To Wages XXX

= Depreciation

Depreciation can be defined as the process of decreasing the value of the asset. It is an accounting technique
for spreading out the expense of a tangible item over the course of its useful life. How much of an asset’s
value has been used is shown through depreciation. It enables businesses to purchase assets over a
predetermined |ength of ime and generate income from those assets. For instance, the product "X" and its
value shall gradually decling, and it's worth shall be determined based on the money already spent and the

money that shall be spent on it in the future

Depreciation allocates the cost of an asset to the period benefited in line with the matching concept.

%i

[
Tangible
Asset
I

Dapraciation

Amartization

Fig215




dJournal: -

Income
Statement

Balance
Sheet

Deprociation Expenses A/C ... S

Accumulated Depreciation ...z,

Fig 2.16

Reasons for depreciation:

Technology
in Market

Abnormal
Factors

Methods for Depreciation

The 4 main types of depreciation are shown below, and an individual or businesses can choosa the one

Wear & Tear

Lapse of time

Causes of
Depreciation

Obsolescence

Depletion

Fig 217

that best matches their needs based on the assets and type of individual or business.

»  Fixed/equal instaliment or straight-line method
*  Afixed portion of the cost of the fixed asset is allocated and charged as

periodic depreciation.

*  Such depreciation becomes an equal amount in each period.




The formula for the cafculation of depreciation is

Estimated life of the asset

Cost of Assets - Residual value or the expacted scrap value of the asset

Reducing / diminishing balance method or written down value method

*  Depreciation is calculated at a fixed percentage on the original cost in the first year. But in
subsequent years it is calculated at the same percentage on the written down values gradually
reducing during the expected working life of the asset.

*  The rate of allocation is constant (usually 2 fixed percentage) but the amount allocated yearly
gradually decreases.

Mustration 1

Calculate the amount of depreciation under the straight-line method (SLM) in each of the following: -

Expenses incurmed Estimated Expected
Machine Mo at the time of Residual Value Useful Life
purchase in years
1 Q0.000 10,000 20,000 a8
2 24000 7,000 3,100 (i}
3 1,05,000 20,000 12,500 5
4 260,000 Eﬂ,ﬂﬂﬂ 56,000 10
Solution:
Expenses Total Cost Estimated Expected Depreciation
fiachine Cost of incurred at of Asset = Residual Useful Life —{D-E}fF
No. Machine the time of {8+C) Value in'years
purchase
A B C D E F G
1 90,000 10,000 1,00,000 20,000 8 10,000
z 24000 7,000 31,000 3,700 4] 485{
3 1,058,000 20,000 1,25,000 12,500 5 22500
4 260,000 20,000 250000 56,000 10 23400




Mustration 2

On 01.04.2019 3 machine was purchased for % 6,00,000 and % 50,000 was paid for installation. Assuming
that the rate of depreciation was 10% on the reducing balance method, calculate the amount of deprecia-
tion up t031.03.2022

Opening Book value - Depreciation Closing Book

value
1 6,50,000 10% 65,000 E,Eﬁ_ﬂﬂl]
2 585,000 10% 58,500 526,500
5,26,500 10% 52,650 473850

Amount of depreciation up to 31.03.2022 = (65000 + 58500 + 52650} = 1,76,150

Double declining balance method

The double declining balance [DDB) depreciation method ks an approach to accounting that involves
depreciating certain assets at twice the rate outlined under straight-line depreciation. This results in
depreciation being the highest in the first year of ownership and declining over time.

Double Declining _ 2 x Asset Cost - Accumulated Depreciation
Balance Method Useful Life of Asset

Fig2.18

Units of production method
Depreciation expense for a given year is calculated by dividing the original cost of the equipment less its
salvage value, by the expected number of units the asset shall produce given its useful life.

Prgggc%gn = Jsget CostResidual Yalue x Units Produce
Method - Life-Time Production

Fig 2.19




» Discount
A discount is the reduction of either the monetary amount or a percentage of the normal selling price of a
product or service.

Trade Discount

Discount

Cash Discount

* Trade Discount

Manufacturers ofien prepare product catalogues for wholesalers, retailers, and other resellers. These
product catalogues will contain the listed prices of the products, However, when a reseller offers to buy the
product in bulk, the manufacturer reduces the listed price of the product. This is called a trade discount,

* Cash Discount

Cash discounts refer to an incentive that a seller offers to a buyer in return for paying 3 bill befare the
scheduled dus date. In a cash discount, the seller shall usually reduce the amount that the buyer owes by
either a small percentage or a set amount

Caxh iscount

CASH

Fig 2.21

Journal (discount allowed): -
Discount allowed is a reduction in the price of goods or services allowed by a seller
t0 a buyer and iz an expense for the salier
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Discount Allowed BIC 1.0 imsisi e

Income Staterment

Balance Sheet

Fig 2.22

Journal [discount received): -
Discount received Is the concession in the price received by the buyer of the goads and services from the
seller and is an income for the buyer

Jowurnal

Dinctunt Received AT

Calh ASG Lo ren pies s s s b bt




= Abnormal losses
Abnormal loss is referred to.as the loss that is faced by a business which is beyond the normal loss thresh-
old. Abnormal items are debited in profit and loss a/c.

Theft of goods

Natural

calamities like fire, Abnormal Stock

destroyed by
fire

earthquake, Loss
floods

Goods lost in
transit

Fig2.24

The antry shall be recorded in the profit & loss account:
Profit & Loss Afc Dr. XXX
To Abnormal Loss Afc XXX




Unit 2.7 - Case Study

Wustration: 1

Following is the trial balance of Ram & sons. Prepare final accounts for the year ended on 31st

March 2021.
Dr.

Cr.

Particuiars Particulars
Stock as on 01-04-2020 | 2,00,000 Sales 30.00,000
Purchases 22 00000 purchase Returns 50,000
Sales Returns 1,00.000 Creditors 3,00,000
Bills receivable 50,000 Discount Received 5,000
Carriage Inwards 50,000 Capital 5,00,000
Debtors 200000
Discount Allowed 5,000
Carriage Cutwards 40 000
Salaries 2,20,000
Insurance B0 000
Rent 60,000
Wages 80,000
Bad debt 10,000
Furniture 4,00,000
Drawings 70,000
Advertising 50,000
Cash in Bank 45000
Cash at hand 5000
Commission paid 10.000
38,55,000 38,55,000




Adjustments:

» Stock on 31st March was valued at a cost price $4,20,000 and market price

= 4,00,000,

» Depreciate furniture @ 10% p.a.

* Rent of 5,000 was paid In advance.

» Salaries due but not paid % 30,000,

» Make a provision for doubtful debts @ 5% on debtors.

Salution:

pr. Trading and profit & loss a/c for the year ended 3ist March 2021 CF.

Particulars Amount Particulars Amount
To; By;
Opening Stock 2,00,000| sa - 30,00,000 29,00.000
Purchase: 22.00,000 | (less) Return : 1,00,000
(less) Return: 50,000 21,50,000 400,000
Closing Stock
Carriage inward 50,000
Wit 80,000
Gross Profit c/d §.26.000
To, 330060 By Gross Profit b/d 35.09.000
Salaries :2,20,000
(Add) Notpaid - 30,000 2.50.000| piscount received
e 40,000
Depreciation on furniture s
Insurance 60,900 820,000
Rent: 60,000
(less) Paid in advance: 5,000 95,000
= 50,000
Advertising 40,000
Carriage Outwards 5,000
Discounts Allowed 10,000
Bad debis 10,000 5,000
Commission Paid 10.000
Provision for doubtful debts
2,895,000
Net Profit
8,25,000 8,25,000
Working Notes: -

» Closing stock is valued at market price or cost price whichever is lower
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- Summary

Financial statements are essental documeants that provide 3 comprehensive overview of 2
company's financial performance and position. They offer severa! advantages including helping
stakeholders make informead decisions, assessing the financial heslth of an organization, and
snsuring transparency in financial reperting. There are different types of financial statements,
such as the balance shest. cash flow statement, and income statement (or Trading and Profit &
Loss account). The income statement specifically details the company’s revenues and expenses
over g spacific period, showing the net profit or loss. The performa of the Treding and Profit &
Loss account outlines the structure and format in which this information is presented, typically
‘including key slements like gross profit, operating expenses, and net sarnings. The elemeants of
the statement of sarnings further break down the components of income, such as sales revenus,
cost of goods sold, and various operating expenses, providing a detalled look at how 2 company's
profit is generated. Together, these topics form the foundation of financial analysis and reporting.
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— Exercise M

What is the primary purpose of financial statements?

. A) To advertise the company's products
. B) To provide a comprehensive overview of a company’s financial performance and
position

C) To detail the company’s employee structure
D] To outline the company’s future goals
. Answer! B

Which of the following is NOT a type of financial statemeant?
. A) Balance Sheet

. B) Cash Flow Statement

C) Income Statement

D) Employee Performance Review

Answer: D

What does the Income Statement primarily show?

A) The total assets and liabilitias of a company
B} The cash inflows and outflows

C) The net profit or loss over a specific period
D) The number of employees in the company
Answer: C

What term is synonymous with the Income Statement?

. A) Equity Statement

. B) Trading and Profit & Loss Account
. C) Liability Ledger

. D) Asset Overview

. Answer: B

What is typically included at the top of the Income Statement?
. A} Net Earnings

. B} Gross Profit

. C) Operating Expenses

. D] Total Equity

. Answer: B

What does ‘gross profit’ account for on the Income Statement?
. A} Expenses from operations

. B} Revenue minus cost of goods sold
. C) Net profit after taxes

. D} Dividend payments

. Answer! B

Which component is crucial for assessing a company’s finandial health through financial

statements?

. &) Advertising costs

. B} Employee benefits
. C) Operating expenses

— B
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D) Market analysis
. Answer: C

What role do financial statements play for stakeholders?
. A) They provide entertainment

. B8] They help in making informed decisions

. €} They list new products

. D) They detail company outings

. Answer: B

What aspect of financial statements ensures transparency in financial reporting?
. A) Marketing strategies

. B) Social media presence

. C) Detailed financial information
. D) Employee interviews

. Arﬂwﬂr: Cc

Which statement details how a company’s profit is generated?

. A) Statement of Earnings

. B) Balance Shest

« ) Cash Flow Statement

. D) Statement of Employee Roles
. Answer: A
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— Notes %‘
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3. Preparation of Balance Sheet

Unit 3.1 - Introduction

Unit 3.2 - Order of Permanence
Unit-3.3 - Order of Liquidity

Unit 3.4 - Elements of Balance Sheet
Unit 3.5 - Case Study
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Key Learning Outcomes d

« Understand the Purpose and Structure of a Balance Sheet

« Differentiate Between Order of Permanence and Order of Liquidity
« Identify and Classify the Elements of a Balance Sheet

« Prepare a Balance Sheet

« Analyze and Interpret Balance Sheet Data

« Apply Knowledge through Case Studies
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Unit 3 - Preparation of Balance Sheet

-Unit Objectives ‘9‘

= Concepts.of balance sheet

= Provide knowledge of assets in a balance sheet

= Familiarise with impartant balance sheet elementspreparation and
= Presentation of Balance Sheet
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Unit 3.1 - Introduction

The balance sheet Is prepared on the |ast day of the accounting pariod. It has assets and liabilities, prapared
based on accounting equations, The assats are shown on the right-hand side and liabilities and capital are
shown on the left-hand side.There Is no prescribed form of the balance sheet for a proprietary and partner-
ship firm, Howsver, every company shall follow schedule |l part of the | of the cempanies act.In a balance
sheet the assets and liabilities are arranged either in the order of permanence or liquidity. Most of the
companies follow order of permanence.

Unit 3.2 - Order of Permanence

Under this method, while preparing a balance shest a company’s assets are listed according to their
permanency, Permanent assets are shown at first and then tempaorary assets are shown later. The fixed or
long-term liabilities are shown first under the order of permanence method, and the current liabilities are
listed afterward. On the liabilities side, we start from: Eap]rtal, reserve and surplus, long-term loans, and
end with outstanding expenses, '

The following is the format of the Balance sheet in arder of permanence:
Specimen of Balance sheet: - (In case other than company)
Balance sheet as on 31st March ....

Liabilities Assets Amount

Capital Goodwill HXX

Reserve & Surplus Land &Building XK

Loans Flant & Machinery b6 84

Trade creditors Furniture XK

Bills Payable Stock XX >

QOutstanding Expenses Sundry Debtors h .04 E v
Bill receivable XXX £ g
Other Investment KX g3
Government Securities XK
Cash in Bank XXX
Cash in Hand XXX
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Unit 3.3 - Order of Liquidity

ASSET = CASH

| e |
EASILY QUICKLY AT NO COST

I, Q) &)
8 LIQUID ASSETS § NON-LIQUID ASSETS |

= ch O
CURRENCIES COMMODITY REAL ESTATE ANTIQUES
| ® = R
BROMNDS CRYPTO ELECTROMICS ART
Fig 3.1

Under this method, a company organizes current and fixed assets in the balance sheet in arder of liquidity.
These are presented according to their ability to convert into cash. On the asset side, we shall write most
liguid assets at first.Liabilites are presented based on the arder of urgency of payment. On the liabilites
side, we start from short-tarm liabilities, |n the end, we write capital adjusted with net profit and drawings
if any.This approach is generally used by sole traders and partnership firms,

The following is the format of the Balance sheet in order of liguidity:




Specimen of Balance sheet: - [In case other than Company)
Balance sheet as on 31st March ....

Outstanding Expenses Cash in Bank
Bills Payable Government Securities XXX =
Trade creditors Other Investment HHK =
Loans Bill receivable JOLX -
Heserve & Surplus Sundry Debtors XXX %
Capital Stock AXX
Furniture XXX - o
Plant & Machinery XKX 2=
Land &Building KKK — -
Goodwill HH
Py KK
Specimen of schedule 11l Balance sheet: - {In the case of company)
Balance sheet as on 31st March ....
Particulars Amount
»  EQUITY AND LIABILITIES A
o Shareholder's funds: XK
@ Share capital Y¥X
& Reserves and surplus _
o N{}ﬂ—curient Iiabiiititt;:s: N b b4 4
& Long-term borrowings
@ Deferred tax liabilities (Net) XEX
® Other long-term liabilities AKX
& Long-term provisions XXX
o Current liabilities: ) WYX
® Short-term borrowings -
@ Trade payables XXX
® Other current liabilities KA
& Short-term provisions WYY
TOTAL
2000
+  ASSETS
o0 Non-current assets:
% Fixed assets XXX
2 Tangible assets b 404
2 Intangible assats WYX
@ Non-current investments XXX
& Deferred tax assets (Net) i
® Long-term loans and advances HHK
®@ Current assets: WYY
® Current invesiments
@ Inventories m
@ Traderecevables XX
@ Cash and cash equivalents XX
@ Short-term loans and advances
TOTAL 00




_

“The old format of the balancea sheet, as shown in figure 1ia & b) is known as T-shaped or horizontal format.
The new format of the balance shest of a company is known as the vertical format (Figure 2). In this format,
equities and liabilities are at the top along while assets are at the bottom. "Every company are

following schedule Ill Balance shest format

Unit 3.4 - Elements of Balance Sheet

= Share Capital
Share capital means getling investment for the business from natural or artificial person by issuing share of
ownership of the business.

Natural person Company getting Investment Artificial Person

Figa.2

Journal entry for introducing capital into business

Cash /Bank Afe ....orveeerrvernes P — I P ]

To capital A/c -
pitat A/ = [ Balance sheet ]

Fig 3.3
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Required disclosure for share capital; -

The Number and Amount of Shares Authorized

The Number of shares issued, subscribed and Fully Paid

and Subscribed but not fully Paid

Par value Per Share

Calls Unpaid and Forfeited Shares

Reconcilliation of the number of shares outstanding at the beginning

and =t the ending of the reporting Period.

Fig3a

When the share of a company is issued maore than its nominal value, {face value) the excess amount is called

share premium.Share premium a/c is a reserve a/c. it can be used to pay the excess of issuing equity and
issuing bonus shares to shareholders. Share gremium cannot be used for distributing dividends.

» Reserves and Surplus

Reserve and surplus are created from undistributed profits for a specific purpose and the cumulative
amounts of retained earnings are recorded as a part of the shareholder's equity,
lournal entry for creating reserve from retained earnings.

[ ClaSh..’ Bank A‘!c.--““"-“--nr J

To Capitale A/C —;n Balance Sheet

Figas




Feserves shall be classified as;

Revaluation
Resarve

Capital Securities
Redemption Premium
Reserve Reserve

Fig 3.6

* If Revenue exceeds the total expenditure Income statement shows surplus. If total expendi-
ture exceeds the revenue Income statement shows Deficit.“The balance in the income state-
ment must be shown in the balance sheet if it is surplus or deficit”

Debit balance of statement of profit and loss (Debst balance in the profit and loss account is a loss
because expenses are more than revenue) shall be shown as a negabve figure under the head "Sur-
plus®. Similarly, the balance of "Reserves and Surplus”, after adjusting the negative balance of
surplus (i.e., defict] shall be shown under the head "Reserves and Surplus™ even if the resulting
figure is negative




s Long-Term Borrowings

Long Term bormowing is classified as a non-current liability on the balance sheet, which simply means it is
due in more than 12 months. Terms of the repayment of term loans and other loans shall be stated

Long-Term Borrowing

Deferred
Payment

Other loans and
advances

Liabilities (Specify nature)

Figa7?

Journal entry for money is borrowed (Loan taken)

Cash AfC. v Dr o
% [Financing Activates)

—>

Fig 3.8

Journal entry for Loan amount is paid.

g "
Loan Payable A/C................Dr
L v
- ~
Interest A/C.eeeveererreereanes Dr
>
-
To Cash A/C
N #

=5
—>
=

Fig3.9

Balance Sheet

Cash Flow Statements
[Financing Activates)

Balance Sheet
Balance Sheet

. i .



* Other Long-term Liabilities

Trade payables:

Whean a business makes any credit purchase of 2 goods or service, the payment on fts account is yet io be
made. In this condition, the account holder from whom the credit purchase was made, shall be addressed as
a creditor of the firm. Tha closing balance of creditors a/c denoted in balance sheet as trade payable or trade

creditors.

Cash Flow Credit Purchase % Trade Payables

Fig 3.10

lournal entry for goods purchased on credit.

G
To Trade Payable
Bal Sheet
ity —

Fig3.11

Journal entry for cash paid against goads purchased on credit

Trade Payahle
Ry — —2
e

Fig 3.12
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Journal entry for assets purchased on credit

To Trade Payable 5 Bibsice Shct
(op o) e 2] £ on R ——
L8

Fig3.13

lournal entry far cash paid against goods purchased on credit.

Trade Payable % Income Statement
(Creditors) A/C....eeeeeeeeeneee Dr
oy

Fig3.14

Note: All the credit purchase of goods are recorded in purchase book, but both cash,
as well as credit purchases of goods, are recorded in purchase a/e..

N2 J

it is part of a joumal It is part of a Ledger

Only credit Purchase of Both cash as well as credit
goods are recorded purchases of poods , are recorded

Total of Purchase book is The Balance of Purchase

Transferred to Purchase AJC Afcis transfered to trading A/C.




= Long-term provisions

& provision is termed as the cash amount, which is set aside from the business profits and the specific
amount |s used to cover a probable future expense or reduction in the value of an asset of the business.

Following are the examples:

Provision for employee benefits (gratuity, leave encashment, provident funds)

Provision for depreciation

Provision for Tax

Others (specify nature)

Journal entry for making provisions for income tax

y
(i) =
J
H
(Tn Provision for Income Tax A/C % Balance Sheet
A

Fig3.16

* Short-term borrowings

Short-term debt, also called current liabilities, is a firm's financial obligations that are expected to be paid
off within a year. Pariod and amount of repayment of loans and interest shall be specified separately

Short Term Borrowings

Loan
Repayable on
Demand

Accounts Income Tax
Payable Payable

Fig3.17




# Other Current Liabilities

The amounts shall be classified as:

* [nterest accrued and due on borrowings
s |ncome received inadvance

s  Unpaid dividends

« (ther payables (specify nature)

Journal entry for outstanding expenses:

() =
Eﬁ: Outstanding Expenses A/C J % Balance Sheet

Fig3.18

Note; The outstanding expenses a/c appears on the liabilities side of the BalanceSheet. While
preparing the Trading and Profit and Loss a/c we need to add theamount of outstanding
expenses to that particular expense.

Journal entry to record income received in advance Is:

fﬂ Income receiu:;l in advanr.e] > Balance Sheet
C

Fig3.19

Note: The Income Received in Advance A/c appears on the liabilities side of the Balance Sheet.
While preparing the Trading and Profit and Loss A/c we need to deduct the amount of income
received in advance from that particular income.

® Short-term provisions

The short-term provisions mean that the provision is created to meet the shortobligations/payments.
The amounts shall be classified as:

s Provision for tax

*  Provision for doubtful debts

=  Provision for discount on debtors

*  Others {specify natura)




» Tangible asset
Tangible assets are physical and measurable assets that are used in acompany's operations.

» Classification shall be given as:

n

Others

(specify nature)

Vechicles

Fig 3.20

Following are disclosed separately:

= Assets under the lease.

*  Reconciliation of Gross or Net carrying amount of assets at the beginning
and end of the reporting period. (i.e., showing additions, dispasals,
acquisitions, written off on a reduction of capital, revaluation assets)

+ Depreciation and impairment losses.

lournal: -
lournal entry for purchase of Assats for cash.

C—

Balance Sheet & Cashflow

[ Tocash A/C.cvcnins statement (investing activities)

Fig 3.21

lournal entry for purchase of Assets for credit.

Co—
rr— P

Fig3.22




Journal entry for depreciation Is charged on Assets,

&nhr.cumulated Depreciation Afc.....Cr J %

Fig 3.23

Accumulated depreciation is the total amount an asset has been depreciated.

s Intangible assets

An intangible asset is an asset that is not physical in nature.

Classification shall be given as:

Brands/ Copyrights,
Trademarks and patents and
other intellectual

property rights,
Publishing . services and
Titles juip operating rights

Fig 3.24

Following are disclosed separately:

* Reconciliation of gross or net carrying amount of assets at the beginningand end of the report-
ing period. (i.e., showing additions, disposals,acquisitions, written off on a reduction of capital,
revaluation assets)

» Amartization and impairment |osses,

Non-current investments
Moncurrent assets are a company's long-term investments. The full value of such investment will not be

realized within a period of one year. The liquidity of this investment is relatively low, as it cannot easily be
converted into cash.




.. -.

Mon-current Investments shall be classified as trade investments and other investments are;

Investment Property

Investments in Equity iInstruments

Investments in Preference shares

Investments in Govemment ot Trust Securites

Investments in debentures or bonds

Investments in Mutual Funds

Fig 3.25

Long-term loans and advances

When a business firm glves any loan to its employees or its subsidiaries or to its directors, then this loan s
shown on the asset side of the balance sheet because it is recoverable in the future,

Loan Given To

Employee [ Subsidiaries

VW

J Directors

Fig 3.26

Advancas are nat loans. Advances are given for particular purposes against which either goods or
services are to be received by the company In near future,

Long-term loans and advances shall be classified as:
* (apital advances

* Security deposits
* |oans and advances |specify nature)




s  Dther non-current asset
Other non-current assets shall be classified as:

= Long-term Trade Receivables
+  Others (specify nature)

Current Investments _
Current investments are investments that are intended to be held for less than a year from the date when
such investment is done.

Inventories

Inventories shall be classified as:

Raw Work-in- Finished
Materials Progress goods
Store and
Loose Tools Loose Tools
Spares

Fig 3.27

Stock - in - Trade
{In respect of goods

acquired for trading)

FIFO (First In, First Out), LIFO (Last In, First Out), and WAC (Weighted Average Cost) are different
methods of Inventory valuation, (Detalled study in Cost Accounting)

Inventory Adjustment:
Trading and Profit and Loss Afc [Income Statement)
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Balance sheet

Liability Assets

Closing Stock XXX ¢ |

Fig3.28

MNotes: Closing stock is represented on the asset side of the balance sheet. Then, this is adjusted with
the purchases amount which may be taken to the debit side of the trading account and the closing
stock appears on the asset side of the balance sheet.

 Cash and cash equivalents
Cash and cash equivalents are the most liquid current assets found on a business's balance sheet. Cash
equivalents can be converted into cash immediately.

Following are the examples of Cash and cash equivalent:

Cash Cash equivalent
Coins & Currencies Commercial paper
Cash in savings account Marketable Securities
Bank Overdraft Money market fund
Money orders Treasury bills

Petty Cash Short term govt Bonds

Bank deposits with more than twelve months’ maturity shall be disclosed separately, Cash and cash
equivalents are recorded an the balance sheet as a current asset. Its value changes each time that the
business elther receives or spends cash and cash eguivalents. Such changes are called cash flows and are
described in transactions recorded on the accounting ledger.
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Net Cash Flows from Operating Activities
{+] Net Cash Flows frem Investing Activities
{+) Net Cash Flows from Financing Activities

Net Increase in Cash and Cash Equivalents

Met increase in cash and cash equivaients

Add: Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the peri
and cash equivalen een e period Balance Sheet

“Cash and cash equivalents are consolidated into a single line item on a company's

balance sheet”,

A summary of all adjustments




if given in trial if given in irial Balance
Bakance
1 Closing stock Balance Trading A/c- Credit side
sheet- Asset Side Balance sheet- Assets Side
2 Prepaid Balance Trading / Profit & Loss A/c - Debit side
Expenses sheet- Asset Side {Deduct from the concerned expenses)
Balance sheet- Assets Side
3 Outstanding Balance sheet- Li Trading / Profit & Loss A/c- Debit side
Expenses ability Side (Add to the concerned expenses)
Balance sheet- Liability Side
- Income Balance sheet- As- Profit & Loss A/c - Credit side
Outstanding set Side (Add to the concerned income)
Balance sheet- Assets Side
5 Income received | Balance sheet- Lt Profit & Loss A/c - Credit side
in advance ahility Side (Deduct from concerned income)
Balance sheet- Liability Side
) Depreciation Profit &Loss A/c — Profit & Loss A/c - Debit side
Debit side Balance sheet- Assets Side
(Deduct from the respective asset)
E 4 Bad debt Profit &Loss A/c — Profit & Loss A/c - Debit side
Debit side Balance sheet- Assets Side
(Deduct from debtors)
8 Provision for bad | Profit &Loss Afc = Profit & Loss A/c - Debit side
debt Debit side Balance sheet- Assets Side
(Deduct from debtors)
9 Interest on Profit &Loss A/e - Profit & Loss A/c - Debit side
capital Debii side Balance sheet- Liability Side
(Add to capital)
10 Interest on Profit RLoss Afc - Profit & Loss A/c - Credit side
Drawings Credit side Balance sheet- Liability Side

{Deducted from capital)




Unit 3.5 - Case Study

IHustration: 1
Fallowing is the Trial Balance of Ram & Sons.
Prepare final accounts for the year ended on 31st March 2021
Dr. Cr.
Particulars Amount Particulars Amount
Stock as on 01-04-2020 3,00,000 Sales 32,00,000
Furchases 23.00.000 purchase Returns 40,000
Sales Returns 1,00,000 Creditors 250,000
Bills receivable 50000 Discount Received ,000
Carriage Inwards 35,000 Capital 5.80,000
Debtors 1,85,000 Rent 70,000
Discount Allowed 5,000
Carriage Qutwards 38,000
Salaries 290,000
Insurance 80 000
Electricity charges 72000
Wages 80,000
Bad debt 10,000
Furniture 400,000
Drawings 73,000
Advertising 50,000
Cash in Bank 70,000
Cash at hand 8.000
Commission paid 10,000
41,465,000 41,46,000
Adjustments:
*  Stock on 31st March was valued at Cost price ¥ 3,80,000 and market price  420,000.
» Depreciate furniture @ 10% p.a.
= Rent of X 8,000 was received in advance.
< Salaries due but not paid £ 33,000.
+ Create a provision for doubtful debts @ 6% on debtors.
s Insurance of ¥ 12,000 was paid in advance.
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Solution:
Dr. Trading And Profit & Loss A/c for the year ended 31st March 2021 Cr.
Particulars Amount Particulars Arnoumit
To; By,
Opening Stock 300,000 |sales -32,00,000
Purchase: 23,00,000 (less) Return - 1,00,000 31,00,000
(less) Return: 40,000 22,50,000 Closing Stock
s 3.80,000
Carriage inward 35,000
Wages 8.0000
Gross Profit c/d 8,05,000
34,80,000 34,80,000
o By Gross Profit b/d 805,000
Discounts Allowed 20001 piscount received
38,000 , 6,000
Carriage Outwards Rent : 70,000
(less) Received in
: : 62,000
Salaries -2.90,000 ot sstvace = A
(Add) Not paid - 33,000
Insurance 60.000
(less) Paid in advance: 12,000 48000
Electricity charges ?Z%ﬂﬂﬂ
Bad debts 10.000
Depreciation on furniture 4[]Ti}EIE]
Advertising EﬂTﬂDU
Commission Paid 10.000
Provision for doubtful debts 11,700
. 2,65,300
Net Profit
8,73,000 8,73,000

;.
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Balance Sheet as on 315t March 2021

Particolars
I. EQUITY AND LIABILITIES
(1) Shareholder's funds:

(a) Share capital

(b) Reserves and surplus
(2) Current Liabilities:

(a) Trade Payable
(Creditors)

(3) Other current liabilities:

Il. ASSETS
(1)
(a)Fixed Assets
(I) Tangible assets

(2) Current assets:
(a) Inventories
(b) Trade receivables
(c) Cash and cash eguivalents
(d) Short-term loans and advances

TOTAL

TOTAL

Mote No

Amount

5,07,000
265,300

250,000

41.000

10,63,300

3.60,000

3,80,000
233,300
78,000
12,000

10,63,300

MNotes to Accounts

Particulars

1. Share capital:
Capital - 5,80,000 5,07,000
(Less)Drawings - 73,000
2. Other current liabilities:
Outstanding salary - 33,000 41,000
Rent received in advance - 8,000
3. Fixed Assets:
Furniture - 4,00,000 360,000
(Less): Depreciation - 40,000
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4 Trade receivables

Sundry debtors -1,95,000 —
(Less): Provision for doubtful debts: 11,700
(Add): Bills receivable - 50,000
5. Cash and cash equivalents
Cash in Bank - 70,000 78,000
Cash in Hand - 8,000
6. Short-term loans and advances 12000

Prepaid insurance

» Closing stock is valued at market price or cost price whichever is lower.
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- Summary

The balance sheet, a cornerstone of financial reporting, provides a snapshot of a company’s
financial position at a specific point in time. Its structure is governed by key principles such

as the Order of Permanence and the Order of Liquidity, which dictate the arrangement of
assets and liabilities. The Order of Permanence prioritizes long-term stability, listing assets

and liabilities in descending order of their permanence or expected longevity in the business.
Conversely, the Order of Liquidity arranges items based on their closeness to cash, with the most
liquid assets (like cash itself and receivables) listed first, followed by less liquid assets such as
inventory and fixed assets. The balance sheet is divided into distinct elements: assets, liabilities,
and shareholders’ equity. Assets and liabilities are further broken down into current and non-
current categories, enhancing clarity and providing insights into the company’s liquidity and
financial health. Together, these elements and organizing principles offer a comprehensive view
of the organizational resources, obligations, and the equity held by shareholders.
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— Exercise M

What does a balance sheet primarily provide?

A A datailed profit forecast

B) A snapshot of a company’s financial position at a specific point intime
C) A record of the company’s annual sales

) An analysis of market trends

Answer: B

Which principle on the balanca shest priaritizes long-term stabliity?

. A) Order of Liquidity

. B) Order of Permanence
. C) Order of Profitability
. D) Order of Sclvency

. Answer: B

What does the Order of Liquidity dictate?

A) The arrangement of items based on their prefitability

B} The arrangement of items based on thair expected life span’
C) The arrangement of items based on their closeness ta cash
D} The arrangement of items based on their market value
Answer: C

Which type of assets are listed first under the Order of Liquidity?

. A) Fived assets

. B} Long-term investments
. C) Most liguid assets

. D} Intangible assets

. Answer: C

What are the main sections into which a balance sheet is divided?
. A} Assets, Liabilities, and Shareholders’ Equity
B) Revenues, Expenses, and Profits

. C) Departments, Teams, and Offices
. D) Markets, Products, and Strategies
. Answer: A

Under which category would cash and receivables fall in a balance sheet?
. A) Fixad assets

B) Current assets

C) Non-current liabilities.

D) Long-term liabilities

Answer: B

Huw are lizbilities typically classified on the balance sheet?
A) Currant and non-current

. B) Solvent and insolvent

. C) Permeable and impermeable
. D) Profitable and non-profitable
. Anzwer: A

.
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Which assets would be listed last in the Order of Liquidity?

. A) Cash
. B) Inventory

. C) Receivables
. D) Fixed assets
. Answer: D

What aspect does shareholders’ equity represent on the balance sheet?
A) The total debt owed to creditors
B} The equity held by shareholders in the company
L} The operational expenses of the company
D) The total inventary held by the company
Answer: B

Which principle helps in understanding a company's liquidity through the balance sheet?
A} Order of Permanence
B) Order of Profitability
C) Order of Liquidity
D} Order of Stability
Answer: C
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— Notes =
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4. Cash Flow Statement

Unit4.1- Overview of cash flow statement

Unit4.2 - Sources and uses of the cash

Unit 4.3 - Categories of activities in the statement of cash flow

Unit 4.4 - Summary of cash flow classification of common Transactions.
Unit 4.5 - Treatment of certain important items

Unit 4.6 - Cash flow from operating activities - direct vs indirect method
Unit 4.7 - Case study




Key Learning Outcomes

Understand the Overview of the Cash Flow Statement

Identify Sources and Uses of Cash

Differentiate Categori'es of Activities in the Statement of Cash Flow
Summarize Cash Flow Classification of Common Transactions
Understand the Treatment of Certain Important Items

Analyze Cash Flow from Operating Activities - Direct vs Indirect Method
Apply Knowledge through Case Studies

-
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Unit 4 - Cash Flow Statement

-Unit Objectives @‘

=  Knowledge of the cashflow statement-
= Understand the concept of cashflow from operating activiteslearn about the methods
under cashflow statement




Account Assistant

Unit 4.1 - Overview of Cash Fl ow Statement

A cash flow statement Is ar Important tool for managing finances since it tracks a business's cash flow. This
statement is one of three major reporis that assists in determining a business’s performance (togather with
the income statement and the balance sheet).

Unit 4.2 - Sources and Uses of The Cash

According to the balance sheet, the concept of a cash flow statement shall be defined as the shift in cash
flow from the start to the end of the year.

Liability Cash & cash equivalent | ==+

A cash flow statement summarizes the amount of inflow and outfiow of cash and cash equivalents coming
in and moving out of the business. it provides aggregate data about all cash inflows {that a business receives
from its ongoing operations and external investment sources) and cash outflows {that pay for business activ-
ities and investments during a given period).

Cazhflow Activates

Fig 4.1
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Cashflow statements are prepared to explain the cash difference betwean two points in time.

= Sources of cash (cash inflows):

©  |ssuance of shares and debentures

= Raising long-term loans

¢ Sale of investments and fixed assets

= Cash from operations (net operating expenses)

* Uses of cash (cash outflows):

= Purchase of investments and other fixed assets

¢ Payment of dividend and tax

= Loss of operation (net operating loss)

= Redemption of preferred shares and debentures
¢ Repayment of a long-term loan

* [ncome statement is accrual basis of accounting
¢ Cashflow Statement is the cash basis of accounting

Unit 4.3 - Categories of Activities In The Statement of Cash Flow

Cachflow Activates

Fig4.2
Dr Cr Change
Cash flow from operating activities e wxs o
Cash flow from investing activities wrx - o
Cash flow from financing activities wxx wre s
Met increase / decrease-in cash e ks ek
+ Beginning cash balance e ws e
Ending cash balance wrex e -
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Operating Activities

Fig 43

Operating activities = Income statement items + Current assets + Current liability

All the income statement items, most of the current asset items and current liahility items falls under the

operating activities section of the cash flow statement. Accounting laws do not cover this statement.

Sources & uses of cash from operating activities
= Cash collection of sales
¢ Cash payments for COGS & SGEA

¢ Interest received and interest paid

Dividend received

" Tax Paid

Investing Activities

-~

H g

Fig4.4

Investing activities = non-current assets

Maost of the non-current items gn-tn-inve&tment activities of a cashflow statement,
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Sources & uses of cash from investing activities:

»  Loans to others

«  Invest in debt, security, bonds

@ Purchase PP&E and intangibles

= Gain and loss from the sale of PP&E

= Financing Activities

Financing activities = Non-Current Liability + Equity

Muost of the items in non-current liability and equity shall go to financing activities of
the cash flow statement.

Sources & uses of cash from financing activities:

»  Loans borrowed
= lssuing bonds
s« Equity

= Dividend paid




Unit 4.4 - Summary of Cash flow Classification of Common Transactions

Transachions Operating cash Invesiing Financng No net
Flow cash flow cash flow cash Mlow

Sale of goods & services/ s

collection of receivables

Purchase of supplies & wxs

services/payment to vendors

Payment of taxes *rn

Furchase/sale of trading s

securities

Purchase/sale of PP&E, .

intangibles, or long-term
investments of cash

Depreciation, amoriisation, o
or depletion

Interest income received s

Dividend income received wes

Dividend paid e
Income from equity method .
affiliates
Borrowing funds n
Payment of interest on debt wes

Payment of principal on debt ke

|lssue of commion or preferred o
stock
Payment on dividends on Sk
common or preferred stock




Unit 4.5 - Treatment of Certain Important ltems

* Extraordinary items

Extraordinary items ara not a regular phenomenron, they are non-recurring in nature. e.g. loss due to theftor
earthquake, or flood. Such items are disclosed separately as arising from operating, investing, or financing
activities.

® Interest and dividend

In the case of a financial enterprise
(whose main business is lending and borrowing)

Interest Paid

interest Received Operating Activity

Dividend Received

Fig46

In the case of a non-financial enterprise, as per as 3

Payment of Interest and Dividend Financing Activity

Receipt of Interest and Dividends Investing Activity

Fig4.7
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Taxes on Incomes and Gains
Cash flows arising from taxes on income should be disclosed separately,(Unless they can be specifically
identified with financing and investing activities).

Tax on operating profit - Operating cash flows,
Dividend tax (tax paid on dividend) = Financing activity along with dividend paid.
Capital gains tax (paid on the sale of fixed assets]2Investing activities.

* Non-cash Transactions
Investment and financial transactions that do not require the use of cash or cash equivalents shall be exclud-
ed from a cash flow statement.

Example: Assets acquired through the issuance of shares, the redemption of debentures and by the issuance
of eguity shares shall not be disclosed in cash flow statements, because they are non-cash transactions,

Unit 4.6 - Cash flow from operating activities - Direct vs Indirect Method

The direct and the indirect method are the two approaches that can be used to create acash flow statement.

* Direct Method
The direct method represents the summary of cash flow, and all the uses and sources are directly related to
such activities. Also, these methods are applicable only to operating activities. In financing and investing activi-

Direct method Indirect /Reconciliationmethod
+  Operating activities «  Operating activities
*  Investing Activities

* Financing activities

ties only direct method can be used.

The direct method uses anly the cash transactions, I.e., cash spent, and cash received to produce the cash flow
statement. All ron-cash transactions like depreciation are ignared, Compared to'the indirect metheod, they are
only a very few companies that use this method,
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PROFORMA OF CASH FLOW STATEMENT
Under Direct methed.

Cash receipts from customers

Less: Cash paid to suppliers and employees
: Cash generated from operation
Less : Income tax paid
: Cash flows from operation before extraordinary items
Add : Proceeds from any disaster settlement
Net cash flow from operating activities

Proceeds from the sale of fixed assets including investments

Less: Purchase of fixed assets including investments
Add: Interest received

- Dividends received
Net Cash flow from investing activities

Proceeds from issuance of share capital
Proceeds from Long-term borrowings
Less: Repayment of long-term borrowings including redemption of
preference shares

- Interest paid

- Dividend paid
Net cash flow from financing activity

Met increase in cash and cash equivalents

Add: Cash and cash equivalents at the beginning of the period
Cash and cash equivalents at the end of the pernod

* |ndirect/reconciliation method

The indirect method uses net income as a base and adds non-cash expenses like depreciation, and deducts
non-cash incomes like profit on the sale of scraps, and net adjustments between current assets and liabili-
ties to produce the overall cash flow statement. Net income Is automatically canverted into cash flow.
Many businesses predominantly use this methad.
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PROFORMA OF CASH FLOW STATEMENT
Under the Indirect methad:

Particulars Amount
A Cash flows from operating activities:
Net profit for the period before taxation & extraordinary items
Add: Adjustment for non-current and non-operating ltems
- Depreciation
- Interest paid
- Foreign exchange loss
: Loss on sale of fixed assets & investments
Less: Adjustment for non-current and non-operating items
- Interest earned
- Dividend earned
: Profit on sale of fixed & investments
Operating profit before
Working capital changes;
Add: Increase in current liabilities
- Decrease in current assets
Less: Increase in operating current assets
- Decrease in operating current liabilities
: Cash generated from operation
Less: Income tax paid
Add: Proceeds from any disaster settlement
Net cash flow from operating activities

Unit 4.7 - Case study

llustration no: 1

Star Ltd a non-financial company has the following entries in its bank account. it has
sought your advice on the treatment of preparing the cash flow statement.
l. Dividend paid for the year.

Il. Investment made in si.rb'sTdiar'f Smart Ltd. and dividend received.

Il. TDS on interest income earned for investments made.

IV. TDS on interest earned for advance given to suppliers.

V. Insurance claim recaived against loss of fixed assat by fire.

VI, Loans and advances given to the following and interest earned on them:
a. to suppliers

b. to employees

C. its subsidiaries’ companies
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Solution :

I. Dividend paid for the year.

: Financing cash outflow

Il. Investment made in subsidiary Smart Ltd. and dividend received.
: Investing cash flow

lIl. TD5 on interest income earned for investments made.

: Investing cash outflow

IV. TDS on interest earned for advance given to suppliers.

: Operating cash outflow

V. Insurance claim received against loss of fixed asset by fire.

: Extraordinary items are to be shown under a separate heading as
‘Cash inflow from investing activities’

W1, Loans and advances given to the following, and interest earnad
(1) to suppliers Operating cash flow

(2) to employees Operating cash flow

(3] to its subsidiary companies Investing cash flow

lllustration no: 2
From the fﬂﬂﬂwfn_g information, calculate cash flow from operating activities under the direct method.
Summary of cash account of Winners Ltd for the year ended 31st march 2021
Particulars Amount Particulars Amount
To Balance b/d 1,00,000 By Cash purchases 1.30,000
To Cash sales 1,50,000 By Trade payables 1.55.000
To Trade receivables 1,75,000 ::p;fﬁ::: selling 75,000
To Trade commission 50,000 By Income tax 25000
To Sale of investment 33,000 By Investment 35,000
To Loan from bank 1,00,000 By Repayment of loan 75.000
To Interest & dividend 5,000 By Interest on loan 15,000
By Balance ¢/d 1,03,000
6,13,000 6,13,000




Solution:
Cash flow statement of Winners Ltd for the year ended 31st March 2021

Particulars
Operating activities:
Cash received from sale of goods 1.20,000
Cash received from Trade receivables 1.75.000
Trade commission received 50,000 375,000
Less: Payment for cash purchases 1.30,000
Payment to trade payables 155,000
Office and selling expenses 75,000
Payment for income tax 25,000 (3,85,000)
Net cash flow used in operating activities (10,000)

llustration 3

Frepare cash flow statement from the following profit and loss account in the indirect method as of 31st

March 2021,
Revenoe Amount
Sales 4150
interest and dividend 100
Stock adjustment 20
Total 4270
Expenditure
Furchases 2400
Wages and salaries 800
Other expenses 200
Interest 60
Depreciation 100
Total 3,560
Profit before tax 710
Tax Provision 200
Profit after tax 510
Balance of Profit & Loss Account 50
Profit available for distribution 560
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Solution:
Calculation of cash flow under the indirect methad.
Cash flow statement as of 31st March 2021

Particulars A

Profit before tax 710
Adjustment for Non-cash and Non-operating ltems

Add: Non-cash items: Depreciation 100
Add: Interest (Financing cash outflow) 60
Less: Interest and Dividend (Investment Cash inflow) (100)
Operating profit before adjusting working capital changes 770
Adjustment for Non-cash and Non-operating ltems

Increase in Debtors (250-400) {(150)
Increase in Inventories (180-200) (20)
Increase in Creditors (250-230) 20
Increase in Outstanding wages (50-40) 10
Increase in Outstanding expenses (20-10) 10
Cash generated from operations 640
Less: Tax paid {195)
Cash Flow from Operating Activities 445
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- Summary

The cash flow statement is a crucial financial document that outlines the inflows and outflows of
cash within a company, serving as a bridge between the balance sheet and income statement by
explaining the changes in cash and cash equivalents. It highlights the basic concept of monitoring
liquidity and operational efficiency. The preparation of a cash flow statement involves various
adjustments for reconciling starting and ending balances of cash, including adjustments for
non-cash transactions, deferred taxes, and changes in working capital. Another related but
distinct financial practice Is the preparation of a Bank Reconciliation Statement, which Is vital

for comparing the company’s cash records against those reported by the bank to identify
di_ir.repandﬁilii_cé outstanding checks ar deposits in transit. This process helps ensure that

the cash records are accurate and reflects actual available funds, crucial for effective financial
management. Together, these tools enhance transparency and accuracy in financial reporting
and operational assessment.
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— Exercise M

What is the primary purpose of the cash flow statement?

. A) To track the company’s profit margins

B) To outline the company’s employee structure

C) To explain changes in cash and cash equivalents
D) To showcase the company’s investment portfolio
Answer: C

- & = =

What does the cash flow statement connect?

. A) Balance Sheet and Income Statament

. B) Income 5tatement and Employee Performance
. C) Marketing strategies and financial outcomes

. D) Customer engagament and sales figuras

. Answer: A '

Which aspect of a company does the cash flow statement specifically highlight?
&) Market share

B} Liquidity and operational efficiency

C) Annual growth rate

D} Employee satisfaction

Answer: B

-

What types of adjustments are made whan preparing a cash flow statement?

A) Adjustments for CEO salary
. B} Adjustments for market expansion
. C) Adjustments for non-cash transactions and changes in working capital
. D} Adjustments for new product launches
. Answer: C

What is the main purpose of preparing a Bank Reconciliation Statement?
. A} To compare company’s records with bank reports
B) To ealculate annual profits

. C) To evaluate employee performance
. D) To plan future marketing strategies
. Answer: A

What kind of discrepancies might a Bank Reconciliation Statement reveal?
. A) Differences in product quality

B) Discrepancies like outstanding checks or deposits in transit

C) Variations in employee attendance

D) Inconsistencies in management reports

Answer: B

-

How does a cash flow statement aid in financial management?

. A} By determining product pricing

. B) By tracking cash inflows and outflows
. C} By assessing employee productivity

. D) By analysing customer feedback

. Anzwer: B

— B
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What is a non-cash transaction adjustment in a cash flow statement?
. A) Adjusting for cash spent on non-cash expenses

. B) Adjusting entries for activities that do not involve actual cash flow
. C) Adjusting salaries paid incash

. D) Adjusting cash used for purchasing non-cash assets

. Answer: B

Why is the accuracy of cash records crucial as per the discussed financial tools?

. A) To ensure effective marketing

. B) To ensure accuracy in financial reporting

. C} To guide product development

. D) To improve customer service

. Answer: B

Which statement helps ensure that cash records refiect actual avallable funds?
. A} Income Statement

. B) Balance Sheet

. €} Bank Reconciliation Statement

. D] Statement of Shareholder Equity

. Answer: C
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— Notes =




5. Bank Reconciliation

Unit's:1 -
Unit 5.2 -
Unit's.3 -
Lnit 5.4 -
Unit'5.5-

Basic Concept and Meaning

Types of Adjustment for Reconciling

Preparation of Bank Reconciling Statement

Summary of cash flow classification of common Transactions
Case Study
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Key Learning Outcomes d

+ Understand the Basic Concept and Meaning of Bank Reconciliation
« Identify Types of Adjustments for Reconciling

« Prepare a Bank Reconciliation Statement

« Summarize Cash Flow Classification of Common Transactions

« Apply Knowledge through Case Studies




Unit 5 - Bank Reconciliation

Accounits Assistant

-Unit Objectives [@‘

= Understand the basics of the bank reconciliation
= Knowledge of various adjustments for reconciliation
= Preparation and presentation of bank reconciliation




Unit 5.1 - Basic Concept and Meaning

& bank reconciliation statement could be defined as the summary of the banking and business accounts that
reconciles a company's bank account with its financial recard. The statement contains a record of all the
deposits, withdrawals, and other financial actvities with a bank over a certain period of time.

“Bank Reconciliation Statement is a statement prepared to reconcile the
difference between the balances as per the bank column of the cash book and
passbook on any given date”.

(Explains
difference)

Businsss
"Cazh at
Bank’
accolint

Fig 5.1




Unit 5.2 - Types of Adjustment for Reconciling

Reconciling

* Type A adjustment

The item that has been missed qut by the bank, that means bank has not recorded the respective item in

Bank Book.

Example: Cheque deposit

You received a cheque from the customer, so you credit the amount in your cash books, but after the

depaosit, the bank hasn't cleared the cheque.

= Type B adjustment

The itent that has been missed out by the company, that means the company has not recorded the respec-

tive item In cash boaok.

Example: Bank charges

Bank has already charged an amount and deducted the amount from the bank book, but you have not

recorded the same in cash books.

Reasons for differences between balances as per cash book and balance as per bank book.

Fig 5.2




Basis of differences

Parbiculars

Type A adjustment
£
£

The following transactions that are recorded in cash book is not

recorded in bank book

1. Cheques issued but not presented for payment: Balance as per
cash book reduces immediately (entered on the credit side of the
bank column of the cash book) but balance as per bank passbook
remains the same unless it is presented for payment.

2 Cheques deposited but not yet collected:- When we deposit a
cheque, the balance as per cash book increases immediately
{entered on the debit side of the bank column of the cash book)
but the balance as per bank passbook remains the same until it is
cleared and actually collected by the bank.

The error commitied by the bank in the recording of transactions:
Wrong debit or credit in the account holder’s account.
Recording bank charges and interest more than once.

Type B Adjustment

These differences may arise when a transaction is recorded by the
bank book but not recorded in the cash book.

These types of transactions areunknown to the account holder.
Some examples of such transactions are:

1. Interest allowed/credited by the bank.

2 Bank charges and interest charged/debited by the bank.

3. Direct payment made by the account holders bank via
standing instruction.

Direct deposit made by the customer.
Interest/dividend collected by the bank.

Bills Receivables collected by the bank on our behalf
Dishonor of a bill discounted.

8. Bills payable is met by bank on our behalf.

The error committed by the account holder in the recording of
transactions:

= Cheque issued but not recorded in the cash book.

« Cheques deposited into the bank but omitied to record in the cash
book.

« FError in totaling or balancing the bank column of the cash book.

~ oo =




Unit 5.3 - Preparation of Bank Reconciliation Statement

Balance per Bank Balance per books
+/- Type A adjustment +/- Type B adjustment
Corrected balance Corrected balance

Fig 5.3

= Steps taken to prepare the bank reconciliation statement:

Gat Bank and Business Records

Find a point 1o stan

Go through your bank deposited and withdrawals

Check the income and expenses in your books

Fig5.4




Adjust the Bart Statemeant
Start with Bank Balance ot the end of tha perod

(Add: Depesit in transit

(Less): Outstanding (Not yet deposited) cheque
Bank errors may be sdded or subtracted as pertl tronsaction

Adjust the Cazh Book Balance
Start with Cash Balance at the end of tha perlod

(Add): Unrecordad dapoalt
Interest incoma or dividand

(Less): Bank fee / charges
Joumnal sntry srmors may be added or subtracted as per the
ransaction

Compare the end of Balance

Fig5.5

s Treatment of difference between balances as per cash book and balance as per bank passbook.
No Reason for the difference Favorable balance | Favorable
(dr) as per the cash | balance (cr) as
book per pass book
I. Cheque deposited but not cleared Less Add
2 Cheque issued but not presented for the Add Less
payment.
3. Cheque directly deposited in the bank by a Add Less
customer
4 Expenses (e.g., telephone hills, insurance Less Add
charges) directly paid by the bank
5 Locker rent levied by the bank Less Add
6. Bank charges levied by the bank Less Add
7. Wrongly credited in the cash book Add Less
8. Wrongly debited in the cash book Add Less
9 Wrongly credited in the passbook Add Less
10. Wrongly debited in the passbook Less Add
11. Bill Recewvable collected directly by the bank Add Less
12. Interest on bank overdraft charges Less Add




Unit 5.4 - Case study

¢ lllustration 1
From the following particulars of Anil & Co. prepare bank reconciliation statement as on December 31,
2021.

»  Bank balance as per cash book % 32,500.

= Cheques deposited into the bank but not credited up to December 31, 2021, %8,900.
v Cheques issued but not presented for payment % 12,500.

s Bank credited %5,000 for receiving dividends through electronic clearing system,

< Bank charges debited by bank % 600.

Solution:
Bank Reconciliation statement of Anil & Co. as on December 31, 2021

Particulars Amount

Balance as per cash book 32,500
Add Cheques issued but not presented for payment 12,500
Dividend received through ECS 5,000
Less: Cheques deposited but not credited by the bank (8.900)
Bank charges debited by the bank (600)
Balance as per passbook 40,500
llustration 2

The bank passbook of XYZ Industries showed a credit balance of I 27,300 on December 31, 2021, The
following differences were found on that date between the cash book and the passbook:

s« Cheques Issued before Decamber 31, 2021, amaunting to % 19,000 had not been presented for payment.

¢ Two chegues of % 5,000 and % 3,500 were deposited into the bank on December 31,but the bank gives
credit for the same in January.

w  Jnsurance premium directly paid by bank % 5,000.

v % 2,000 was wrongly debited to the firm account by the bank.

Prepare bank reconciliation statement as on December 31, 2021

Solution:
Bank reconciliation statement of XYZ Industries as on December 31, 2021

Particulars Amount

Eizlance 3= per passhook 27,300

Add- Cheques depasited hut credited by the bank in January 8,500

{3000+3500) 5,000
Insurance premium directiy paid by bank 2,000
Wronaly debited by the bank {19,000}

Less: Cheques issued but not presented for payment

Balance 23 per cash book 43400
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- Summary

Bank reconciliation is a fundamental financial process designed to match the balance of cash
in a company’s books to the balance reported by the bank, ensuring accuracy in records

and identifying any discrepancies, This procadure invalves various types of adjustments for
‘reconciling differences, such as accounting for outstanding checks, deposits in transit, bank
fees, and errors in recording transactions. The preparation of a Bank Reconciliation Statement
is meticulous and requires a careful review of the bank statements against the company's
cash account records. Adjustments are made to reflect transactions that have not yet been
recorded by the bank or discrepancies due to timing differences between when a transaction is
‘recorded by the company and when it is reflected in the bank’s records. This practice is critical
in maintaining the integrity of financial statements, providing a clear view of the actual cash
available, and ensuring that all financial records are accurate and up-to-date.
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— Exercise M

What is the main purpose of bank reconciliation?

. A} To Increase bank deposits

B) To match the company’s book balance with the bank-reported balance
C) To evaluate employee performance

D) To forecast future sales

Answer: B

- & = =

What does bank reconciliation help identify?

. A) Market trends

. B) Discrepancies in cash records
. €} New investment opportunities
. D) Customer satisfaction lavels

. Answer: B

Which of the following is 2 common type of adjustment in bank reconciliation?
A} Adjusting for outstanding checks:

B) Adjusting sales targets

C) Revising employee benefits

D} Modifying product prices

Answer: A

-

What does the preparation of a Bank Reconciliation Statement involve?

. A} Careful review of bank statements against the company's cash account records
. B} Annual performance reviews of employees

. C) Strategic planning for market expansion

. D} Analysis of competitor financial statements

. Answer! A

W}w are adjustments made during bank reconciliation?
A} To account for differences in reported and actual sales
B) To reflect transactions not yet recorded by the bank

. C) To modify the company’s marketing strategy
. D} To adjust the company's stock price
. Answer: B

What might cause discrepancies that require reconciliation?
. A) Differences in product quality

B} Errors in recording transactions

C) Changes in management

D) Fluctuations in market demand

Answer: B

-

What is an example of an item that might be adjusted in a bank reconciliation?

A) Bank fees
. B} Employee wages
. €} Product development costs
» D) Marketing expenses
. Ancwer; A

— B
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Which of the following is a typical adjustment for bank reconciliation?

A} Deposits in transit

B) Adjustment of goodwill

C) Recalculation of depreciation

D) Restructuring of corporate loans
Answer: A '

Why is the accuracy of financial records crucial in bank reconciliation?

4) To ensure all marketing expensas are justified
B) To maintain integrity of financial statements

€} To facilitate new product launches

D) To determine employee bonuses
Answer: B

What does a Bank Reconciliation Statement provide?

4} A detailed view of a company's investment portfolio
8) A clear view of the actual cash available

C) Insights into customer demaographics

D] &An overview of global market trends

Answer: B
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6. Preparation of Financial Statement
of Non-Profit Organization

Unit 6.1 - Non-Profit Organization

Unit 6.2 - Financial Statement

Unit .3 - Treatment in non-profit organizations
Unit 6.4 - Receipt and Payment Account

Unit 6.5~ Case Study




Key Learning Outcomes | ¥

« Understand the Nature and Characteristics of Non-Profit Organizations

« Prepare and Interpret Financial Statements for Non-Profit Organizations

« Understand the Specific Accounting Treatments in Non-Profit Organizations
« Prepare and Analyze the Receipt and Payment Account

« Apply Knuwiedgé through Case Studies




Accounts Assistant

Unit 6 - Preparation of Financial statement of Non-Profit Organization

]

-Unit Objectives
= Understand Non-Profit Organisations
Provide Knowledge on Fnancial Statements and Treatments of Accounts of Non-Profit

Organisations
Familiarise with Receipt and Payment Account & Income and Expenditure Account of

Non-Profit Organisations




Unit 6.1 - Non-profit Organization

MNon- Profit organizations are also called non-business entities, These are certain organizations that are not
established for making profit but to provide some services. Motive of such organization are service orient-
ed and not profit maximization. These servicas are generally given to members who make subscriptions to
avail them. These are also called Non-Profit Organization.

Charitable
Trusts

Religious

Public Hospitals =
! Organisations

Man-
Governmental
organizations

Mon-profit
organization

Arts, sports &

cultural clubs

Educational

T Trade unions
institutions

Co-operatives

Fig 6.1

These organizations get their funds in the form of contributions by way of entranca fees,life membership
fees, annual subscriptions, donations, grants, legacies etc. The accounting of such organizations is based on
similar principles followed by the other profit-making organizations.

There are certain items of revenue and expensas that are unigue for the Non-Profit Organization.

Donations Tournament Expenses
Entrance fees Events

Subscriptions Prizes

Grani Received Other Expenses




Unit 6.2 - Financial Statements

Financial
Statements
for Mot-for-profit-
Organisation

- Income &
Receipt & Payment Ex ::wl‘i:l.rlm Balance
Account L i Sheeat
Account

Fig 6.2

Unit 6.3 - Treatment items in Non-Profit Organizations

Donatan: They could be used for meeting capital or revenue expenses. Donationreceived for special
purposes are credited to that fund, Small donations for general purpose are treated as revenue
receipts.

Journal:

Jdeiupreal

Bare Accoint

|r.1 Unmatinn Hecsyed

Treated &8s
Revenus
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Donations

General Donations
J.

Specific Donations

Recived for ceriain

spe

Mot vied forany

0 a Income and
Expenditure Account)

of the balance)

Fig 6.4

Entrance Fees: It is received at the time of admission of a new member, 1tis also known as admission
fees. Entrance fees should be capitalized and added to the capital fund of crganization asitisa
one-time fee, they are non-recurring in nature. As per the rules of the organization, it is either treated

as revenue or capital in nature.

Entrance Fees

Capital Nature Revenue Nature

Balance Sheet Accrual Basis

Fig6.5




Legacy: It is an amount received by an arganization as per the will of the persan after the death of that
person., It should be capitalized and shown on the ligbility side of the balance sheet by adding it to the
capital fund.

Honorarium: Itis 2 voluntary payment made to a person in exchange for services for which' payment Is
not customarily or legally required is known as an honorarium.

Life membership fees: It is a deferred receipt in balance sheet, and every year a specificamount is cred-
ited to the income and expenditure account. It should be capitalized and shown on the liability side of
the balance sheet,

Sale of old fixed assat: The sale proceed of old fixed assets are treated as capital recaipls, The profit
or loss on sale of fixed assets is shown In the income and expenditure.

Saleof old fixed assat

Profit-& loss
from sale

Balancesheet
{amount decrease
from assel)

Income & axpenditurs
aseount

Fig 6.6

Capital Fund: It is also called “General Fund” or "Accumulated Fund.” It is actually the capital of a
non-profit concern, It may be found out as the excess of assets over liabilities. Usually “Surplus” or
"Deficit” during a period is added with or deducted from it.

Capital Fund= iabilities-Asset [Excess of liabilities over assets)

Add with Deduct fr

Surplus Ceficit

ol with Deduct frevm




ABccounts Assistant

Special Fund: It may be created out of special donation or subscription or out of a portion of the "Sur-
plus”. For example, a club may have a “Building Fund”, It may be used for meeting some specific
expenses or for acquiring an asset, Income arising out of this fund or profit or loss arising out of sale of
such investment are transferred to the specific fund itself.

Subscription: These are annual receipt therefore must be recognized as revenue on accrual concept.

subscription

Treatment in Incame

1 Treatment in receipt
& Expenditure F

# & payment account

account

Accrual Basis Cash basis

[
Subscription received durlng the year xix

Subscription received during
the year
(+) subscriplion received (in advancs) ne matter in which year
: : received will be
during previous year for current year debited in the account

(+) Subscription outstanding at the end
of the year

(~) Subscription received in advance

For next year

Subscription outstanding for the
Previous year

Subscription shownin Income and
Expenditure-account

Fig 6.8
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Unit 6.4 - Receipt and Payment Account

This is similar to a cash book. Entries are made on a cash basis and items related to the previous year or
current year or subseguent years are also recorded. Receipts are shown on the debit side and payments are
shown on the credit side. Capital as well as revenue items are entered in the R & P A/c. This account is a real
account. No provisions are recorded In this account. The account has an cpening and a closing balance
which is reflected as an asset in the balance sheet.

Dr. Receipts and Payment Account Cr.
Receipis Amount Paymenis Amount
Starts with opening Balance XXX
All receipts - capital or revenue | XXX All payments - Capital or revenue | XXX
May be related to any period pre- | XX May be related to any period KKK
vious, current or subsequent previous, current or subsequent.

Ends with closing balance KHX

» Specimen of Receipts and Paymeant Account:

or. Receipts and PFayments Account Cr.
Receipts Amount  Payments Amount
To, Balance byd: By Balance B/d HEX
Cash: K Annual Sporis Expensas p i
Bank: _XXX XHX Salaries & Wages XX
Subscription: Rant Rate & Tax XX
Previous Year XXX Insurance b9.9.4
Current Year XA Furniture XXX
Mext Year . 4.4 KX Sports Equipment's HxK
Entrance Fees KX Books & pericdicals X
Donation for building HHE Honorarum XK
General Donations peed Bank Charges K
Life membership Fees K Sundry Expenses X
Legacy K
Grant from government KK By balance c/d
Receipts on annual sporis peed Cash: M
Sale of old sports matenals X Bank: XX
Sale of old magazines W O
Sundry Receipts WK
To Balance o/d (Bank over draft) | XXX
Lo .04 N
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Unit 6.5 - Case Study

IMustration No:1

The Receipts and Payments for the Cricket club for the year ended 31st march was:
Entrance fee % 200

membership fee 4,000

Donation to club pavilion Rs % 15,000

Food stuff sales 2,000

Salaries and wages % 5,000

Purchase of food stuff 500

Construction of club pavilion < 14,000

General expanses 500

Rent and taxes = 700

Bank charges T 180

Cash in hand as on 1st April S 300 and as on 31st March $ 400.
Cash at bank as on 1st April £ 500 and as on 31st March X 720.

Solution:
Receipts and Payments Account for the year ended 31st March

Receipis Amount Paymenis Amount
To, Balance b/d: Salaries Bwages 5,000
Cash: 300 Purchase of food stuff | 500
Bank: 500 800 Construction of club | 14,000
pavilion
Entrance fees 200 General expenses 500
Membership fees 4000 Rent 700
Donation to pavilion | 15,000 Bank charges 180
Sales of food stuff 2,000 By balance c/d:
Cash: 400
Bank:720 1,120
22,000 22,000

# [ncome and Expenditure Account: -

This is similar to the Profit and loss Afc and is prepared exactly based on the same principles. Incomes
are recorded on the credit side and the expenses on the debit side. Both Incomes and expenses must be
taken on the basis of accrual concept. This account should reflect only items that are related to the
currant period. Previous and subsequent year items are to be excdudad. This account shows either a
surplus or deficit. Excess of Income over expenditure Is called surplus and excass of expenditure over
income [s called deficit




Dr. Income And Expenditure Account

Only revenue expenses KK Only revenue receipts FoX
Only related to current XXX Only related to current KK
period period
Shows surplus 200K shows deficit 20
» Specimen of Income and Expenditure Account:

Dr. Income& Expenditure Account: En
Expendiiures Amoumnt Incomse Amouni
To, Honorarium XXX | By Subscription
Salary & wages XXX | Grand Received
Entertainment Expenses xxx | (For general purpose)
Newspapers & Periodicals Xxx |General Donation
Postage D0 ¢ ¢ Interest on deposit
Loss on sale of fixed assets Xxx  |Dividend
Depreciation of fixed assets XXy | Profiton sale of fixed assets
Miscellaneous Expenses ¥xXx |Receipts from sale of

newspapers and

magazines
To Surplus Miscellaneous income
{Excess of income over expen- D0 ¢ ¢
diture)

By Deficit (Excess of

WX expenditure over income)

Hlustration No:2

From the following receipts and payment account of Mumbai club, prepare income and expenditure

account for the year ended 31.3.2021 and its Balance sheet as on that date.
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Receipis Amouant Payment Amount
Cash in Hand 4000 | Salary 2,000
Cash in Bank 10,000 | Repair expense 500
Subscription 5,000 | Purchase of furniture 6,000
Entrance fees 12,000 | Miscellaneous expenses 500
Interest on investment 1,000 | Purchase of investments 6,000
S G e 100 | Insurance premium 200
Bank '
Sale of old newspapers 400 | Billard table 8,000
Sale of Drama Tickets 150 | Paper, ink eic., 150
Drama expenses 500
Cash in Hand 2,650
Cash at Bank 7,200
33,700 33,700
Additional Information;
» Subscription in arrears for 2021 is < 900 and subscription received in Advance for
2022 %350
* [nsurance Premium cutstanding < 40.
= Miscellaneous expense prepald 3 90.
» 50% of Donation is to be capitalized.
» Entrance feas are to be treated as revenue income.
= 8% of the interest has accrued on investment for 3 months.
» Billiard table costing Rs.20,000 was purchasad during the last year and 22,000
were paid for It
Solution:
Balance sheet as on 31 December 2020 (to find opening Balance of Capital fund)
Liabilities Ammiournt Assei Armount
Capital fund (balancing figure) 36,000 Billiards Table 30,000
Creditors for Billiard table
(30000-22000) 8,000 Cash in Hand 4000
Cash at Bank 10,000
44 000 44 000




Income and expenditure account for the year ended 31st December 2021

Expenditure Amount Income Amouni
Salary 2,000 Donation (working note no:3) | 2500
Repair and expenses 500 =HRCation (WRKINB 0. |
No:4)
gEslaneoys 410 Entrance fee 1,000
expenses (working note no:1) '
Insurance premium (working Interest on investment (working
240 200
not no:2) note No:5)
Paper, ink 150 Interest received from Bank 400
Drama expenses 500 Sale of old news paper 150
Surplus 14,050 Sale of Drama tickets 1,050
17,850 17,850
Balance sheet as on 31st December 2021
Liabilities Amoumnt Asset Amount
Capital fund 36,000 Billiards table 30,000
Add: surplus 14.050 Furniture 6,000
Donation 2,500 Investment 6,000
Interest accrued
L0 (working note no:6) L
Insurance premium :
savibie 40 Prepaid expenses a0
_Suhscnphﬂn received 350 Subscription receiv- 900
in Advance able
Cashin Hand 2650
Cash at Bank 7.200
52,940 52940
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» Working Notes:

1. Miscellaneous expense = 500
(-) prepaid expenses = (90)

410

2. Insurance Premium = 200
(+) Outstanding Premium =40

240

3. Donation =5,000
50% donation to be capitalized =2,500
50% donation to be treated as revenue =2,500

4, Subscription in receipt and payment account = 5,000
Subscription outstanding during the year =900
Subscription received in advance = {350)

12,550

5. Interest an investment =6,000
Interest accrued during the year
(6000+8%*5/12) =200

6. Interest accruad:

Interest accrued during the year =200

Interest received during the year = (100)

100
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- Summary

Non-profit organizations, unlike for-profit entities, focus on achieving objectives that are not
primarily financial in nature, such as charitable, educational, or cultural goals. Consequently,
their financial statements are uniquely tailored to reflect this focus, Key among these statements
Is the Receipt and Payment Account, which summarizes all cash recelpts and payments withina
given period. This account provides a straightforward depiction of the organization’s cash flow,
showing the sources of income and the areas of expenditure without distinguishing between
capital and revenue items. The treatment of finances in non-profit organizations also includes
maintaining separate accounts for restricted and unrestricted funds, ensuring that donations
and grants are used in accordance with donor specifications. This method of financial reporting
allows stakeholders to see transparently how funds are sourced and used, helping maintain
accountability and support the organization's mission and objectives.
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— Exercise M

What is the primary focus of non-profit organizations?
. A} Maximizing shareholder value

B) Achieving non-financial objectives

C) Generating profit

D) Expanding market share

Answer: B

- & = =

Which financial statement is key for non-profit organizations?

. &) Balance Sheet

. B) Income 5tatement

. C} Receipt and Payment Account
. D) Cash Flow Statement

. Answer: C

What does the Receipt and Payment Account summarize?
A) All credit transactions

B} All cash receipts and payments

C) All non-cash transactions

D} Profit and loss data

Answer: B

-

How does the Receipt and Payment Account report transactions?

. A) Distinguishes between capital and revenue items

. B} Does not distinguish between capital and revenue items
. C) Only reports revenue items

. D} Only reports capital items

. Answer! B

What is an important aspect of financial management in non-profit organizations?
. A} Focusing on profitability
B) Maintaining separate accounts for restricted and unrestricted funds

. C) Maximizing earnings per share
. D} Reducing operational costs to increase margins
Answer: B

Why is it important to maintain transparency in financial reporting for non-profits?
. A} To reduce taxes

B) To ensure accountability and support the organization's mission

C) To attract more commercial partnerships

D) To increase the stock price

Answer: B

-

What does the Receipt and Payment Account allow stakeholders to understand?
A) The profitability of the organization

. B) How funds are sourced and used

. C) The market value of the arganization

. D) The total assets owned by the organization
. Anzwer: B

— B
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Why do non-profits separate restricted and unrestricted funds?
. A} To comply with investment regulstions

. B) To ensure donations are used as intended by donars
. C) To facilitate stock trading

. D) To prepare for mergers and acquisitions

. Answer: B

Which statement best describes the focus of financial statements in non-profit organizations?

. A) To track shareholder equity

. B) To show financial gain

. Cl To reflect charitable, Edu_acaﬁuqal,- or cultural goals

. D) To demonstrate competitive market position

. Answer: C

What role does the Receipt and Payment Account play in non-profit financial management?
. A) It predicts future financial trends

. B) It reports detailed profit margins

. C) It provides a straightforward depiction of cash flow

. D] It manages stockholder investments

. Answer: C
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— Notes =




7. Government Accounting

Unit 7.1 - Introduction
Uinit 7.2 - important Features of Government Accounting
Uinit 7.3 - Difference between Government Account

& commercial Accounting
Unit 7.4 - {FRS (International Financial Reporting Standard)
Unit 7.5 - NFRA (National Financial Reporting Authority)




Key Learning Outcomes

Understand the Introduction to Government Accounting

Identify the Important Features of Government Accounting

Differentiate Between Government Accounting and Commercial Accounting
» Understand the Role of IFRS (International Financial Reporting Standards)
Learn About NFRA (National Financial Reporting Authority)

-
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Unit 7 - Government Accounting

-Unit Objectives @‘

= Concepts of Accounting in Government Sectors

= Structural Overview of Government Accounting

= Provide key Awareness of the Difference between Corporate and Government Accounting
= Familiarise with National and International Financial Authorities
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Unit 7.1 - Introduction

Governmental accounting Is a systematic and scientific process of recerding, analyzing, classifying, summa-
rizing, communicating, and interpreting all financial transactions incurred by the government.

The accounting systeny Is put to use in govarnment offices or institutions for the purpose of recarding and
reporting financlal transactions. It Is also referred to as public finance accounting.

To check the Expenditure and Income.
To provide information about the operations of public fund.

Objective of
Government
Accounting

To avoid expendilure beyond the budget

To chack the Expenditure and Incoma.

Fig7.1

Unit 7.2 - Important Features of Government Accounting

+ Based on budeget: Government accounting is based on the annual budget of the government. Every
year, the Government is forecasting the possible accuracy of what is expected to be received or paid
during the year. On the basis of budget and accounts, Government shall take decisions.

« Auditing: The books of accounts maintained by government departmants,institutions, and offices are
audited by a recognized department of the government. So as to ensure proper governance and
prevent the misappropriation of public funds.

* Government regulations: Government accounting is maintained according to government rules and
regulations. The financial policies, rules, and regulations as determined from time to time provide the
systemn of government accounting

= Systemn of Accounting: Government accounting is based on the principles and assumptions of double
entry system of bookkeeping . All transactions are performed through banks and recorded on cash
basis.




Unit 7.3 - Difference between Government Accounting and Commercial Accounting

Meaning Maintained by government Maintained by business
offices organizations
Objective To know the position of public | To know the profit or loss and
fund the financial position of the
business
Budget Strictly follows the Does not follow the
government budgeting system | government budgeting system
Basis Prepared on cash basis Prepared on cash as well as
accrual basis.
Rules and provisions Strictly maintained by Rules and principles of

following the financial rules ‘Generally Accepted
and provisions of government | Accounting Principles’

Information Provides information to the Provides information to the
government about the concerned parties about the
receipts, transfer and operating result and financial
deposition of public funds position of the business

Auditing Auditor General Office audits | A professional auditor can
the book of accounts aurdit the books of accounts

Unit 7.4 IFRS ( International Financial Reporting Standard)

International Financial Reporting Standards (IFRS) are a set of accounting rules for the financial statements
of public companies that are intended to make them consistent, transparent, and easily comparable around
the world. IFRS currently has complete profiles for 167 jurisdictions, including those in the European Union.
The United States uses a different system, the generally accepted accounting principles (GAAR),

The IFRS Is Issued by the International Accounting Standards Board (IASE).

* Elemants of Financial Statement

- B - 8
’

Fig 72
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Unit 7.5 - NFRA (National Financial Reporting Authority)

The National Financial Reporting Authority (NFRA) is a body constituted under the provisions of Section 132
of the Companies Act, 2013. The constitution of this authority is effective from 1st October 2018, The aim
of the Central Government in this regard appears to be:

* Setting up of & separate and independent regulatory body to assist in the framing and
enforcement of legislation relating to accounting & auditing.

= [mproving investor and public confidence in the financial reporting of an entity.

Role of the NFRA

The NFRA has the fallowing responsibilities:

* Make recommendations on the foundation and laying down of accounting andauditing policies and
standards.

« Monitor and enforce the compliance of the accounting standards and auditing standards.

+ Oversee the guality of service of the professionals (such as auditors, CFOs, etc) and suggest measures
required for improvement in the quality of service.

=  Perform other such functions related to the above.Prior to the constitution of this authority, the Central
Government would presecribe accounting standards on the recommendation of ICAL. The ICAl would
prescribe the same only after consulting with the National Advisory Committes on Accounting Stan-
dards who will pravide their recommendations, The ICA| will now have to consult with the NFRA and
oxamine its recommendations in this regard. Thus the Mational Advisory Committee on Accounting
Standards Is effectivaly replaced by the NFRA.

»  Powers of the NFRA
To investigate the matters of professional or other misconduct committed by aprescribed class of CA
firms or CAs. No other authority can initiate or continue proceedings where the NFRA has initiated an
investigation. Such an investigation can be initiated either Sua moto (by itself) or on a reference made
by the Central Government.

* The same powers as a Civil Court under the Code of Criminal Procedure, 1908, in respect of a suit
invalving the following matters:

= Discovery and production of books of account and other documents, at such place and time as may be
specified by the NFRA.

& summoning and enforcing the attendance of persons and examining them under oath.

= Inspection of any books, registers, and other documents of any person at any place.

¢ |ssuing commissions for the examination of witnesses or documents. Where professional or other
misconduct is proved, it shall have the power to impose punishment,




Participant Handbook

— Summary |8

Government accounting, distinct from commercial aceounting, is designed to track the
allecation and utilization of public funds in order to ensure transparency and accountability in
government operations. This form of accounting emphasizes the stewardship of public resources
and compliance with legal requirements, rather than profitability. Key features of government
accounting include the focus on budgets, the use of fund accounting, and adherence to
‘government-specific financial regulations. A significant difference between government and
commercial accounting lies in their objectives: government accounting focuses on adherence to
budgets and fiscal responsibility, while commercial accounting emphasizes profitabllity and value
creation for shareholders. Additionally, while commercial entities often follow International
Financial Reporting Standards (IFRS) to standardize financial statements for global consistency,
‘government accounting may be regulated by national bodies such as the National Financial
Reporting Authority (NFRA) in some countries, which tailor standards to meet the specific needs
of public sector reporting and accountability. This setup ensures that governmant financial
statements provide a clear picture of financial positions and resource flows, crucial for informead
public oversight and governance.
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— Exercise M

What is the primary focus of government accounting?

. A) Maximizing profits

B) Transparency and accountability in the use of public funds
C) Enhancing shareholder value

D) Developing new markets

Answer: B

- & = =

Which of the following is a key feature of gpvernment accounting?

. A} Focus on profitability

. B) Use of fund accounting

. €} Investment in private sectors
. D) Revenue maximization

. Answer: B

What is the main ohjective difference between government accounting and commercial

accounting?

. A) Government accounting is more complex

. B) Government accounting focusas an budget adherence and fiscal responsibility
. ) Commercial accounting focuses more on budget adherence

. D) Commercial accounting uses simpler financial models

. Answer: B

Which standards do commercial entities often follow?

. A) Local financial regulations.

. B) International Financial Reporting Standards (IFRS)
. C) National Financial Reporting Authority (NFRA)

. D) Government-specific financial regulations

. Answer: B

What does the National Financlal Reporting Authority (NFRA) regulate?
. (A} International businesses

B} Government financial reporting

C) Small businesses

D) Mon-profit organizations

Answer: B

Why is it important for government accounting to adhere to specific regulations?
A} To ensure global market competitiveness

. Bl To secure private investments

. €] To ensure transparency and proper use of public resources
. D} To maximize international trade

. Answer: C

How does government accounting differ from commercial accounting in terms of reporting

focus?

. A) Government accounting focuses on sales figures

. B) Commerclal accounting emphasizes fiscal responsibility

. C) Government accounting emphasizes stewardship of resources

— B
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D) Commercial accounting focuses on public welfare
. Answer: C

What is emphasized in government accounting that is less emphasized in commercial
accounting?

A} Profitability and financial gain

B) Budgets and compliance with financial regulations

Cj Shareholder interests

D] Market expansion strategies

Answer: B

Which accounting system is likely to use fund accounting?
A) Commercial accounting

B) Government accounting

C) Personal accounting

D) Star'tu.p accounting

Answer: B

What is the primary aim of IFRS in the context of commercial entities?

. A) To standardize financial statements globally
. B) To regulate government spending

. €} To manage non-profit organizations

. D) To oversee local businesses

. Answer: &
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— Notes %‘
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8. The Employees State
Insurance ACT, 1948

Unit 8.1 - Employee State Insurance Act 1948
Unit 8.2 - Objective of the ESI Act

Unit 8.3 - Important Definitions

Unit 8.4 - Applicability

Unit 8.5 - Employees’ State Insurance funds
Unit 8.6 - Contribution

Unit 8.7 - Rights and Obligations

Unit 8.8 - Interest and penalty

Unit 8.9 - Registration




Understand Legislative Cantext and Purpose
Comprehend Key Definitions

Identify Applicability and Coverage
Understand Funding and Contributions
Recognize Rights and Obligations

Learn About Penalties and Compliance
Navigate the Registration Process
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Unit 8.1 - The Employees State Insurance ACT, 1948

— Unit Objectives l@‘

Aftar studying this module, the students shall able 1o understand —

» Ewplain various definitions under this Act

& G2t an overview and applicability of Employea’s State Insurance Act
+ Discuss about benefizs, Rightsand oblizations of this Act

« |tiza ahout Interest and Penalties:




Unit 8.1.1 - Appropriate Government

Section 2{1) defines the term ‘appropriate Government’, in respect of establishments under the control of
the Cantral Government or a railway administration or @ major port or a3 mine or gilfield, the Central
Government, and in all other cases, the State Government.

Unit 8.1.2 - Employee

The term “employee” as defined under Section 2(3] of the Act, refers to any person employed on wages in,
or in cennection with, the work of a factory or establishment to which this Act applies. It has a wide canno-
tation and includes within its scope clerical, manual, technical and supervisory functions. Persans whose
remuneration (excluding the remuneration for over-time work) does not exceed ™ Bs.21,000 in 3 month are
covered under the Act. The Act does not make any distinction between casual and temporary employess or
between technical and non-technical employees. There is also nio distinction between those emplayed on
time-rate and piece-rate basis.

Unit 8.1.3 - Wages

"Wages" means all remuneration paid in cash if the terms of the contract are fulfilled, and includes any
payment in any pericd of authorised leave, lockout or strike which is not illegal or lay-off, and Includes other
remuneration paid at intefvals not exceeding two months but does not include —

» (Contribution paid to the provident fund or pension fund;
¢ Travelling allowance or value of travelling concession.

*  Sum paid to defray special expenses; and

* (Gratuity payable on discharge.

-
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Unit 8.14 - Factory

Saction 2{12) defines the term "factory” as any premisas including the precincts thereof whereon ten or
more persons are employed or were empioyed on any day of the preceding 12 months and in any part of
which a manufacturing processis being carried on or is ardinarily so carried on but does not include a mine

subject to the operation of the Mines Act, 1952 or a railway running shed.

Unit 1.5 - Principal Employer

Section 2(17) defines the term ‘principal employer” as-

* |n a factory, the owner or occupier of the factory and includes the managing agent of such owner or
cccupiar, the legal representative of a deceasad owner or occupier, and where 3 person has baan
named as the manager of tha factory under the Factories Act, 1948, the person so named;

* Inany Eslabliﬂhmeﬁt under the control of any department of any Government in India, the authority
appointed by such Government in this behalf or where no authority Is sa appointed, the head of the
Department.

* In any other establishment, any person responsible for the supervision and control of the establish-
ment.

Unit 1.6 - Employment Injury

It is a parsonal injury to an employee caused by an accident or occupational disease arising out of and in
the course of his insurable employment within or outside the territorial limits of India

I
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Unit 2 - Applicability

The Employees State Insurance Act, 1248 (ESI Act), as amended from time to time extends to the whole of
India. It was intended that the scheme should be implemented stage-by-stage. The Employees State Insur-

ance Is a unigue, multi-dimensional, and self-financing social security scheme in which every contributor is
a baneficiary or benefactor. The Act becomes applicable to all establishments, wherein 10 or more persans
are employed other than a seasonal factory. However, in case of an establishment carrying on any notified
hazardous or life-threatening occupation, these provisions shall apply even if a single employes is
employed, Besides, the plantation may voluntarlly opt for the application of these provisions if the benefits
provided herein are better than those provided by the employer.

A factory or an establishment to which this Act applies shall continue to be gaverned by this Act notwith-
standing that the number of parsans employed therein at any time falls below the limitspecified by or
under this Act or the manufacturing process therein ceases to be carried en with the aid of power,

The Central Government has since prescribed the wage limit for coverage of an employee under Section
2(2) of the Act, as ~ 21,000 per month. Further; it is providad that an employee whose wages [excluding
remuneration for avertime work) exceeds '21,000" 2 month at any time after and not before the beginning
of the contribution period shall continue toa be an employee until tha end of the said period.

Unit 3 - Exemptions

The provisions relating to ESl scheme do not apply to the following:

+ Establishments wherein less than 10 persons are employad and

» Seasonal factories engaged exclusively in any of the following activities viz., cotton ginning, cotton or
jute pressing, decortications of groundnuts, the manufacture of coffee, indigo, rubber, sugar (including
gur) or tea or any manufacturing process, and including factories engaged for a period not exceeding
seven manths in a year in such other manufacturing process as may be notified by the Central Govern-
ment.

Besides, the appropriate Government may exempt any factory or other establishment belonging to the

Government or any local authority, from the provisions of ES| scheme, If the employees in such Tactory or

astablishment are in receipt of benefits substantially similar or superior to the benefits provided in the

scheme. Further, Corporation exempts any establishment or class of establishments or an employee from

the provisions of the scheme, subject to specified conditions.




Unit 4 - Benefits of ESIC

The bensfits can be broadly categarized in two ways: medical benefits and cash benefits. The benefits are;

= - iﬂengﬁtg inﬂﬁﬁiﬁm’ﬁﬁﬁ hE‘ o . ‘ _—
Medical Benefit ffEne - il Mdﬂf =comes a

Sickness Benefit

Maternity
Benefit

Dependants
Benefit

Disablement
Benefit

' Ww Etwﬂl habﬂmi?fﬁeﬂiiﬁﬁ}rﬂmdeper:hm

'Hmm In mﬁﬂﬂfmhﬂmm;fempdﬂﬂmt.
{Eimpum@jes for monthly cash allowance for a duration of 24 months

Other Benefits

Fig 1.1
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Need-Based Benefits:

* \ocational Rehabilltation: Permanently physically challenged employees who are insured are entitied
to vocational rehabilitation training at VRS,

+ Physical Rehabilitation: Can be availed by the employees in case of physical disablement or Injury or
hazards due to employment.

» Oid Age Medical Care: By the annual payment of Rs.120 medical care benefits can be availed for the ESI
employees or for those wha are opting for VRS/ERS. The members who retiring on account of perma-
nent disability can also avall themselves of the same.

» Extended Sickness Benefits: In case an employee covered under E3! s suffering from long term diseases
and experiencing great hardship, then on expiry of 91 days of sickness benefit, extended sickness bene-
fit of up to 2 years can be provided. Hence, extended sickness benefit is avallable anly after exhausting
sickness benefit ta which an employee may be eligible. Further, to be entitled to the Extended Sickness
Benefit the employee should have been in continuous employment for 2 years or more at the beginning
of a spell of sickness in which the disease is diagnosed and should also satisfy other contributory condi-
tions.

Benefits not to be combined

Section 65 provides that an insured person shall not be entitled to receive for the same

period-

* Both sickness benefit and maternity benefit; or

* Both sickness benefit and dizablement benefit for temporary disablement; or

&  Hoth maternity benefit and disablement benefit for temporary disablement.

Where a person s entitled to more than one of the benefits he shall be entitled to choose which benafit he
shall receive.

Unit 5 - Administrative Authority

The provisions relating to ESlare administered both by the Central and State Governments In their respec-
tive spheres. Establishments contralled by the central government, railways, mines, major ports, and oil
fields are looked after by the Central Government, whereas all other establishments are controlled by the
State Governments. The Central Government is the main rule-making autharity. Besides, the State Govern-
ments are also empowerad to make rulas with regard to certain mattars.
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Unit 6 - Constitution of Employee State Corporation

* The Director General of ESIC, ex officio

* (Chairman appointed by the central government
* \ice-president appointed by the CG

* Not more than 5 persans nominated by the CG

« 1 person reprasenting each state appointad by the CG

* 1 Person nominated by CG representing UTs

» 10 persons representing employers nnfﬂinated by GG

= 10 persons representing employees neminated by CG

» 2 persons representing the medical profession nominated by CG

* 3 members of the parliament (2 from Lok Sabha and 1 front Rajya Sabha)

Unit 7 - Employees’ State Insurance Fund

Section 26 of the Act provides for the creation of the Employees’ State insurance Fund held and adminis-
tered by the Corporation. All contributions paid under this Act and all other money received on behalf of
the corporation shall be paid into this fund. The grants, donations and gifts received from the Central
Government or any State Government, lecal authority or any individual or body whether incorporated or
not, are also paid into this Fund.
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Unit 8 - Contributions

The term of ‘tontributions’ means the sum of money payable to the Employes State Insurance Corporation
{ESIC) by the principal employer in respect of an employee, It also includes any amount payable by or on
behalf of the employee in accordance with the provisions of the Employees’ State Insurance Act, 1948 {ESI
Act). Where an enactment uses the word * includes in the definition, it is intended to retain the ardinary
meaning of the word, but its scope that widened by specific enumeration of certain matters. Even when
there is a bona fide impression that the estahlishment of the employer was not caverable under the ESI Act,
it will not justify the non-payment of E5I contributions.

Unit 8.1 - Calculation of Contributions Payable

Rates of contribution

Wages celling 21,000
Employer contribution 3.25%
Employee contribution 0.75%

Unit 8.2 - Computation of Wages For The Purpose of Coverage

There are different categories of empioyees like monthly-rated employees, who are employed on regular
basis and are paid a monthly salary/wage, dally-rated employees and piece-rated employees.
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a) Monthly rated employees The amount of wages (excluding remuneration of
overtime) fixed by the employer as monthly rate be
reckoned as the wages for a month.

b) Other categories of daily rated | The amount of total wages paid/payable (excluding
and piece rated employees overtime) during the month is reckoned as the wages
(including Badli workers for a month.

engaged against category (a)
above)

For example:

3] Mr & is a monthly rated employes, and his gross wages [excluding remuneration for overtime) are
maore than the cailing of Rs. 21,000/-. He was paid wages for 20 days which worked out to an amount
that was less than the prescribed ceiling (less than Rs. 21,000/- during that month. His status would
continue to be an ‘excluded employee, even though the actual wages received fall within the wage

ceiling.

* b} Mr, 'P" is a piece—rtated employee. if he works for 24 days in a month and earns wages below
Rs.21000/-, he will be treated as 3 covered employes.

Unit 8.3 - The time limit for Making Payment of Contribution

The employees of independent contractors could not be held to the employees of the principal employer
for the purpose of the payment of contribution under the ESI Act,

Unit 8.4 - Contribution Period and Benefit Period

There are two contribution periods of six months duration each in a year, In a respect of an employae with
a corresponding benefit period of six months each as under:
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1st April to 30th September 1st January to 30th June of the year following.

1st October to 31st March of the year 1st July to 31st December of the calendar
following year.

In case a person becomes an employes within the meaning of the Employee State Insurance Act, 1948 for
the first time, the first contribution period will commence fram the date he enters into insurable employ-
ment far the first time in the contribution current on that day and his corresponding benefit period will
commence on the expiry of nine months from the date of such employment.

Mr. “Devan’ joined insurable employment for the first time, say on 5th January, his first contribution period
will be from 5 lanuary to 31st and his corresponding first benafit period will be from 5th October to 31st

December.

Unit 8.5 - Calculations based on wages

ESI calculation comprises of various elements of an employee’s monthly salary such as Basic Pay, Dearness
Allowance, City Compensatory Allowance, HRA, Incentives, Attendance and Overtime Payments, Meal

Allowance, Uniform Allowance, and other special allowances.

For Example:

» Lot the employee’s gross salary be INR 10,000/ month.
Now, the employer's contribution will be = 3.25/100 x 10,000 = 325.
The employee’s contribution would be = 0.75/100 x 10,000 = 75.
Hence, the total E51 contribution, in this case, is INR 400,

The rates of contribution, as a percentage of gross wages paid to the employees, are explained in the table

below;
Percentage of Example Gross Salary Contributions
Gross Pay
Employee D.75% Rs 15,000 15000+«0.75%=11250
Deduction
Employer 3.25% 15,000 = 3.25% = 487.50
Contribution
Total Contributions for this employee 112.50 + 48750 = Rs 600.00
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Unit 8.6 - Deduction for Employee’s Contribution from wages

The emplayer may deduct the employee’s contribution from his wages In raspect of the period for which
the contribution is payable.

Unit 8.7 - Employer’s Contribution Not to be Deducted

Mo deduction shall be made from the wages of any employee, for the employer’s contribution paid or
payable in respect of him.

Unit 8.8 - Recoverable of Contribution in respect of Contract

Labour

The principal employer may deduct the amount of contributions, both employer’s and employee’s, payable
in respect of employees engaged through a contractor, from the bills of the contractor.

Unit 8.9 - Employer Not to Reduce Wages, Benefits, etc.

The employer shall not reduce wages or discontinue or reduce any benefits conferredunder the conditions

of service payable to an employee, on account of his liability for contributions payable under the ESI
scheme,

*  Levy of Interest

Intarest shall be payable at the specified rate in respect of each day of default or delay In payment of contri-
butions.
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Unit 9 - Non-Payment of contributions

If an employer fails or neglects to pay any contribution in respect of any employee, due to which such
employee becomes disentitled to any benefit or entitled to a benefit on a lower scale, the corporation may
pay to the employes the benefit at the rate ta which he would have been entitled had there been no such
failure or neglect on the part of the employer, However, the corporation shall recover from the employer,
the capital value of the benefit paid to the employae, calculated in the prescribed manner, after adjusting
the amount of contribution, interest, or damages payable by the employer in respect of such short

payment/non-payment. The sum shall be recoverable as arrears of land revenue.

Unit 9.1 - Determination and Recovery

In a case where a dispute arises regarding the applicability of the Employee’s State Insurance Act, 1948, the
corporation or any cther officer [ to whom the powers of determination have been delegatad), may decide
the dispute and determine the amount due from an employer under the code. Before making an order, the
officer shall give a reasonable opportunity to the employer for representing his case.

Unit 9.2 - Modes of Recovery

Any amount of contributions, damages or administrative charges, due from an employer, may be recovered
from him in any of the following modes;
¢ Attachment and sale of the movable or immovable property of the establishment/ employer;

»  Arrest of the employer and his detention in grison;
* Appainting a receiver for the management of the movable or immovable properties of the establish-

ment/ employer,

The recovery shall be made by the Recovery officer pursuant to a Recovery certificate issued by the autho-

rized officer specifying the amount of arrears,
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Unit 9.3 - Procedure for Submission of Medical Reimbursement

1. Tofile a compensation, claim bill/bills; an Insured Person must write an application to the Administra-
tive Medical Officer; E5l Scheme, Assam via the appropriate Insurance Medical Officer i/c, B3| Scheme
Dispensary, Incdluding the daim statement form, which is accessible at the Dispensary.

2. The employse must state the source of the sicknass.

3. Along with the bill(s), the employee must submit a clear Photocopy of the Insured person’s card, and
bank information, Encludif_lg the name of the bank, branch, IFSC code, account number, and insured
person’s phone number.

4. The deadline for submitting reimbursement claims is only 1 (one) year.

Unit 9.4 - Appeal

An employer aggrieved by an order of determination may prefer an appeal to the appellate authority
within 60 days from the date of such order. He shall, however, have to deposit 25% of the amount deter-
mined in the order being appealed against before making an appeal. The appellate authority shall decids
the appeal within & months from the date it is praferred.

Unit 10 - Rights and Obligations

Unit 10.1 - Obligations of Employers

The obligations of employers under the ES| Acts arg;

* The employer should deposit the employees’ and his own contributions to the ES| Account in the
prescribed manner. Whether he has sufficient resources or not, his fiability under the code cannot be
disputad. He cannot justify non-payment of E5I Corporation due to the non-availability of finance.

* The employer should not reduce the wages of an employee on account of the employer’s cantribution
payable in respect of him.
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Unit 10.2 - Obligations of Employees

The oblipations of Employees under the ES| provisions of the code are;

*+  Theamployees who are in receipt of sickness er temporary disablement benefits, should remain under
medical treatment and observe the instructions of the medical officer of the ES| hospital/dispensary
and should not do anything to retard the process of recovery.

* The employee should submit the claims for the benefits within the prescribed time along with the
prescribed documents,

Unit 10.3 - Rights of Employers

+  Right to recover the empleyee’s share of contribution from his wages.

* Right to appeal against an order under section 125 of the Corporation determining the amount of
contribution payable by an emplayer.

« Right to appeal to the High Court against an order of the Employee’s State Insurance court, involving a
substantial guestion of law within 80 days.

Unit 10.4 - Rights of Employees

= Right to claim the medical and cash benefits allowable in accordance with the code and the regulations.
* Right to appeal to the High Court against an order of the Employees' insurance Court, involving a
substantial question of law, within 60 days.

@
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Unit 11 - Mandatory for Employers to Register ESI

Emplaoyer legal responsibility to register their factory or establishment under £51 Act within 15 days of appll-
cability under section 2A of ES| Act.

Section 46 provides six social security benefits; however, there are conditions to avall these benefits
according to the ESIC. There are the benefits that can be availed from ESI scheme.

Unit 11.1 - Returns to be Filed after ESIC Registration

* Register of attendance of the employees
* Form—6 Register
*  Monthly return and chalians.

Unit 12 - Interest

The Corpoeration may levy and recover damages under Reg. 31C at the following rates, not exceeding the
amount of contribution payable for default or delay in payment of the contribution.

Period of delay in payment of contribution Rate of damages as the amount delay
Up to or less than 2 months 5%

2 months and above but less than 4 months 10%

4 months and above but less than 6 months 15%

b months and abave 25%

No
1
Z
3
4
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Unit 13 - Jurisdiction of Civil Court

Section 75(3) provides that no Civil Court have jurisdiction to decide or deal with any guestion or dispute as
aforesaid or to adjudicate on any liability which is to be decided by a medical board or a medical appeal
tribunal or ESl Court

Unit 14 - Penalty

Sections 84 to 86 of the Act provide for penalties far certain offences. These penalties were substantially
increasad by the Employee’s State Insurance (Amendmeant) &ct, 1975, The amendad Act introduced three
new sections namely, Section 85-4, 85-8 and B5-C,

Section - 84: This section deals with penalties for making wrong / false statements made by the insured
Persons with a view to take any benefit which is not admissible to him under the Act. Such Actisan offence
punishable under Act with imprisonment for 3 term which may extend to six months or with fine which may
extend to Two thousand rupees or with both.

Section - 85: This section deals with penalties for non — compliance with the various provisions of the ES|

Act and Regulations made there under. Such non- comgliance with any of the provisicns of the Act const-
tutes an offence committed by the emplover of a covered Factory / Establishment which is punishable
under Section 85(a) to 85(g) of the Act.

Section-86: Provides that no prosecution under this Act shall be instituted withaut previous sanction of the
Insurance Commissioner or of such other officer of the corporation as may be authorized in this behalf by
the Director General of the Corporation.

s  Penpal Action u/fs 138 of N.I. Act:

If the employer submits a cheque to the corporation towards payment of contribution, interest, damages
or any other amount due, which is bounced subsequently by the Bank for the reasons of Insufficient Funds
he thereby commits an offence under this section and shall be punished with imprisonment for a term up
to one year or with fine which may extend to twice the amount of cheque or with both.

s  Pepal Action u/fs 405/406/400 of 1.LR.C:
If an employer deducts employees’ share of contribution from their wages but does not pay the said contri-
bution, he thereby commits an offence of criminal Breach of Trust which is punishable under this section

with imprisonment which may extend to 3 years or with fine or with baoth.
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Unit 15 - Maintenance of Records

»  Muster roll, wage record and books of Account maintainad under other laws.

» Accident Register in new Form-11 and

* Apinspection book.

* The immediate employer is also required to maintain the Employees’ Register for the employeses
deployed to the principal employer '

Unit 15.1 - Pehchan Card

The ESI card is a health card given to the insured person/worker/employee enrolled under the ESI scheme.
The waorkers covered under the ES| scheme can claim medical and sicknass benefits at the ESI network
hospitals or dispensaries by producing the ESI card or E-Pehchan card. The benefits are provided under the

ES| scheme in the form of insurance coverage for the medical expenses of the insured person/beneficiaries
and their dependents.

Unit 16 - Scenarios:

Scenario—|

[Q) “A'ls a Labour officer who decides to visit the astablishment of 'B' for a routine Inspection. ‘&’ is particu-
lar about employee coverage.

Name the reguired documents to be maintained while the inspection is conducted in the premises.

{A) The necessary things required to be maintained are as follows:

*  AnES| registration certificate.

*  The muster roll maintained for the employees.

* Anoffice copy of the employee salary slips (stating the contributions).

Scenario—I|

(2} Can an establishment once cavered go out of coverage if the number of persons employed therein goes
down to the minimum limit prescribed?
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(&) Once an Establishment is covered under the Act, it continues to be covered notwithstanding the fact
that the number of persons/ coverable employees employed therein at any time falls below the required
limit or there is a change in themanufacturing activity.

Scenarioc— Il

(Q) What is the effect of the increase In wages from a retrospective date?

(&) In case the wages of an employea are increased from a retrospective date resulting in crossing the wage
limit prescribad, its effect on coverage of that employee is only after the expiry of th.e Contribution period
during the wage of which such increase is announced or declared. The contribution on enhanced wages is
also payable from the month in which such an increase is annaunced. There is no need ta pay the contribu-

tion on the arrears for the period prior to the month of declaration/ announcement/ agreement.

Scenario— IV

(@) What is the manner of ealculatien and payment of contributions?

{&) The employer needs to file menthly contributions online through E5IC portal in respact of all its employ-
ees after duly registering them. Through this exercise, the employer must file employse-wise number of
days for which wages were paid & the number of wages paid respectively to ascertain the number of contri-
butions payable. ESIC has facilitated the payment of ES| contributions online by Employer via the payment
gateway of 58 banks in addition to 5Bl

The total amount of contribution (both the shares) in respect of all the employees for each month is to be
deposited in any branch of SBI by the ONLINE generation of a challan through ESIC portal using his creden-
tials, ESIC has facllitated the payment of ESI Contribution online by the employer via the payment gateway
of 58 banks in addition to SBI.

Scenaric—\

(Q) What are the returns/ reports to be submitted by the employer?

{&) The Employer must submit the following records:

* Accident Report: Notice of Accident to the concerned Branch office in Form -12 should be submitted
anline within 24 hours,

¢ Abstention verification Report: it is required to be submitted to the Branch office as and when it is
sought by the Branch Manager in respect of any IR

* Records including attendance, wages and books of accounts etc. in respect of principal employer and
records of the immediate employer as required by the Labour Laws.
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Unit 17 - Registration of Employees

Every employee is to register himself under the provisions of the Act. Registration is the process of obtain-
ing and recording information about his employment which is insurable employment. This process also
identifies to provide the benefits available under the Act that are related to the contributions paid by the
employer on behalf of insured employess, The empioyee Is requirad to give his details and his family
details to his employer. A family phote is also to be provided so that the employer can register the employ-

ee.

Registration is the process of obtaining and recording information about the entry of an employee into
‘Insurabie employment, for the purpose of his identification under the Act. Registration of employees is the
process of identification to provide the benafits under thae Act which are related to the contributions paid
by the employer on behalf of each of the insured persons. At the time of joining the insurable employment,
an employee is required to provide his and his family’s details to the employer along with a family photo

so that the employer can register the employee online. This exercise of registering an employes has to be
a one-time exercise in the lifetime of an employee. The insurance number generated on the first occasion
of registration is to be used throughout his life irrespactve of change of employment including change of

place

Unit 17.1 - Compliances after ESIC Registration

= Maintaining the attendance register

*  Maintaining a complete register of wages for workers

* |nspection of book

» Monthly return and challan within 15 of the succeeding months

* Maintaining a register whether an accident happens on the premises

* (Cash Book / Bank Book

» Account Books including Ledgers and Vouchers, Balance Sheets.

 Returns of Contribution

s Return of Declaration Forms

»  Submit the return of contribution within 42 days of the expiry of the contribution period.
* |ntimate the date of closure of shifting (Temporary or Permanent) of the Factory

* Establishment of the Regional Office/ Local Office within seven days of its closure or shifting
» Promptly repart the change in business activity, ownership of the concern or its management.




* Ascertain the liability towards ESI dues, while taking over the ownership of any factory/establishment

by purchase, gift, lease, or license or in any other manner whatsoever as the new owner |s liabie to

discharge the past llabllities if any;

Unit 17.2 - ESI — Registration Process

*  Toapply for ESI, piease visit the website of Employees’ Provident Fund Organization, India
*  https://registration.shramsuvidha.gow.in/
* (lick the Link Establishment Registration
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Step 1: Click on Sign Up on the USSP Parta

Login with Shram Suvidha Portal
If you do not have User id and Fassword, Create your
Shram Suvidha Portal Account
(Sign Up)

Fig. 1.2
Step 2 : Select the Registration Tab
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Fig. 1.3

l
Password

LOGIN

Forgot User Id or Password 7
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Step 3 : Enter the Verification Code
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Fig. 1.4

Step 4 : Enter the OTF and verify the same
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Fig. 1.5

Step 5 : Create the new User |d and enter the password
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Step 6 : Enter your User id and Password and click Login
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*  Step 8§ : Act {s) Applying for Employee’s State Insurance Act, 1948
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* Step 9 : Establishment details
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Establishment Details

Enter establishment details:

Establishment Name (as per PAN}: * -

* Enter the name of the factory or establishment as per PAN details.

¢ The applicant should have a PAN in the name of the establishment/proprietor of the establishment for
which he/she is applying. Only in the case of the Proprietorship firm can the PAN be in the name of the
Proprietorn

* The name shouid be entered exactly as furnished to Income Tax Department. Even a slight variance with
an extra space etc. will result in rejection as the data is verified online

= Work Place Address (Address proof required in attachment)

»  Establishment Category: ® - Select the establishment category from the dropdown as shown below

Selech

Commedcal Estzhishmant

Eanng-House

Factony

Dthar places of amusemeal|t & entetanmant
Omhers

Hesdental Hot=l

Restatirant

Shap

Thaztra

Fig. 1.11

*  Sector (Ownership Type): * - Select establishment category from drop-down as shown below

Centynd Tyt Comtrofied

Couiral Gavd Depaiee
Cextiral Pabshie Sectiw Ulnilertking
Oo-operatsvs Bocety

Firma R By Trust

HF

Listeiied [onbality Purttierebeh
Lseal Bodien  Mamuripal Cotparmbions
Pumenibp Fuss
Forvate Ld Comipany

Poproetory Fums

Palstic Lok Commpumy

Hegistened Saluety

Fate Oovt. Contralled

Comba fend Themuastes e

Swbr Peiblse Sector Undenebmp

Selet E

Fig. 1.12
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If Factory, Specify Factory License Details
«  If Start-up, Spedify Start-up Registration Number
If Establishment Is MSME, Specify MSME Registration Number

'

Step 10 : Proceed further to enter eContacts
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*  You can add as many e-Contact details as you wish
*  Enter description/value for selection and click Add button
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Some ld
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Fig.1.14

+  Added contact detail will be displayed in grid below
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»

Click Next to proceed further to enter, Contact Persons
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= Select Contact person’s representation fram dropdown list
= Enter name of the coniact person

= Select gender

= Select date of birth of contact person

+  Enter the contact person’s father’s name

+  Salect the Effective Date and enter the designation

= Enter PAN number

= Click Add to save contact person detail.

= Addad contact details will be displayed as follows:
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Step 11: Click Next to proceed further to enter, |dentifiers
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You can add/edit address by selecting Add/Edit Address link.
You can add/edit E-Contacts by selecting Add/Edit E-Contracts link.
Click Delete to delete entered record

o
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When any available License type/identifier is not in the drop-down list, user should select OTHERS, in which

tase the License Type to be entered in REMARKS field compuisorily.
Select identifier type

Enter identifier value

Enter name as on identifier

Selact date

Enter issued by and location

‘Check the checkbox ta mark the same as address proof

o

5
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*  (Click Next to proceed further to enter, Employment Detalls
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Enter employment details as shown above;
The application should be made by the employer if the Act applies to its establishment. For this purpose,

you may refer to Saction 1 (3) (a) and 1 (3) (b) of the EPF and MP Act 1552. The list of activities to which
the Act applies should also be referred.

The employer of an establishment on which the Act does not apply can also apply for a code number on a
voluntary basis (Please refer to Section 1{4) of the said Act, if the majority of the employees of the estab-
lishment give their written consent for coverage from the date on which it is agreed upon or any subse-
guent date in the agreement. The cansent cannot be from a previous date.

The employer should select the appropriate option for the applicability.

+  Enter the Number of workers as of date, male, female, contract workers and other

«  Enter No. of Employees drawing wages Rs.21,000/- or Jass*®

+  Select the date since when 10/20 or more coverable employees under ESI Act, were employed for
wages®
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Enter total wages paid in the preceding month to:
> Toemployees employed directly by the principal employer
= To employees employed through immediate contractor
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Enter other detail:

*  Whether the building/premises of the factory/Establishment is owned or hired

= |Fhired or there is a change in the name of the Unit/ownership

= Specify if Leased from and to

= s Establishment Multinational (select valug)

= ES| Code number if Covered earlier:

#  Enter the Name of the Income Tax Ward/Circle/Area

+  Enter the Maximum No. of persons that can be employed onany one day, 3 s per License :
= Specify Whether Any work/Business is being carried out through a contractor/immediate employer
= Describe the Work Carried Out

= Whether Establishment Is Working with Aid of Powar?
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* EnterBranch

»  Select relation

= Enter no. of employaes

= Enter the responsible person’s name
= Enter LN

= Step 13 : Click the Next tab
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Fig. 1.21

= You can view the summary of the registration form from the dashboard:
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» (lick Submit button to submit the registration.
The following screen will be displayed:
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* Click Digital Signature to Sign the Registration form digitally!
»  System displays the following message.
= Click RUN ta continue.

= Enter PIN.
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Participant Handbook

— Summary |8

The Employee State Insurance Act (ESI Act) of 1948 is a comprehensive social security legisliation
in India designed to provide health insurance and social protection to workers in the formal
zector, It extends to employees working In non-seasonal factories and other establishments lika
shops, hotels, and cinemas, employing 10 or more persons. The Act mandates contributions.
from both employers and employees based on a percentage of the employees’ wages. The
fundamental principles of the ESI Act include compulsory contributions, provision of defined
benefits, and shared responsibility between employers and employees. Under the Act, workers
are entitled to benefits like medical relief, cash benefits during sickness or maternity, and
compensation for employment-related injury or disability. Employers are obligated to register
under the Act, ensure timely contribution payments, and comply with various regulatory
requirements. Non-compliance and delays in contributions attract penalties and interest charges.
Overall, the ESI Act plays a crucial role in the welfare and protection of workers, ensuring they
receive necessary medical care and financial support in times of need.
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— Exercise M

What is the primary purpose of the Employee State Insurance Act (ESI Act) of 19487
A) To provide job training to employees

B) To provide social security and health insurance to workers

C) To enforce employment laws

D) To regulate private companies

Answer: B

Which types of establishments are coverad under the ES| Act?

. A} IT companies only

. B) Seasonal factories

. C}) Non-seasonal factories employing 10 or more persons
. D) All private companies

. Answer: C

Who contributes to the funding under the ES| Act?
‘A) Employees enly

B} Government only

C) Both employers and employees

D} Employers only

Answer: C

What percentage of wagas is used to calculate contributions under the ESI Act?
A) A fixed percentage determined by the government

. B} 50% by each employee
. C) 20% by employers

. D] Variable each month

. Answer! A

What are employers oligated to do under the ESI Act?
Ll

A} Pay taxes

B} Provide training
. C) Register and comply with the Act
. D) Offer free meals
. Answer: C

What kind of penalties does the ES| Act impose?

. A) For criminal ofienses only

B} For non-payment or delay in payment of contributions
C) For hiring unqualified staff

D) For not providing annual bonuses

Answer: B

Which of the following is a benefit provided under the ESI Act?
A) Stock options
B) Cash benefits during sickness
C) Free company shares
D) Unlimited paid leave
. Answer: B

— B
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What must employers do within 15 days according to the ESI Act?

. A) Pay employees
. B) Register under the ESI Act

. C) Start operations
. D) Close their accounts
. Answer: B

Which principle does the 51 Act emphasize for both employers and employees?

. &) Voluntary contributions

. B) Compulsory contributions

. C) Optional registration

. D) Flexible benefits

. Answer: B

What can lead to interest and penalty charges under the ES| Act?
. A} Expanding the business

. B) Delay in the payment of contributions

. ¢j Employing more than 10 people

. D] Decreasing the number of employeess

. Answer: B
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— Notes =
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9. The Emplzmvéﬁs Provident
Fund Organization

Unit 2.1
Unit 5.2
Unit 2.3

Unitg.4
Unit9.5
Unit 9.6
Unit9.7
Unita.8
Unit9.9
Unit9.10
Unit9.11
Unit9.12
Unit9.13

Unit9.14
Unit9.15

Introduction

The Emplaoyees Provident Fund Organization {EFFG}
Applicability of Employees Provident Fund
Miscellaneous Provisions &ct, 1952
Non-Applicability of this Act

Impartant Terms and Definitions

Benefits of EFF

Employees’ Provident Fund Scheme (Section 5)
Contributions

Withdrawal from the fund

Advancas From The Fund

Types of EFF

Emplose’s Pension Scheme - Section 64

11l. Employees’ Deposit Linked Insuranca Scheme-
Section 6C

General Provisions
EPF - Registration Prcess




Key Learning Outcomes

« Understand Legislative Context and Purpose

« Comprehend the Role of EPFO

« Identify Applicability and Coverage

« Recognize Nan-Applicability

« Learn Important Terms and Definitions

« Understand Benefits of EPF

« Employees' Provident Fund Scheme

« Comprehend Contributions

« Understand Withdrawal Rules

« Learn About Advances & Types of EPF

* Understand the General Provisions

« Explain Employees’ Pension Scheme, Employees' Deposit Linked Insurance Scheme
& EPF Registration Process
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Unit 9 - EPFO

— Unit Objectives I@.‘
After studying this module, the students shall be able to understand:

» Operations of Employees’ Provident Fund Scheme

* Operations of the Employee’s Pension Scheme

+ Operations of the Deposit-Linked Insurance Scheme

» Obligations of the employer and employee towards PF accounts

 Other provisions of the Act such as powers of the Cantral Government, determination of remuneration
due from empleyers etc
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Unit 9.1 - Introduction

The Employees’ Provident Funds and Miscellaneous Provisions Act, 1952 is a soclal welfare legislation to
provide for the Institution of Provident Fund, Pension Fund and Deposit Linked Insurance Fund for employ-
ees working in factories and other establishments. The Act aims at providing social security and timely
maonetary assistance to industrial employees and their families when they are in distress,

Employees Pravident Fund Organization (EPFO) is a statutory body registered under the Employee Provi-

dent Fund and Miscallaneous Provisions Act 1952 for the overall supervision and regulation of provident
funds in India.

There are 3 schemes operated under this Act:

* Employees’ Provident Fund Scheme 1852

* The Employses’ Deposit Linked Insurance Scheme 15976
* Employses’ Pension Scheme 1595

EMPLOYEES PROVIDEND FUND AND

MISCELLANEOUS PROVISIONS ACT, 1952

‘ v v

Empiloyees’ Provident The Employees’ Deposit Employees’ Pension
Fund Scheme 1952 Linked Insurance Scheme Scheme 1995

Fig 2.1

Unit 9.2 - The Employees Provident Fund Organization (EPFO)

Employees Provident Fund Organization {EPFD] is one of the World's |largest Social Security Organlzations
in terms of clientele and the volume of financial transactions undertaken. The EPFO is a statuary body
which assists Central Board In administering compulsory contributory Provident Fund Scheme, Pension
Scheme and Insurance Scheme for the workforce engaged in the organized sector in India. The Central
Beard of Trustees in EPFD administers a contributory provident fund, pension scheme and an insuranca
scheme for the workforce engaged in the organized sector In'india.

ol Emyployees’ Provident Fund Organisation, Todi (5 e
ﬂl:‘mpirilrumthﬂrqimll:.lli-\m:lul|I|-||. 5 - L'?_Eﬂ e . g

Cotegary o Lnorgamagd
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Unit 9.3 - Applicability of Employees Provident Fund
Miscellaneous Provisions Act, 1952

Section 1(3) provides that subject to Section 18, this Act applies: - every establishment which is a factory
engaged in any industry specified in Schedule | and In which 20 or more persons are employed; and

To any other establishment employing 20 or mare persons or class of such establishments which the
Central Government may, by notification in the Official Gazette, specify in this behalf.

Central Government may, after giving not less than 2 months notice of its intention te do s, apply the
provisions of this Act to any establishment with less than 20 persons in the employment.

Where it appears to the Central Provident Fund Commissioner, that the employer and the majority of
the employass have agreed that the provisions of this Act should be made applicable to their estabiish-
ment, he may, by notification, apply the provisions of this Act to that establishment on and from the
date of such agreement or from any subsequent date specified in such agreement;

Once the Act is covered to any establishment it shall continue to apply not with standing the number of
the persons employed therein shall at any time falls below 20.

Unit 9.4 - Non-Applicability of this Act

This Act is not applicable to the following organizations under Section 16{1) of the Act

To any establishment reglstered under the Co-operative Societies Act, 1912 or under any ather law for
time being in force In any State relating to co-operative Societies, employing less than 50 persons and
working without the aid of the power; or

To any other establishment belong to or under the control of the Central Government or a 3tate
Government and whose employees are entitled to the benefit of contributory provident fund or old
age pension in accordance with any scheme or rule framed by the Central Government or the State
Government governing such benefits; or

To any other establishment set up under the Central, Provincial or State Act and whose employees are
entitled to the benefits of contributory provident fund or old age pension In accordance with any
scheme or rule framed under that Act governing such benefits.
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Unit 9.5 - Important Terms and Definitions

= Appropriate Government Means

= |n relation to an establishment belonging to, or under the control of Central Government or in relation
to an establishment connected with “a railway” company, a major port, a mine or an oilfield or a
controlled industry, or in relation to an establishment having departments or branches in more than
one State, the Central Government; and

= |nrelation to any other establishment, the 5tate Government.

* Authorized Officer Means

= The Central Provident Fund Commissioner;

= Additfonal Central Provident Fund Commissioner;

= Deputy Provident Fund Commissioner;

= Regional Provident Fund Commlssioner; ar

= such other officer as may be authorized by the Central Government, by Motification in the Official
Gazetts.

* Employer

= |n relation to an establishment which is a factory, the owner or occupier of the factory, including the
agent of such owner or occupler, the legal representative of a deceased owner or occupier and, where
a person has been named as a manager of the factory, the person so named; and

= |n relation to any other establishment, the person who, or the authority which, has the ultimate
control over the affairs of the establishment, and whera the said affairs are entrusted to a manager,
managing director or managing agent, such manager, managing director or managing agent.

* Employee : any person who is employed for wages in any kind of work, manual or otherwise, in or in
connection with work of an establishment, and who gets his wages directly or indirectly from the
employer, and includes any person,

> employed by or through a contracter in or in connection with the wark of the establishment;

»  engaged as an apprentice, not being an apprentice engaged under the Apprentice Act, 1961 (52 of
1561), or under the standing orders of the establishment.

* Basic Wages : means all emoluments which are earned by an employee while on duty or on duty or
on leave or on holidays with wages in either case in accordance with tha terms of the contract of
employment and which are paid or payable in cash to him, but does not include:

= The cash value of any food concessions;

= Any dearness allowance (that is to say all cash payments, by whatever name called, paid to an employ-
ee on account of rise in the cost of living), house rent allowance, overtime allowance, bonus, commis-
sion or pay and other similar allowance payable to the employee in respect of his employment ar of
work done in such employment; or

= Any presents made by the employer.

* (Contribution : means contribution payable in respect of a member under a scheme or the contribu-
tion payable In respect of an employee to whom the insurance scheme applies.

* Factory means any premises : including the precincts thereof, in any part of which a manufacturing
process is being carried on or is ordinarily so carried on, whether with the aid of power or without the
aid of power.

* Industry : means an industry specified in Schedule |, and includes any other industry added to the
Schedule by notification under Section 4.

»  Manufacture or Manufacturing : process means any process for making, altering, repairing, orna-
menting, finishing, packing, washing, cleaning, breaking up, demolishing, otherwise treating or adapt-
ing any, article or substance with a view to its use, sale, transport, delivery or disposal.




Accounts Assistant

* Occupier of a Factory : the person who has ultimate control over the affairs of a factory, and, where the
said affairs are entrustad to a managing agant, such agent shall be deemed to be the occupier of tha
factory.

> Section 5 —Employees’ Pravident Fund Schemes;

= Section 6A — Employees’ Pension Scheme;

*  Section 60 — Employees’ Deposit Linked Insurance Scheme.

Unit 9.6 - Benefits of EPF

* Retirement benefits:

In the long run, sum ameount deposited in the EPF helps to build a healthy retirement corpus. Such corpus
assures a sense of finandal security and Indepsndance to them after retirement. The pension scheme
assures 3 regular income after retirement o private sector employees also.

* Easy premature Withdrawal :
Members of EPF are allowed for partial withdrawa! for meeting specific expenses such as house construc-
tion, higher education, marriage, illness etc.

+ Capital Appreciation :
Deductions are made on a monthly basis fram the employee's salary and interest accrued thereon helps in
saving adequate amount of money and maintain good life style after retirement.

* Tax Saving :

Under section 80C of Income Tax Act, the employees’ contribution to PF will get deduction from Income
subject to maximum of £ 1,50,000 which will help to employees for tax deduction. Interest accrued in EPF
account are exempted subject to Employees’ voluntarily contribution does not exceed 2.5 Lakh {SLakh in
case of Government employee) with effect from 1st April 2021.

* Death of Member :

Upon the death of an EFF member, the EPF amount is paid to the nominea that was nominated at the timea
of initiation of the account. If there was no nominee assigned then the EPF amount Is paid to the immediate
members of the family. If the family members and the neminee are not applicable for the account then the
legal heir can claim EPF amount.

* Freeinsurance :

Under EDLI [Employee Daposit Linked Insuranca) scheme, In case of death during the service period,; a PF
account holder by default becomes eligible for free insurance up to Rs 7 lakh. Under the EDL scheme, the
PF account holder need not pay any insurance premium for the death cover.

# [Easy acoess:

When employees’ register themselves under EPF scheme, the EPFO provides them with a Universal Account
Number (UAN), which shall be used for easy access to their accounts. The UAN remains unchanged even
when the employees’ move to different organization.
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Unit 9.7 - Employees’ Provident Fund Scheme (Section 5)

The Central Government may frame a scheme to be called Employees’ Provident Fund Scheme for tha
employees or class of employees of establishments to which the Act applies. H may also specify the estab-
lishments or class of establishments to which the said scheme is to apply. After the framing of scheme, a
Fund must be established in accordance with provisions of this Act and the Scheme. The fund shall vest in
and be administered by Central Board of trustees constituted under Section 5A by the Central Gavernment.

The fund shall vest in and be administered by Central Board of trustees constituted under Section 54 by tha

Central Government

* Central Board:

= A Chairman and a Vice-Chairman appointed by the Central Government; and the Central Provident
Fund Commissioner is ex-officio

= Not more than fifteen persons appointed by the Central Government from amongst its officials

= Not more than fifteen persons, representing Governments of such State as the Central Government
may specify in this behalf, appointed by the Central Government;

= Ten persons representing employers of the establishments to which the Scheme applies, appointed by
the Central Government after consultation with such organizations of employers as may be recognized
by the Central Government In this behalf; and

= Ten persons representing employees in the establishments to which the Scheme applies, appointed by
the Central Government after consultation with such organizations of empiloyees as may be recognized
by the Central Gavernment in this behalf.

» State Board: The Central Government may constitute Trustees for a State Board in consultation with the
Gowvernment of that State. The State Board shall exercise such powers and perform such duties as tha

Central Government may assign to it from time to time.

+ Board of Trustees to be bady corporate: The above Central Board or the State Board shall be a body
corporate under the name specified in the notification constituting it having perpetual succession and

a comman seal,

» Appointment of Officers: The Central Government shall appoint a Central Provident Fund Commission-
er who shall be the Chief Executive Officer of the Central Board. He shall be subject to the general
control and superintendence of that Board.
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Unit 9.8 - Contributions

As per Section B, the contribution which shall be pald by the employer to the fund shall be 10%, of the basic
wages, dearnass allowance and retaining allowance, If any, for the time being payable to each of the
employees whether employed by him directly or through a contractor and the employees’ contribution
shall be equal to the contribution payable by the employer.

Employeas, if they desire, may make contribution exceeding the prescribed rate but subject to the condi-
tion that employer shall not be under any obligation to contribute over and above the contribution payable
as prescribed by the Government from time to time under the Act. The Government has raised the rate of
Provident Fund Contribution from the current 8.33% to 10% in general and in cases of establishments
specially notified by the Government, from 10% to 125 with effect from September 22, 1997.

Unit 9.9 - Withdrawal From The Fund

Withdrawal from the fund is allowed for the following purposes: -

* For the purchase of a dwelling house/fiat or for the construction of a dwelling house Including the
acquisition of a suitable site for this purpose;

+ For repayment of loans in speclal cases;

» ‘Withdrawal within one year before the retirement;

* \Withdrawal up to 75% of the balance, if not employed from ene manth or more, subject to approval of
P.F. Commissioner or any officer authorised by him.

The above-mentioned withdrawals are not required to be repaid.
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Unit 9.10 - Advances From The Fund

Advances from the fund are paid for the following purposes-

*  Forillness in certain cases;

*  For marriages or post matriculation education of children;

* |n abnormal conditions such as calamity of exceptional nature such as flood, earthguakes or riots.
(non-refundable)

s Granted to members affected by cut in the supply of electricity; (non-refundable)

* Grant of advance to members who are physically handicapped; (non-refundable)

Unit 9.11 - Types of EPF

+ Statutory Provident Fund (SPF):
The local authorities, government agencies, railways, universities, etc. manage this Provident fund. This

action falls within the scope of the Insurance Funds Act of 1925. Employers may not have tax an their

contributions; whila emplayee contributions are taxable under 80C.

* Recognized Provident Fund (RPF):

Recognized Provident Fund is the popular type of PR All employees in companies with more than 20
employees contribute to the PR Employees can set up the scheme for their contributions in thelr own PF
trust or follow the PF commissioner system, but CIT {Commissioner of Intome Tax) must approve all
schemes. If the employes’s cantribution is more than 12%, it will be taxed for the year In which the contri-
bution was made. Tax Is deducted under Section 808 for the share of employee contributions. The total
amount at the me of redemption is exempt from tax anly if the employee has worked continuously for
five years.

s  Unrecognized Provident Fund (UPF):

The Commissioner of Income Tax, Le., CTl, does not recognize these funds. With this insurance fund,
contributions made during the financial year are not subject to tax. This amount is taxable as “salary
income” at the time of withdrawal. However, employee contributions are not taxed under this section, but

other taxes are assumed for them,

Public Provident Fund (PPF):

This scheme of public provident funds is generally available for everyone, regardless of whether they are

employed or unemployed. The minimum rate should be Rs. 500, and the maximum amount extends up to




Accounts Assistant

fis 1.5 |acs. This amount is paid after 15 years. It is one of the most profitable programs for future savings
and investment. Interest on the amount paid is also tax-frea.

Unit 9.12 - Employees’ Pension Scheme- Section 6A

The Central Government framed Employees’ Pension Scheme with an objective of-

* Superannuation pension;

« Retiring pension or permanent total disablement pension to the emplayees of any establishment or
class of establishments to which this Act applies; and

*  Widow or widower's pension;

* Children pension or orphan pension payable to the beneficaries of such empioyesas.

The Pension Scheme may provide for all or any of its provisions shall take effect either prospectively or

retrospectively on such date as may be specified in that behalf in that scheme.

*  Contribution to pension scheme

The employer is to contribute 8.33% of the basic wages, dearness allowance and retaining allowance, if any
of the concermed employees as may be specified in thapansion scheme. Contribution Is not payable when
the employee crosses 58 years of age since the scheme ceases on compietion of 58 years. There is no contri-

bution from the employee.

*  Pension Fund
A pension fund has been created for the purpose of this scheme. The Pension Furid shall vest in and admin-
Isterad by the Central Board

Unit 9.13 - Employees’ Deposit Linked Insurance

Scheme- Section 6C

The Central Government made the Employees’ Depaosit Linked Insurance Scheme, 1876 which came into
effect from 01.09.1876. It applies to all factories and other establishments to which the Act applies except
tea factories in State of Assam.
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The wage celling limit under Employees Deposit linked Insurance is 15,000, The insurance benefit under
the scheme shall be an amount between 2.5 lakhs and & lakhs.

*  Contribution to Employees’ Deposit Linked Insurance Scheme

The emplayer shall pay such amount not being more than 13; of the aggregate of basic wages, dearness:
allowance and retaining allowance of every such employee In relation to whom he is the emgployer. The
employer shall pay into the Insurance Fund such further amount of money not exceeding one fourth of the
contribution which is required to make as the Central Government may from time to time determine to
meet all the expenses in connection with the administration of the scheme other than the expenses
towards the cost of any benefits provided by or underthat scheme. Where the monthly pay of an employea
exceeds % 15,000 the contribution payable is restricted to the amounts payable on a monthly pay of

15,000, dearness allowance, retaining allowance and cash value of food concassion.

Unit 9.14 - General Provisions

Protection against attachment
The amount standing to the credit of any member in the fund shall not in any way be capable of being

assigned or charged and shall not be liable to attachment under any decree or order of any court in respect
of any dabt or liability Incurred by the member and neithar the official assignes appointed under the Prasi-
dency-towns Insalvency Act, 1909, nor any receiver appointed under the Provincial Insolvency Act, 1920
shall be entitled to, or have any claim on, any such amount

Priority of payment of contributions over other debts:

This provision existed when Section 11{2) was inserted in the EPF Act by Act No. 40 of 1573 and any amount
dug from an employer in respact of the employees' contribution was declared first charge on the assets of
the establishment and bacame payable in priority to all other debts

Transfer of Accounts

Section 17A provides that where an emplayse employed in an establishment to which the Act applies,
leavas his employment and obtains re-employment in another astablishment to which this Act does not
apply, the amount of accumulations to the credit of such employee shall be transferred to the credit of his
account in the provident fund of the establishment in which he is re-employed, if the employee so desires
and the rules, in relation, to that provident fund permit such transfen




Unit 9.15 - EPF — Registration Process

+ Toapply for EPF, please visit the website of Employees’ Provident Fund Organization, India
*  https://registration.shramsuvidha.gov.in/
* (ick the Llink "Establishment Registration

Employees' Provident Fund Organisation, India
Ministry of Labour & Employment, Governmontof [odin
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Step 1 : Click on Sign Up on the USSP Portal

Vinhication Code
T -
Login with Shram Suvidha Portal
IFyou da not have [Jser |d and Password, Create your H
Shram Suvidha Portal Account
(Sign Lo} Forgot User Idor Pz

Fig. 22

Step 2 : Enter the Verification Code

e | H’;‘1l‘ﬂ -

Fig 2.3
Step 3 : Enter the OTP and verify the same
TY

— B ——
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Step 4 : Enter the User |d and enter the password

e e e B i

o —

Fig. 2.5

Step 5 : Enter your User |d and Password and click Login

Sy

Login with Shram Suvidho Portal

o g S v R i e PRiseed Domase e
Wy g P ki pasw
[

Fig. 2.6

Step 6 : Click- Registration for EPFO- ESI

e s sew e L

Fig. 2.7
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* Step 7 : Act (s) Applying for Employee’s State Insurance Act, 1948
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* Step 8 : Click Next to proceed further to enter eContacts
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Required fields are indicated by an asterisk [*)
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Establishment Details

Enter establishment details:

Establishment Name (as per PAN): * -

= Enter the name of the factory or establishment as per PAN details.

¢ The applicant should have 3 PAN in the name of the establishment/proprietor of the astablishment for
which he/she is applying. Only in the case of the Proprietorship firm can the PAN be in the name of the
Proprietor.

* The name should be entered exactly as fumished to Income Tax Depariment. Even a slight variance
with an extra space etc. will result in rejection as the data is verified online

+  Work Place Address (Address proof required in attachment)

»  Ectablishment Category: * - Select the establishment category from the dropdown as shown below

Commercisl Essabishment

Eating-Houss

Factory

Gther placas of amusament & anterznment
Others

Racviantial Hotel

Festaurant

Shop

Theatte

Fig. 2.10

*  Sector{Ownership Type): ¥ - Select establishment category from drop@down as shown below

(B s
Conrnd G Coserofied
Coptrad Gort Deportmes

Crotral Pablic Seoton Ulndertaking
Cogperumie Bocesy
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HUF

Limsitnd Landalury Punpeisken

Local Bodies - Mamcipd Corpomtions
Pirmerhn F ey
Poavabe Ll Compme

Poprastivy Fiem

Pabdic 198 Compmy

Repsteres Sowey

§eate Gort Cogtrilled

Crms Femr Thepanshes

Sewbr Publbe Sectve Unaettubing

SEieL

Fig. 21
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o

L]

o

If Factory, Specify Factory License Detalls
IF Start-up, Specify Start-up Registration Number
If Establishment is MSME, Specify MSME Registration Number
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Fig. 2.12

You can add as many e-Contact details as you wish
Enter description/value for selection and click Add button

elact aljontact Type

E-Mail

Landine with Fant
Lnked-In

Mebie

Siyoe id

Websie

Fi_g_. 213

Added contact detall will be displayed in grid below
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*  Step9: Click Next to proceed further to enter, Contact Persons
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OTHER CONTALCTS

Other Comact Peison
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Fig. 216

*  Select Contact person’s representation from dropdown list
» Enter name of the contact person

= Seglect gender

» Sglect date of birth of contact person

* Enter the contact person’s father's name

»  Select the Effective Date and enter the designation

*  Enter FAN number

» (Click Add to save contact person detail.

* Added contact details will be displayed as follows:
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* Step 10: Click Next to proceed further to enter, identifiers
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*  You can add/edit address by selecting Add/Edit Address link.

*  You can add/edit E-Contacts by sefecting Add/Edit E-Contracts link.
v Click Delete to delete anterad record

il 1 Prei eldifin.
e Mo Contact Persou Mame  Brpreeniinges Addeess efantacs
. P ACECRFEMrs ALTTRIT] e Aokiacadures @  AddchiE Comers

Lansdline weth Exre | A00FTTRISIG Eillx ¢ Dt

[oeice [e [
< e

Fig-2.18
When any available License type/identifier is not in the drop-down list, user should select Others, in which
case the License Type to be entered in REMARKS field compulsorily.
+  Sglect identifier type
*  Enter identifier value
»  Enter name as on ldentifiar
=  Salect date
*  Enter issued by and location
*  (heck the checkbox to mark the same as address proof
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= Step 11 Click Next to proceed further to enter, Employment Details

= pams 3 Wegnoacen @ Segnrranion form

Camemon Registratica form for EFFO
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Fig. 2.19

Enter employment detalls as shown above:

The application should be made by the employer if the Act applies to its establishment. For this purpose,
you may refer to Section 1 (3) (a) and 1 (3) (b} of the EPF and MP Act 1952. The list of activities to which the
‘Act applies should also be referred.

The employer of an establishment on which the Act does not apply can also apply for a code number on a
voluntary basis {Please refer to Section 1(4) of the said Act, if the majority of the employees of the establish-
ment give their written consent for coverage from the date on which it is agreed upon or any subseguent
date in the agreement. The consent cannot be from a previous date.

The employer should select the appropriate option for the applicability.

» Enter the Number of workers as of date, male, female, contract workers and other

» Enter No. of Employees drawing wages Rs.21,000/- or less™®

»  Sglact the date since when 10/20 or more coverable employees under ESI Act, were empioyed for

wages *
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Enter total wages paid in the preceding month to;
* To employees employed directly by the principal employer
*  To employees employed through immediate contractar
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E

nter cther detail:
Whether the building/premises of the factory/Establishment is owned or hired
If hired or there is a change in the name of the Unit/ownership
Specify if Leased from and to
Is Establishment Multinational (select valug)
ESI Code number if Covered earller:
Emter the Name of the Income Tax Ward/Circle/Area
Enter the Maximum Mo, of persons that can be employed on any one day, a s per License ;
Specify Whether Any work/Business is being carried out through a contractor/imEZmediate employer
Describe the Work Carried Out
Whether Establishment |s Working with Aid of Power?

* Step 12 : Click Next to proceed further to enter Branch,/Division Branch / Division
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= Enter Branch

*  Select relation

»  Enter no. of amployees

* Enter the responsible person's name
»  Enter LN

+ Step 13 Enter the detalls as described by the tab
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» Step 14 : Add sttachment below desribed field
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* Step 15 ; Click Digital Signature to Sign the Registration form digitally!
»  System displays the following message.
» (Click RUN to continue.

*  Enter PIN.
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- Summary

The Employees Provident Fund Organization (EPFO) administers the Employees Provident Fund
(EPF) under the Employees Provident Fund and Miscellaneous Provisions Act, 1952. This act
applies to establishments with 20 or more employees, excluding those specifically exempted.
The EPF scheme, detailed in Section 5, mandates employer and employee contributions to

the provident fund, which accrue interest and offer a secure retirement or contingency fund.
Benefits of the EPF include retirement savings, loan advances, and withdrawals under specific
conditions, enhancing financial security for employees. Additionally, the act encompasses the
Employees’ Pension Scheme and the Employees’ Deposit Linked Insurance Scheme, providing
‘pension and insurance benefits respectively. Non-applicability of this act includes establishments
with fewer than the specified number of employees and certain other conditions. The EPFO
registration process is mandatory for eligible emplayers, ensuring they and their empioyees
contribute towards the fund, which is crucial for the financial well-being of the workforce.
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— Exercise M

What is the primary role of the Employees Provident Fund Orpanization (EPFO)?
A) Managing unemployment benefits

B) Administering the Employees Provident Fund (EPF)

C) Regulating private pension schemes

D) Offering medical insurance

Answer: B

Under which act is the Employses Provident Fund (EPF) administered?

. A} Labour Act of 1950
. B) EPF and Miscellaneous Provisions Act, 1952
. €} Social Security Act, 1952
D) Pension Fund Act, 1555
» Answer: B

What is the minimum number of employees required for the applicability of the EPF Act?
A) 10 employees

B} 15 amployees

C) 20 employees

D] 25 employees

Answer: C

Which section of the act specifies the Employees’ Provident Fund 5chema?

. A) Section 5
. B} Section 6A
. C) Section 6C
. D) Section 7
. Answer! A

What benefits does the EPF offer to employees?
L

A} Only retirement savings
. B) Retirement savings, loan advances, and withdrawals
. C) Stock options
. D) Health insurance benefits
. Answer: B

Who contributes to the Employees Provident Fund?
. A} Employees only

B) Employers only

C) Both employers and employees

0 The government

Answer: C

What is the purpose of the Employees’ Pansion Scheme detailed in Section BA?
A) To provide unemployment benefits

. B) To provide health insurance

. C} To provide pension benefits

. DY) To manage workar’s compensation
. Answer: C

— B
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Which section details the Employees’ Deposit Linked Insurance Scheme?

A) Section 5
B) Section 6A

) Section 68C

D) Section 7
Answer: C

What circumstances might lead to non-applicability of the EPF Act?

&) Companies with only managerial staff

B) Establishments employing fewer than 20 employees
C) Government organizations

D] Foreign-owned companies

Answer: B

What is required from employers under the EPFO registration process?

A) Registration with local municipalities

B) Registration for tax purposes only

C) Registration with the EPFO to ensure contributions to the fund
D) Registration with trade unions

Arnswer: C
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10. Introduction To Income Tax

Unit 10.1
Unit 10.2
Unit 103
Unit 10.4
Unit 10.5
Unit 10,6
Unit 10.7
Unit 10.8
Unit 10.9

FSI

B fact S5 Councl afrea
“An Initfatve o NZDC"

Overview of Income Tax
Compenents of Income Tax Laws
Important definitions

Residential status

Heads of Income

Deduction from Gross Total Income
Income [Section 2{24]]

India [Section 2(25A)]

Rates of tax




Key Learning Outcomes

« Understand Income Tax Basics

« Learn Key Definitions

« Determine Residential Status

« ldentify Income Categories

« Understand Deductions

« Comprehend Income and India Definitions

« Learn Tax Rates & Regimes

« Understand Surcharge and Relief

« Knowledge about Education Cess and Rebates
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Unit 10 - Introduction To Income Tax

— Unit Objectives l@‘

At the end of the unit, you will be able to understand:

Overview of Income Tax
Components of Income Tax Laws
Rates of Tax
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Unit 10.1 - Overview of Income Tax

Taxation is the primary source of revenue for the government for incurring public expenditure. Thus, taxes
are compulsory or enforced public contribution towards the government revenue. Government may levy

taxes on income, business profits or wealth or add it to the cost of goods, services, and transactions that
are considered to be the cast of living in the society.

There are two types of taxes:
Direct tax
Indirect tax

Unit 10.2 - Components of Income Tax Laws

Components of Income Tax Laws

| 8013
Incoma Annual Income Clroulars/ der_i;i?::-l of
Tax Act Finance Act Tax Rules Natification Vi

Fig2.1

Income Tax Act, 1961

Levy of Income tax is governed by Income Tax act 1961.
It extends to whole of India.
It came into force on 1st April, 1962.
|t contains sections 1 to 298 and schedules | to XIV.
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Sections
I
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related 1o ather all sub-sections

independent of each nther

Fig2.2

First Schedule of Finance Act

Specifies Rates of tax
applicable for the
current Assessment Years.

Part |

‘Specifies Rates at which
tax is deductible at
SOUrCe.

Part Il

Rates for Calculating
® Income -tax for deducting tax from
Icome chargable under salaries and
Computation on advance tax.

Rules for computing net

Part IV 2 g
agricultural Income.

Fig 2.3
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Income Tax Rules, 1962
The Central Board of Direct Taxes (CBDT) is responsible for overseeing the administration of direct taxes. The
CBDT has the authority to enact regulations to carry out the Act's objectives. The CBDT periodically creates
regulations to ensure the appropriate administration of the Income-tax Act. These rules collectively form
Income tax Rules, 1962,

Circulars and Notification

Circulars
Circulars are issued by the CEDT from time to time to deal with certain specific problems and to clarify doubts
regarding the scope and meaning of the provisions. These circulars are issued for the guidance of the officers
and/or assesses,

Notifications
Notifications are issued by the central governmeant 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 Issuing notifications which are binding
both, the department and assesses.

Legal decisions of courts
The Parliament is unable to anticipate and address every issue that might arise during the application of any
Act. The court shall therefore hear any disagreements between the assessee and the department and render
|udgement based on the issues.
Decision by supreme court: Until the Parliament changes the law, any judgement made by the Supreme Court
is enforceable as per the law, All courts, tribunals, income tax authorities, assesses, etc. shall abide by such a
judgement.
Decision by ITAT or High court: All assesses and income tax agencies that fall under the jurisdiction of a High
Court or ITAT (Income Tax Appellate Tribunal) are bound by their decisions, unless they are overruled by a
higher authority

Unit 10.3 - Important definitions

Assessee [Section 2{7]]
"Assessee” means a persan by whom any tax or any other sum of maney is payable under this Act, In addition,
it includes

Every persan in respect of whom any proceeding under this Act has bheen 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 persan who is deemed to be an assessee under any provision of this Act.
Every person who s deemed to be an assessee-in-default under any provision of this Act.
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Assessment [Section 2({8)]
This Is the procedure by which the income of an assessee is determined. It may be, by way of 3 normal
assessment or by way of reassessment of an income praviously 3ssessad,

Person [Section 2(31]]

The term ‘person’ as defined under the Income tax Act covers in its ambit, natural as well as artificial
persons, i.e., apart from a natural person/ Individual, any sort of artificial entity will also be liable to pay
income tax. For the purpose of charging Income tax, the term ‘person’ has been defined under Section 2{31)
of the Income Tax Act, 1961 to inciude Individual, Hindu Undivided Family [HUF], Company, Firm, Associa-
tion of Persan [ADP], Body of individuals [BOIs], Local authority and any artificial juridical person,

Individual

HLUF

Company

FPerson [Section 2{31)]

AQP/BOI

Local Authority

Artificial Juridical Person

Fig2.3

s Individual: The term ‘individual’ means only a natural persen, i.e., a human being.

¢ It also includes a miner or a person of unsound mind. But the assessment in such a case may be made
on the guardian or manager of the minor or lunatic whao is entitled to receive his income. In the case of
deceased person, assessment would be made on the legal representative.

» 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 an “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 censists of all males lineally descended from a commeon
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 mem-
bers within four degrees including the head of the family (Karta) are called co-parceners.
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* Company [Section 2(17)]: For all purposes of the Act, the term ‘Company’, has a much wider connota-
tion than that under the Companies Act. Under the Act, the expression "Company’ means:

= any Indian company as defined in section 2(26); or

= Any body corporate incorporated by or under the laws of a country outside India, i.e., any foreign com-
pany; or

= Any institution, association or body which is assessable or was assessed as a company for any assess-
ment year under the Indian income tax Act, 1922 or for any assessment year commencing on or befare
1st April, 1970 under the present Act; or

s 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.

s  Firm [Secton 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 Limit-
ed Liability Partnership Act, 2008. However, far income tax purposes a minor admitted to the benefits
of an existing partnership would also be treated as partner.

s Assoclation of Persons [AOP): When persons combine together for promotion of joint enterprise, they
are assessable asan AOP, if they do not in law constitute a partnership. In order to constitute an associ-
ation, persons must join for a commen purpose or action and their object must be to produce income;
it iz not enough that the persons receive the Income jointly. Co-heirs, co-legatees or co-donees joining
tagether for a commaon purpose or action would be chargeable as an AOP.

« Body of Individuals (BOI): It denotes the status of persons like exacutors or trustees who merely
receive the income jeintly and who may be assessable in fike 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. Section2(31) further explains that an association of
persons/body of individuals or a local authority or an artificial juridical person 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,

* Local Authority; The term 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.

Mote: 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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= Artificial luridical: Persons Artificial Juridical Persons are the entities which are not natural persans but
are separate entities in the eyes of law. This as a residual category could cover all artificial persons
with a Juristic personality not falling under any other category of persans. Deities, bar councll, univer-
sities are some important examples of artificial juridical persons,

Unit 10.4 - Residential Status

Residential Status under The Incame Tax Act, 1961

+
Deemed Regldent Hon-Resident

Resident and Raesidant and Mot

Orifimany Residern oirdinary Residen

Fig24

The residential status of 2 person determines the taxability of the income. In the event of income earned
and received outside India shall not be taxable In the hands of a non-resident but shall be taxable in case
of a resident and ordinarily resident.

Resident:

Section 6 (1) defines the conditions for determine residential status of an individual. Conditions for check-
ing the residential status is different In each and every person. In case of an individual the residential
status is determined by the duration of their stay in India.

Non-Resident:
An assessee who is not satisfying sec. 6(1) shall be treated as a non-resident in India for the relevant previ-
ous year.

Deemed Resident:

An Indian citizen shall be deemed to be rasident In India only if his total incoms, other than income from
foreign sources, exceeds %15 lakhs during thie previous year. For this provision, Income from forelgn sourc-
es means Income which accrues or arises outside India (except income derived from a business controlled
in or a profession set up in India), Deemed resident is considered as resident but not ordinary resident.
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Unit 10.5 - Heads of Income

2 Income fram
house propeny

3.Profits and
galns from
husiness or
profession

Heads of Income

&.Capital Gains

Fig 2.5

Salaries:
A salary Is a form of fixed compensation given to a person for performing work during a specified period,
However, in income tax, the definition of salary also includes various other forms of payments offered by
the employer to the employee.

Income from House property:
The Income tax Act does not differentiate between a commercial and residential property, All types of
properties are taxed under the head income from house property in the income tax. An owner for the
purpose of income tax is its legal owner, someone who can exercise the rights of the owner in his own right
and not on someone else’s behalf. An individual who has the legal right to exercise ownership rights in his
or her own name and not on behalf of another parson is considered the owner for income tax purposes.

Profits and Gains from Business or Profession
Under this head of income, the profit and gains from any business or profession carried on by the assesses
at any time during the financial year should be reported.

Capital Gain
Any profit or gain that arises from the sale of capital asset comes under the category ‘Income’ and hence
the individual will need to pay tax for that amount in the year in which the transfer of the capital asset
takes place. This is called tax on capital gain. There are two types of capital gain, they are Long Term Capital
gain (LTCG) and Short-Term Capital Gain (STCG).




Income From Other Sources
As per Section 56(1), any income, which is not specifically exempted and not chargeable under any other
heads of income, shall be chargeable under the head “Income from other sources”, This is the last and
residuary head of income.

Unit 10.6 - Deduction from Gross Total Income

Gross Total Income: - Aggregate of all incomes and losses under each head of the income after adjusting
deductions, allowances and other adjustments after giving effect to the provisions for clubbing of income
and set-off and carry forward of losses, is the gross total incoma.

Deduction in respect
of certain payments

Deduction in respect

of certain Income
Deducation from

Gross Total Income
Deductionin respect of
other income

Other Deductionin

Fig2s

Deduction in respect of certain payments:
Certain deductions are avallable from the gross total income according to certain payments made by the
assessee. Deduction from Sec 80C to 80GGC is available on payments, some of them are follows:

Life insurance premium paid

Contribution to provident fund/ pension fund

Medical insurance premium paid

Payment of interest on loan taken for higher education

Payment of interest on loan taken for residential house

Payment of interest on loan taken for purchase of electric vehicle
Rent paid

Donation to certain funds, charitable institutions, etc.
Contributions to political parties
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Deduction in respect of certain Incomes:

Deduction in respeact of certain income is taxable from the gross total income, they are as follows:
Employment of new employees [section 80LAA]
Royalty income etc. of authors of certain books other than text books [section 8000B]
Royalty on patents [Section BORRE]

Deduction in respect of Other Income:

Deduction in respect of other income is taxable from gross total iIncome:
Interest on deposits in saving account [Section BOTTA]
Interest on deposits in case of senior citizens [Section BOTTB]

Other Deductions:
Deduction in respect of person with disability [Section 80U]

Computation of Total Income:
The income arrived at, after claiming the 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 following is the process of computation of total income:

Step 1: Determine the residential status.

Step 2: Compute income underthe head by applying provisions and permissible deductions or exemptions.
Step 3: Apply clubbing provisions.

Step 4: Set-off/carry forward and set-off of losses as per the provisions of the Act.

Step 5: Compute Gross Total Income (GTI).

Step 6: Less deductions from gross total income.

Step 7: Total income.

Unit 10.7 - Income [Section 2(24)]

Section 2{24) of the Act defines the statutory definition of the Income. It is an Inclusive definition and not
an exclusive one,

The following receipts are included in the income:
Profits and gains.
Dividends.
Perguisites.
Allowances or benefits to meet the expenses wholly or exclusively related to the employment.
Allowances granted to meet personal expenses for the increased cost of living,
Deemed profits chargeable under Sec 41 or Sec 59,
Donations received by the trust, research association, hospital, education institution etc.
Profits and gains from business or profession chargeable under section 28.




Capital galn under section 45.

Perquisite or benefit received by the director or any other person who have substantial interest in the
company.

Any winnings from lottery or crossword puzzles, races including horse race, card games betting and
gambling.

Perquisite or benefit received by a representative or beneficiary.

Profit or gains from any insurance business carried by an insurance company or a co-operative society.
Employees contribution to provident fund, Employee State Insurance fund (ESI), and superannuation
fund.

Profits and gains from any banking business.

Sum received under keyman insurance policy.

Fair market value of inventory converted in to capital asset.

Compensation received during termination and other madification in the employment.

Any sum received
Under any agreement for not carrying business.
For not sharing any knowhow, patent, copy right, trade mark, licence etc.

Sum received without consideration or inadequate consideration,

Consideration received for issue of shares in excess of fair market value,

Any assistance whatever name called by the central government or state government or any other
authority, body or agency in cash or in kind.

Any sum received in advance if sum forfeited consequent failure of negotiation of transfer of capital
asset.

Concept of Income under the Income tax Act, 1961

* Regular recelpt 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 Le., gains on sale of a capital assets like land.

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

* Due basis vis-a-vis receipt basis: Income is taxable gither 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
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either cash system or mercantile system. Some receipts are taxable only on receipt basis, like, income by
way of interest received on compensation ar enhanced compensation

Difference between Capital Receipt and Revenue Receipt

Basis Capital Receipt Revenue Receipt
If a receipt is referred to fixed If it is referred to circulating

Mature of assets. i - : =% i
asset, it is a capital receipt asset it is revenue receipt.
Any sum received in

Termination of source of compensation for the .

income. termination of source of

income is a capital receipt.
Amount received as
compensation on surrendering a
right or termination of any lease
is a capital receipt

Compensation received on
termination of Lease or
surrender of a right.

Any amount recejved for
loss of future income is a
Tevenue receipt.

Any sum received in
= substitution of income is
Tevenue receipt.

Amount received in
substitution of income.

Unit 10.8 - India [Section 2(25A)]

As per Section 2{254) the term India means:
The territory of India as per Article 1 of the Constitution,
Exclusive economic zane or,
Any other specified maritime zone and the air space above its territory and territorial waters,
Its territorial waters, seabed and subsoil underlying such waters,
Continental shelf,

Assessment Year and Previous Year

Assessment Year [Section Z{9)]
Assessment year is the period of 12 months commencing from 1st April and ending on 315t march of the year
after the previous year. It is the year in which income is taxed.
Example: - Assessment year 2022-23 |s an year which starts from 1st April, 2022 and ends on 31st march 2023
income of the assesses earned in the previous year 2021-2022 is taxed in the assessment year 2022-2023,

Previous Year [Section 3]
Previous year is a period of 12 months commencing from 1st April every year, It Is the year in which income is
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earnzd. It Is tha year immediately preceding the assessment year. Assessment year |s the year in which tax
is earned,

Determination of Previous year in case of newly set up business or profession or for 2 new source of income:

Previous Year

¥

Newly set up
business or
profession

Mew source
of Income

starts from-date Ends-on 375t
of setiing up of march of that
business finanacial year

Starts from-date of Ends-on 31st
which the Income comes march of the
inti existence finacial year

Fig 2.7

Note: In the above explanation, the previous year shall be computed, from the date, the new business,
profession, or a new source of income was established. The first preceding year in such dircumstances
could be less than a full year. Second year onwards ‘previcus years’ would be of 12 menths, i.e., from April
to March. However, it cannot be more than 12 months.

Certain cases when income of a previous year shall be assessed in the previous year itself, In such cases, the
income is taxed in the previous year itself where the income is earned. It is applicable for the following
incomes:

Income from non-resident assesses from shipping business [Sec 172]

Income of a person whi is leaving India permanently or for a long period [Sec 174]

Inceme of bodies, formed for a short duration [Sec1744)

Income of person who likely to transfer property to avoid tax [Sec 175]

Income of discontinued business [Sec 176]
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Unit 10.9 - Rates of tax

Income tax is to be charged at the rates fixed for the year by the Annual Finance Act.
Part |- of the first schedule to the Finance Act, 2021 - specify the rates at which income tax is to be levied
on income chargeable to tax for the assessment year 2021-2022.
Part Il - rate at which tax is to be deducted at source.
Part lll - rates for deducting income tax from income chargeable under the head "salaries” and the rates
for computing advance tax for the financial year 2021-22.

The Slab rates for Assessment year 2022-2023
Individual/ Hindu Undivided Family (HUF)/ Association of Persons (AOP)/ Body of Individuals {BOI)/ Artificial
Juridical Person.

Below 60 years of Age
5 Where the total income does not exceed NIL
: ¥ 2.50,000
Where the total income exceeds . .
2 |7250000 but does not exceed 5.9/ "5“*:2"“55‘-‘{}”;’? WhCHEThe: 1013 Income
¥ 5,00,000. -
Where the total income exceeds Z 12,500 plus 20% of the amount by which the
3 ¥ 5,00,000 but does not exceed total income exceeds
¥10.00,000 ¥ 5,00,000
4 Where the total income exceeds ¥1,12,500 plus 30% of the amount by which
) F10,00000 the total iIncome exceeds T 10,00,000

Senior citizens (being resident individuals of the age of 60 years or more but not more than 80 years)

Where the total income does not exceed

% |z300000 ML
Where the total income exceeds 3,00,000 | 5% of the amount by which the total income
but does not exceed 7 5,00,000 exceeds 7 3.00,000
Where the total income exceeds :
710,00.,000 o

Where the total income exceeds
710,00000

71,710,000 plus 30% of the amount by which

the total income exceeds ¥ 10,00,000
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Resident individuals of the age of 80 years or above

Where the total inc d t
1 ere the income does no NIL

exceed T 500000
Where the total income exceeds ¥ 500,000 but
2. | does not exceed

7 10,00,000

20% of the amount by which the total
income exceeds ¥ 5,00,000

7 1,00,000 plus 30% of the amount by
3 | Where the total income exceeds ¥ 10,00,000 which the total income exceeds

7 10,00,000
Surcharge:
Surcharge is applicable as per the normal provisions including rates and threshold limits.
Cess:

Health and education cess is applicable at the rate of 4% along with the surcharge if applicabla.

Unit 1.10 - New Tax Regime [section 115 BAC]

As per section 115BAC, individuals or HUFs have an option to pay tax at concessional tax slab rates in
respect of thelr total income [other than income chargeable to tax at special rates under Chapter Xl such
assection 1114, 112, 1124, 11588 etc.)

By satisfying certain conditions, tax can be paid at the following concessional tax slab rates:

Froim 2, 50,00 10'5,00,000

Froam 5,000,007 to 7,500,000

Fig2g
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- Summary

Income tax is a critical component of a country’s fiscal framework, designed to collect revenue
from Individuals and entities based on their earnings. The structure of income tax laws includes
various components such as definitions of key terms, the determination of residential status,
and different heads of income under which tax is calculated. The law allows for deductions from
gross total income before arriving at the taxable income, on which the tax rates are applied.
These rates vary under the traditional and new tax regimes introduced by section 115 BAC,
which offers lower rates but with fewer deductions. Specific tax rates are also prescribed for
differant forms of organizations, such as firms, LLPs, local authorities, cooperative societies,

and companies, both domestic and international. Each entity type has distinct tax slabs, and
additional financial charges such as surcharge, marginal relief, education cess, and tax rebates
under section 874 are considered to ensure fairness and promaote education funding. This
comprehensive structure aims to balance tax collection with economic growth and social equity.
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— Exercise M

What is the purpose of defining key terms in income tax laws?
. A) To confuse taxpayers

B) To provide clear meanings for legal purposes

€) To increase government revenue

D) To reduce fax rates

Answer: B

- & = =

How does residential status affect income tax?

. A) It determines eligibility for employment

. B) It does not affect tax calculations

. C} It influences the tax liability based on the period of stay in the country
. D) It determines citizenship

. Answer: C

What are the ‘Heads of Income’?

‘A) Various categories under which income is taxed
B} The leaders of the tax department

C) Bank heads where tax payments are made

D] International tax laws.

Answer: A

-

What is the purpose of deductions from Gross Total Income?

. &) To reduce the administrative burden on tax authorities
. B} To increase the taxpayer’s burden

. C) To determine the net taxable income

. D)} To comply with international laws

. Answer: C

What does the new tax regime under section 115 BAC offer?
. A} Higher tax rates with more deductions
B} Lower tax rates with fewer deductions

. C) Fixed tax rates for all taxpayers
. D} Mo change in tax rates or deductons
. Answer: B

What are the tax rates for firms/LLPs under the current income tax laws?
. A) Variable based on international income

B) Consistent regardless of profit

C) Specific rates prescribed in the tax laws

D) Megotiable annually

Answer: C

-

How are cooperative societies taxed under the income tax laws?

. A) Same as individual taxpayers
. B) At a fixed rate of 30%

. C) According to specific tax slabs
. D) They are exempt from tax

. Answer: C

— B
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What is the role of surcharge in the tax structure?

. A) It is an additional charge on the base tax liability for certain taxpayers
. B) It reduces the total tax liability

. C) It is optional for taxpayers

. D) It applies only to foreign companies

. Answer: A

What is ‘Marginal Relief'?

. &) Relief providad to taxpayers with marginal incomes

. B} A reduction in surcharge when it causes the tax liability to exceed a certain
percentage of income

. C} A form of tax rebate for educational expenses

. D) A fixed relief available to all taxpayers

. Answer: B

* What is the purpose of the education cass?

. A} To fund educational programs through additional tax
. B) To reduce the overall tax rates

. C) To provide direct subsidies to studants

. D) Itis 3 rebate for educational expenses

. Answer: A
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11. Residential Status And Taxability

Unit 11.1 - Overview

Uniit 11.2 - Residential status (section 6)

Unit 11.3 - Scope of Total Incame

Unit 11.4 - Income Received and Deamed to be Received




Key Learning Outcomes

Gain an Overview of Income Tax

Determine Residential Status

Understand the Scope of Total Income

Knowledge of Income Received and Deemed to be Received
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Unit 11 - Residential Status And Taxability

— Unit Objectives l@‘
At the end of the unit, you will be able to understand:
Residential status: Knowledge of provisions to determine the residential status of different persons.

Scope of total income: Examine and ascertain the scaope of income of a person on the basis of
residential status.




Unit 11.1 - Overview

Fig3.1

Unit 11.2 - Residential status (section 6)

Under income tax provisions, taxpayers are classified into three broad categories on the basis of their
residential status.

Resident and ardinarily resident.
Resident but not ordinarily resident.
MNon-resident.

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




Viarious provisions for determining residential status of assesses are:

Residential status of individuals
Residential status of individuals is determined on the basis of number of days of stay in India, under section
B(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 mare, 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 relevant previous year.

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 |s 3 non-resident,

Exceptions
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 the individual was 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 365 days or more during the 4 immediately preceding years.

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

Indian citizen ar person of Indian origin who, being cutside India comes on a visit to India during the
relevant previous year.

However, such persan having total incame, other than the income from foreign sources [i.e., income which
accrues or arises outside India (except income from a business controlled from 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:

The period of his stay during the relevant previous year amounts to 182 days ar 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 120 days in the previous year.

Deemed resident [Section 6{1A)]
An individual shall be deemed to be resident but not ordinarily resident in India, if following conditions are
satisfied:

He is an Indian citizen or a person of Indian origin.

He comies an a visit to India during the previous year.

His total income, other than the income from foreign sources, exceeds £ 15 lakhs during the previous
year.

He js in India for a period of 120 days or more {but |ess than 182 days) during the previous year and for
365 or mare days during 4 previous years immediately preceding the relevant previous year,
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MNote: If aforesaid conditions are satisfied, then such individual shall be deemed to be resident but not
ordinarily resident even though he has satisfied both conditions specified u/s 6(6).

However, this provision will not apply in case of an individual wha 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 an such person under the law of that country for the time being in force. It
also includes a persan who has subsequently been exempted from such liability under the law of that coun-

try,

« 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 efther a resident or non-resident, A not ordinarily resident person is one, who satisfies any ane of the
canditions specified u/s 6(6).

¢ If such individual has been non-resident in India in any 9 out of the 10 previous years preceding the
relevant previous year, ar

= 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

= If suchindividual is an Indian citizen or person of Indian erigin (who, being outside India, comes on a visit
to India in any previous year) having total income, other than the income from foreign sources Le.,
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 T 15 lakhs
during the previous year, who has been in India for 120 days or more, but less than 182 days during that
previaus year, or

e [f such individual is an Indian citizen whio is deemed to be resident in India under section 6{14) [It may
be noted that a deermed resident will always be a resident but not ordinarily resident].

s  [llustration 1
C Gayle, a West Indies cricket player visits India for 100 days in every financial year. This has been his prac-
tice for the past 10 financial years.

A. Find out his residential status for the assessment year 2022-23.

B. Would your answer change if the above facts relate to Sachin, an Indian citizen who resides in West
Indies and represents the West Indies cricket team?

C. What would be your answer if Sachin had visited India for 120 days instead of 100 days every year,
including P.Y.2021-22?

* Solution
a. Determination of residential status of C Gayle for the AY 2022-23:
asdPeriod of stay during previous year 2021-22 = 100 days




Calculation of period of stay during 4 preceding previous years (100 x 4 = 400 days)

2020-21 100 days
2018-20 100 days
2018-19 100 days
2017-18 100 days

Total 400 days

C Gayle has been in India for a period maore than 80 days during previous year 2021-22 and for a period of
mare than 365 days during the 4 immediately precading previous years. Therefore, since he satisfies one
of the basic conditions under section 6(1), he is a resident for the assessment year 2022-23.

Computation of period of stay during 7 preceding previous years = 100 x 7= 700 day

2020-21 100 days
2019-20 100 days
2018-19 100 days
2017-18 100 days
2016-17 100 days
2015-16 100 days
2014-15 100 days

Total 700 days

Since his period of stay in India during the past 7 previous years Is less than 729 days, he is a not-ordinarily
resident during the AY. 2022-23.

Therefore, C Gayle is a resident but not ordinarily resident during the previous year 2021-22 relevant to
the assessment year 2022-23.

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(8), i.e.,

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

If such individual has during the 7 previous years preceding the relevant previous year been in India for
a period of 729 days or |ess.

In this case, since C Gayle satisfies condition (i), he Is a not-ordinarily resident for the A.Y. 2022-23.




If the above facts relate to Mr, Sachin, an Indian citizen, who residing in West Indies, 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.

In this case, if Sachin's total income (excluding income from foreign sources) exceeds % 15 lakhs, he
would be treated as resident but not ardinarily resident in India for P.Y.2021-22, since his stay in India
is 120 days in the P.Y.2021-22 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 % 15 lakhs,
he would be treated as non-resident in India for the P.¥.2021-22, since his stay in India is less than 182
days in the P.Y.2021-22.

Nlustration 2

Mr. B, a Sweden citizen, comes to India for the first time during the P.Y. 2017-18. During the financial years
2017-18, 2018-19, 2019-20, 2020-21 and 2021-22, he was in India for 55 days, 60 days, 90 days, 150 days
and 70 days, respectively. Determine his residential status for the A.Y. 2022-23.

Solution

During the previous year 2021-22, Mr. B was in India for 70 days and during the 4 years preceding the
previous year 2021-22, he was in India for 355 days (i.e., 55+ 60+ 904 150 days). Thus, he does not satisfy
the basic condition under section &{1). Therefore, he is a non-resident for the previous year 2021-22.

= Residential status of HUF

Resident: An HUF would be resident In India If the contral and management of its saffairs Is situated wholly
or partly in India.

Mon-resident: If the control and management of the affairs is situated wholly outside India, it would
become a non-resident.

Control and management means:

= The expression ‘control and management’ referred to under section & refers to the central control and
management and not to the carrying on of day-to- day business by servants, employees or agents.

* The business may be done from outside India and yet its control and management may be wholly
within India. Therefore, contral and management of a business is said to be situated at a place where
the head and brain of the adventure is situated.

= 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 fram the place of business or from the registered office of the assessee.

=  But control and management do imply the functoning of the controlling and directing power at a
particular place with some degree of permanence.

& 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 individu-
al) then, resident HUF will be resident and ordinarily resident, otherwise it will be resident but not
ordinarily resident:
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3 [Karta of resident HUF should be resident in at least 2 previous years out of 10 previous years immedi-
ately preceding relevant previous year.

s Stay of Karta during 7 previous years immediately preceding relevant previous year should be 730
days or more.

lliustration 3

The business of a HUF is transacted from 5ri Lanka 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. 2021-22 after 15 years. He comes
to India on 1st April, 2021 and leaves for Sri Lanka on 1st December, 2021, Determine the residential
status of Mr. E and the HUF for AY. 2022-23.

Solution

During the P.Y. 2021-22, 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, 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. 2021-22 is resident but not ordinarily resident.

Since the business of the HUF is transacted from 5ri Lanka and policy decisions are taken there, it is
assumed that the control and management is in'5ri Lanka i.e., the control and management is wholly
outside India. Therefore, the HUF s a non-resident for the P.Y. 2021-22.

Residential status of firms, AOPs and BOIs
Resident: A firm, AOP and BOIl 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 cutside india, the
firm, AOP and BOI would become a non-resident.

Residential status of companies

A company would be resident in India in any previous year, if:
It is an Indian company; or
Its place of effective management, in that year, is in India.

Where place of effective management means a place where key management and commercial decisions
that are necessary for the conduct of the business of an entity as a whole are, in substance made.

Residential status of local authorities and artificial juridical persons
Resident: Local authorities and artificial juridical persans 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, they
would become non-residents.
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Unit 11.3 - 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 persen depends upon his residential status. The scope of total income of an asses-
see depends upon the following three impaortant considerations:

s The residential status of the assessee;
* The place of accrual or receipt of income, whether actual or deemed; and
*  The point of time at which the income had accrued to or was recejved by or on behalf of the assessae,

Resident and Ordinarily Resident
The total income of a resident assessee would, under section 5{1), consist of:
* |ncome received or deemed to be received in India during the previous year;
* |ncome which acerues or arises or is deemed to accrue or arise in India during the previous year; and
= |ncome which accrues or arises outside India aven if it is not received or braught into India during the
previous year.
In simpler terms, a resident and ordinarily resident has to pay tax on the total income
accrued or deemed to accrue, recelved or deemed to be received in or outside India
during the relevant previous year.

Resident but Not Ordinarily Resident

Under section 5(1), total income of resident but not ordinarily resident would consist of;

* |ncome received or deemed to be received in India during the previous year;

* [ncome which accrues or arises or is deemed to accrue or arlse in India during the previous year; and

* |ncome derived from a business controlled in or profession set up in India, even though it accrues or
arises outside India.

All ather Income aceruing or arising outside India which is not recejvad or deemed to be receivad or

deemed to accrue or arise in India would not be included in his total income.

Non resident

A non-resident’s total income under section 5(2) includes:

* |ncome received or deemed to be recelved in India in the previous year; and

= |ncome which acerues or arises or is deemed to accrue or arise In India during the previous year,

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 réceived 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.




Where tax incidence arises in case of

Income received in India
(Whether accrued in or outside India)

TAXABLE

Resident but not
Ordinariiy Resident
(only Individual or
HUF)

TAXABLE

TAXABLE

Income deemed to be received in India
(Whether accrued in or outside India)

TAXABLE

TAXABLE

TAXABLE

Income accruing or ansing in India
(Whether received in India or outside
India)

TAXABLE

TAXABLE

TAXABLE

Income deemed to accrue or
arise in India (Whether received in India
or outside India)

TAXABLE

TAXABLE

TAXABLE

Income received and accrued outside
India from a business controlled or a
profession set up in India

TAXABLE

TAXABLE

NOT TAXABLE

Income received and accrued ouiside
India from a business controlled from
outside India or a professicn set up
outside India

TAXABLE

NOT TAXABLE

NOT TAXABLE

Income earned and received outside
India but later on remitted to India
(whether tax incidence arises at the
time of remittance)

NOT TAXABLE

NOT TAXABLE

NOT TAXABLE

Agricultural Income in India

EXEMPT U/S 10(1)

Long term capital gain (on securities
units on which Securities transaction
tax is paid)

EXEMPT upta T lakh

Past untaxed profits (of earlier years) | NOT TAXABLE
Remittances (Second receipt) to India | NOT TAXABLE
Gifts from relative (on any occasion) or

Gift on marriage from any person NOT TAXABLE

(section 56(2) explained under the
head income from other sources)




Residential Status and Scope of Total Income: Whether the following incomes are to be included in Total

Income?

Residant but not

Ordinarily Resident

income received or desmed

india; Otherwise, No.

to be received in India during Yes Yes Yes
the previous year
Income accruing or ansing or
deeming to a 1sei
ming tu ccrue or arise in Yes Ves Ves
India during the
previous year
X Yes, but only if such
Yes, even if such m= : dY' ed
Income accruing or arising income is not :,:_];m mehls _Ffw
—— % m a business
outside India received or brought : No
duifiti the pievi into India during the | cOntrolied in or
uring the previous year ; g orofession set up in
previous year.

llustration 4

From the following particulars of income furnished by Mr. Amish pertaining to the year ended on 31st
March, 2022, compute the total income for the assessment year 2022-23, if he is:

Resident and ordinary resident;
Resident but not ordinarily resident;
Non-resident

(a) | Short term capital gains on sale of shares of an Indian Company, received in 15.000
China =

(b) Dividend from an American company, received in America 10,000

{c) | Rent from property in UK deposited in a bank in UK, later on remitted to 75000
India through approved banking channels =

(d) |Dividend from ABC Ltd., an Indian company 6,000

(e) | Agricultural income from land in Goa 25,000




Solution
Computation of total income of Mr Amish for the AY 2022-23

Resident
& ordinarily

rasidant

Short term capital gains on sale of shares of
hor i piial g2 _ﬁ ) m 15,000 15,000 15,000
an Indian company, received in China
Dividend from an American company, received
. : 10,000 - -
in America
Rent from property in London deposited in 52500
a bank in UK [See Note helow]
Dividend from ABC Ltd., an Indian company 6,000 6,000 6,000
Agricultural income from land in Goa [See Note
below]
Total Income 83,500 21,000 21,000

Notes: It has 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.

Rent received (assumed as gross annual value) 75,000
Less: Deduction under section 24 (30% of # 75,000) 22 500
Income from house property 52,500

Note: Agricultural income is exempt under section 10{1).
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Unit 11.4 - Income Received and Deemed to be Received

All assessées are liable to pay tax In respect of the income received or deemed to be recelved by them in
India during the previous year Irrespective of:

their residential status, and

the place of its accrual
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 contral.
Therefare, when 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.

Income accruing and arising
Accrue refers to the rizht to recelve income, whereas due refers to the right to enforce payment of the same,
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, Similarly, on government securities,
interast payable on specified dates arise during the period of holding, day to day, but will become due for
payment on the specified dates.

It must be noted that income which has been taxed on accrual basls cannot be assessed again on recelpt
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 faken into accountin a balance sheet prepared in India.

Further, explanation 2 to section 5 makes It clear that once an item of income s Included in the assessea'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.

Income deemed to accrue or arise in India
Certain types of income are deemed to accrue or arise in India evan though they may actually accrue orarise
outside India are:
Any income accruing ar arising to an assesseea in any place outside India whether directly or indirectly:
Through or from any business connection in India,
Through or from any property in India,
Through or from any asset or source of income in India or
Through the transfer of a capital asset situated in India would be deemed to accrue or arise in India.
[Section 9(1){il]

Business connection
‘Business connection’ shall include any business activity carried out through a person acting on behalf of the
non-resident [Explanation 2 te section 9{1){i)]




For a business connection to be established, the person acting on behalf of the non-resident:

=  Must have an authority, which is habitually exercised in India, to conclude contracts on behalf of the
non-resident or habitually concludes contracts or

= Habitually plays the principal role leading to conclusion of contracts by that non-resident and such
contracts should be in the name of the non-resident; or

= For the transfer of the ownership of, or for the granting of the right to use, property owned by that
non-resident or that non-resident has the right to use; or

= Faor the provision of services by that non-resident, or

* |nacase, where he has no such authority, but habitually maintains in India a stock of goods or merchan-
dise from which he regularly delivers goods or merchandise on behalf of the non-resident, or

s habitually securas orders in India, mainly or whelly for the non-resident,

Further, there may ba situations when the person acting on behalf of the non-resident secures order for
other non-residents. In such situation, business connection for ather non-residents is astablished if;

s Such other non-resident controls the non-resident or

* Such other non-resident is controlled by the non-resident or

s Such other non-resident Is subject to same control as that of non- resident.

In all the three situations, business connection is established, where a person habitually secures orders in
India, mainly or wholly for such non- residents.

Agents having independent status are not included in Business Connection
Business connection, however, shall not be established, where the non-resident carries on business actvity
through a broker, general commission agent or any other agent having an independent status, if such a
person is acting in the ordinary course of his business.

A broker, general commission agent or any other agent shall be deemed to have an independent status
where he does not work mainly or wholly for the non- resident.

He will, however, not be considered to have an independent status in the three situations explained above,
where he worls mainly or wholly on behalf of such a non-resident. Where a business is carried on in India
through a person referred to in {1), (2) or (3) of (a) above, only se much of income as is atiributable to the
operations earried out in India shall be deemed to accrue or arise in India.

Income from property, asset or source of income in India
Any income which arises from any property (movable, immovable, tangible and intangible property) would
be deemed to accrue or arise in India.

Income through transfer of a capital asset situated in India
Capital gains arising through the transfer of a capital asset situated in India would be deemed to accrue or
arise in India in all cases irrespective of the fact whether:




= the capital asset is movable or immaovable, tangible ar intangible;
= the place of registration of the document of transfer ete., is in India or outside; and
= the place of payment of the consideration for the transfer is within India or outside.

Further, an asset or a capital asset being any share or interest in a company or entity registered or incorpo-
rated outside India shall deemed to be and shall always be deemed to have been situated in India, if the
share or interest derives, directly or indirectly, its value substantially from the assets located in India,

= Income from salaries earned in India
Income, which falls under the head “Salaries”, is deamed to accrue or arise in India, if itis earned in India.
Salary payable for service randered in India would be treated as earned in India.

Further, any income under the head “Salaries” payable for rest period or lzave period which is preceded
and succeeded by services rendered in India, and forms part of the service contract of emplayment, shall
be regarded as Income earned in India.

#* Income from salaries payable by the government for services rendered outside India

Income from salaries which s payable by the government to a citdzen of India for services rendered
outside India would be deemed to accrue or arise In India,

Howewver, allowances and perguisites 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).

Mustration 5

Mr. Thilak, an Indian citizen aged 40 years, a government employee serving in the Ministry of External
Affairs, left India for the first time on 31st March, 2021 due to his transfer to High Commission of Germany.
He did not visit India any time during the previous year 2021-22. He has received the following income for
the Financial Year 2021-22:

S.No. Particulars ¥
(i) Salary (Computed) 5,00,000
(1) Foreign Allowance [not included in (i) above] 400,000
(iii) Interest on fixed depasit from bank in India 1,00.000
(iv) Income from agriculture in Nepal 2,00,000
(v} Inceme from house property in Nepal 250,000

Compute his gross total income for Assessment Year 2022-23.

Solution

As per section §(1), Mr. Thilak is a non-resident for the A.Y. 2022-23, since he was not present in India at
any fime during the previous year 2021-22,

As per section 5(2), a non-resident is chargeable to tax in India only In respect of following Incomes:

Income received or deemed to be received in India; and
Income gccruing 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 net be chargeable to tax in the hands of Mr. Thilak, assuming that the same were received in
Nepal. Income from salaries payable by the government to a citizen of India for services rendered ouiside
India is deemed to accrue or arise in India as per section 9{1){iii}. Henca, such income is taxable in the
hands of Mr. Thilak, even though he Is 3 non-resident.

However, allowahces 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
400,000 Is exempt under section 10{7) in the hands of Mr. Thilak.

Gross total income of Mr. Thilak

Particulars 4
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
Dividends paid by an Indian company outside India is deemed to be accrue or arise in India and would be
taxable in the hands of shareholders.

Interest

Under section 9(1)(v), an interest is deemed te accrue or arise in India if it is payable by:
The Government;
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 on by him ocutside India or for the purposes of making or
earning any income from any source outside India, it will not be deemed to accrue or arise in India.
& person who is a non-resident, when it is payable in respect of any debt incurred or moneys
borrowed and used for the purpase of a business or profession carried on in India by hirm.

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.

Royalty

Rovalty will be deemed to accrue or arise in India when it Is payable by:
The government;
A person who is a resident in India
Exception: where it |s payable in respect for the transfer of any right or the use of any property or
information used or for the utilization of services for the purposes of a business or profession carried
on by such person outside India or for the purposes of making or earmning any income from any source
outside India; or
A person who is a non-rasident, only when the royalty is payable in respect of any right, property or
information used or services utilized for purposes of a business or profession carried on In India or for
the purposes of making or earning any income from any source in India.




s  DOther points

= Lumpsum royalty not deemed to accrue or arise in India: Lumpsum rovalty payments made by a
resident for the transfer of all or any rights (including the granting of a license) in respect of computer
software supplied by a non-resident manufacturer along with computer hardware under any scheme
appraved by the government under the Policy on Computer Software Export, Software Development
and Training, 1986 shall not be desmed to accrue or arise in India.

= 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:

1. The transfer of all or any rights (including the granting of license} in respect of a patent, invention,
model, design, secret formula or process or trade mark ar similar property;

2. The imparting of any information concerning the working of, or the use of, & patent, invention,
model, design, secret formula or process or trade mark or similar property;

3. The use of any patent, invention, model, design, secret formula or process or trade mark or similar
property;

4. The imparting of any information concerning technical, industrial, commercial or scientific knowl-
edge, experience or skill;

5. The use or right to use any industrial, commercial or scientific equipment:

6. The transfer of all or any rights (including the granting of license) 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. 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,

* 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 rovalty 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 right for use or right to use a computer software (including granting of a license)
irrespective ofthe medium through which such right is transferred.

* Consideration in respect of any right, property or information — Is it royalty? Royalty includes and has
always included consideration in respect of any right, property or information, whether or not,

* the possession or control of such right, property or information is with the payer;

= such right, property or information is used directly by the payer;

* 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 fiber or by any other similar tech-
nology, whether or not such process is secret.




= Fees for technical services

Any fees for technical services will be deemed to accrue or arise in India If they are payable by:

= The government,

n A person who is resident in India

= Exception: Where the fees are payable in respect of technical services utilized in a business or profes-
sion carried on by such person outside India or for the purpose of making or earning any income from
any source outside India,

o A person who is a non-resident, only where the fees are payable In respect of services utilized in a
business or profession carried an by the non- resident in India or where such services are utilized 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 consultancyservices {including providing the services of tech-
nical or other personnel). However, it does not include consideration for any construction, assembly,
mining or like project undertaken by the recipient or consideration which would be income of the
recipient chargeable under the head salaries.

Mlustration 6

Miss Mariya paid a sum of USS 5000 to Mr. Kiran, a management consultant practising In Singapore,
specializing in project financing. The payment was made in Singapore. Mr. Kiran s a non-resident. The
consultancy is related to a project in India with possible Singapore collaboration. Is this payment charge-
able to tax in India in the hands of Mr, Kiran, 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 toa
management consultant relating to project financing Is covered within the scope of "fees for technical
services”.

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 this case, since the services were utilized in India, the payment received by Mr. Kiran, a non-resident, in
Singapore is chargeable to tax in his hands in India, as it is deemed to accrue or arise in India. Any sum of
money paid by a resident Indian to a non-corporate non- resident or forelgn company.

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 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 exceeds % 50,000,

It may be noted that this deeming provision applies to only sum of money paid outside India to a non-car-
porate, non-resident or foreign company, and not in respect of property, movable or immovable, trans-
ferred outside India without consideration or for inadeguate consideration to a non-corporate, non-resi-
dent or foreign company
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- Summary

Residential status, as defined under section 6 of the income tax laws, plays a pivotal role in
determining the scope of total income that is subject to taxation. The residential status of an
Individual or an entity dictates whether their global income will be taxed or only the income
that is earned or received within the country. The law distinguishes between residents and
non-residents, with residents generally being taxed on their worldwide income while non-
residents are taxed only on income sourced within the jurisdiction. Additionally, the law specifies
certain incomes that are deemed to be received in the country, regardless of where the actual
transaction takes place. This includes incomes such as benefits or salaries paid by a resident
entity for services rendered anywhere in the world. Understanding these distinctions is crucial
for proper tax compliance and planning, as itinfluences the total scope of income that is
assessable under the law,
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Key Learning Outcomes d

« Understand Salary Compaonents
« Knowledge of Taxation Principles

« Awareness of Specific Provisions

« Able to Apply Rules and Calculations

« Skills in Financial Planning and Compliance
« Legal and Regulatory Awareness
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Unit 12 - Salaries

— Unit Objectives l@‘

At the end of the unit, you will be able to understand:

Introduction to salary, elements and basis of charge
Scope of salary

Allowances - Taxable and Exempted

Pension

Gratuity

Provident Fund

Profit in lieu of salary

Perguisites

Deduction from salary

Relief under sec B9(1)




Unit 12.1 - Introduction

The provisions related to Income under the head "Salaries” are contained In under section 15, 16 and 17 of the
income Tax 1961,

Chargeability

[Section 15]
« Salary Dus
y paid ocrallowed though
not due

Deduction

[Section 16]

Income under
the h

"Salaries”

* Professional Tax

Meaning

[Section 17]

- Salary
A Ferquisite

« Profit in lieu of Salary

Fig 6.1

Salary Is a fixed form of remuneration given to an individual for perferming work for a specific period of time.
Howevar, in income tay, the definition of salary includas many other forms of payment that employers offer
to employees. Llet's understand the meaning of salary under section 15, 16 and 17, as per Income Tax Act,
1961,

Unit 12.2 - Basic Elements of Salary

Payer and payee must have employer and employee (or Master & Servant) relationshig; and
Payment must have been made by the employer in such (employer's) capacity




Employer-employee relationship
A payment can be construed as salary only if the payer is the employer and payee |s the employee of the
payer.

e Criteria for employer-employee relationship: The key criteria to hold this relationship is that, the
employee is always bound to work as per direction and supervision of the employer.

* Payment in employer’s capacity: To treat any payment as salary it is necessary that payer, being the
employer, must have made the payment in such (employer's) capacity.

® Full-time or part-time employment: Once the relatonship 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 or a part time employee. 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 previ-
DUS years,

* Contract of service Vs contract for service: In “contract of service”, the employer can direct and control
the duties and the manner of performance of employee hence employer-employee relationship exists
in such contract. However, in case of “contract for service” the employer can simply decide and quote
the object or target to be achieved but cannot decide or direct the manner of performance.

* Forgoing of salary: Once salary accrues, the subsequent waiver by the employee does not absolve him
from liahility to income tax, Such waiver is only an application and hence, chargeable to tax.

e Surrender of salary: When an employee surrenders his salary to the central government under section
2 ofthe Voluntary Surrender of Salaries (Exemption from Taxation) Act, 1961, the salary so surrendered
would be exempt while computing his taxable income.

= 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-menetary perguisites on behalf of the employes
would be exempt in the hands of the employee.

* 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 paid or payable after the contract of employment in India comes
to an end. if an employee is paid pension abroad in respect of services rendered in India, the same will
he deemed to accrue in India. Similarly, leave salary paid abroad In respect of leave earned in India is
deemed to accrue or arise in [ndia.

» Agent and Principal: If a person is acting as an agent for his principal, any cormission or remunaration
earned by the agent is not taxable under the head "Salaries”. This is because, an agent is not the
employee of his principal.
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* Salary received by a partner: When the salary received is through a partner from its own firm, then it
shall not be taxahle as salary, because there is no employer-employee relationship between the firm
and the partner. Such salary shall' be taxable under the head “profits & gains of business or profession”.

* Salary received by proprietor from his proprietorship firm: Such salary is not an income. As proprietor
and proprietorship firm are the same person and hence the amount cannot be termed as salary. Remu-
neration to director: Remuneration paid to the director by his company can be treated as salary only if
the director is employee of the company, otherwise the same shall be taxable under the head “Income
from other saurces”,

* Remuneration to director: Remuneration paid to the director by his company can be treated as salary
only if the director is employee of the company, otherwise the same shall be taxable under the head
“Income from other sources”,

Note: Directors’ sitting fee is taxable under the head “Income from other sources”.

* Pension received by the widow: Pension received by the widow or legal heir of deceased employee is
not taxable as salary as no employer-employee relationship exists between the payer and the payee.
However, such amount shall be taxable under the head "Income from other sources”.

* Remuneration received by Judges: Remuneration received by Judges are taxable under the head “Sala-
ries” even though they do not have an employer.

Concluding the above, a payment received for services rendered, from a person other than employer, is not
taxable under the head “Salaries” but may be taxed under the head “Profits & gains of business or profes-
sion” or “Income from other sources”,

Unit - 12.3 Definition of Salary [Sec. 17(1)]

As per sec. 17(1) of the Income tax Act, 1961, salary includes the following:
Wages.
Any annuity or pension.
Any gratuity.
Any fees, cornmission, perquisite or profits in lieu of or in addition to any salary or wages.
Any advance of salary.
Any payment received in respect of any period of leave not availed of by the assassee.
The portion of the annual accretion In any previous year to the balance at the credit of an employes,
participating in recognized provident fund, to the extent it is taxable.
Transferred balance in 2 recognized provident fund, to the extent it is taxable.
Contribution made by the employer in the previous year, to the account of an employea under a
pension schieme referred to in sec. BOCCD [National Pension Scheme and Atal Pension Yojana).
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Unit 12.4 - Basis of Charge [Sec. 15]

Salary is chargeable to tax either on ‘due’ basis or on ‘receipt’ basis, whichever is earlier. Hence, taxable
salary includas:

s Advance salary (on ‘receipt’ basis): Salary paid in advance is taxable under the head ‘Salaries’ in the
year of receipt.

Note: Such advance salary shall not be included again in the total income when the salary becomes-
due.

Difference between advance salary and advance against salary:

Loan is different from salary. When an employee takes a loan from his employer, which Is repayable in
certain specified instalments, the loan amount canrot be brought to tax as salary of the employee. Similar-
ly, 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. It cannct be taxed as
salary,

* Outstanding salary (on ‘due’ basis): Salary falling due is taxable under the head ‘Salaries’ in the year
in which it falls due.

Note: Such due salary shall not be included again in the total income when it is received.

= Arrear salary: Any increment in salary with retrospective effect which have not been taxed in the past,
such arrears will be taxed in the year in which it is allowed. Arrear salary are taxable on receipt basis.

Place of accrual of salary
Salary which is received in India or earned in India shall be taxable in hands of all assessee whether
resident or non-resident in India. Salary is deemed to be earned in India provided:

The service is rendered in India

The rest period or leave period, which is preceded and succeeded by the service

rendered in India and forms part of the service contract of employment.

Principles of salary
Employee employer relationship
Salary from a former employer
Place of accrual of salary income
Foregoing salary
Tax free salary
Surrender of salary
Accrual basis
Payment made after termination




Scope of salary
Basic salary or wages
Advance pay
Arrears of salary
Dearness pay
Annuity
Pension

Computation of Salary (Proforma)

Computation of income under the head "Salarias” of ... far the AY. ...

Particulars
Basic Salary

Details

kR

Fees

Lk

Commission

e

Bonus

L

Graturty

Leave Encashment

L 2

Pension

ek

Retrenchment Compensation

EEEE

Compensation received under voluntary retirement
scheme

Lk

Allowances:

Dearmness Allowance (DA)/Dearness Pay (DP)

R

House Rent Allowance

TR

Children Education Allowance

EEEE

Children Hostel Allowance

e

Entertainment Allowance

EEE

Medical Allowance

et

Conveyance Allowance

EEEE

City Compensatory Allowance

e

Uniform Allowance

e

Professional Development Allowance

L

Transport Allowances

EEE

Other Allowances

T

e e e

Perquisites u/s 17(2)

Any Obligation of Employee Paid by the Employer

EEEE

Accommeodation

EEE

Shares and Securities issues under ESOP

e

Employer’s contribution to Superannuation fund

e

Gas, Electricity & Water

b2




Medical Facility

e

Other Fringe Benefits

TR

e

Leave Travel Concession

L

Contribution of Employer to Provident Fund

Interest on Recognised Provident Fund

e

Any Other ltem

e

Gross Salary

L

Less: Deduction u/s 16

(i) Standard Deduction

TR

(i) Entertainment Allowance

Lt 2

(iil) Tax on Employment/ Professional Tax

R

R

Taxable Salary

e

e Basic Salary: It is the sum paid by employer to employee as salary and shall be fully taxable.

» Pay-5cale (Grade system): It isa system of payment where increment scale is pre-known to employee,
E.g., Basic salary is given as 5,000 — 1,000 — 8,000 — 2,000 — 12,000, The above data indicates the incre-
ment schedule. As per this schedule initial payment is 2. 5,000 p.m. which will increased by % 1,000
every year until salary reaches to % 8,000 p.m. Once salary reaches to 3. 8,000 then increment will be
T 2,000 every year tll salary reaches the scale of 2 12,000, Accordingly, basic salary is calculated.

e Dearness Allowance (DA) or Dearness Pay (DP): It is an extra amount given to an employee to meet
the burden of inflation or Increased cost of living, This is fully taxable.

* Fees: An employee may be given apart from basic salary, extra remuneration for doing specific job
under the terms of employment. Such extra remuneration is termed as fee and shall be fully taxable.

= Commission: |t may be as a percentage of turnover or as a percentage of profit. In either case, it is

taxable,

= Bonus: Bonus may be contractual or voluntary. In either case, it is fully taxable.

Unit 12.5 - Allowances

Allowance means fixed quantum of money given regularly in addition to salary to meet particular require-
ment. The name of particular allowance may reveal the nature of its reguirement, e.g., house rent allow-

ance, tiffin allowance, medical allowance etc.




Allowances st a glance:

FULLY TAXABLE PARTLY TAXABLE FULLY EXEMPT
S R S House Rent Allowance [u/s Allowances to High Court
10(13A)] Judges
Special Allowances [u/s Allowance paid by the United
ReamesTwowdnee 10(14)] Nations Organization
) Compensatory Allowance
Overtime Allowance ceceived by jadge
Sumptuary allowance
Fixed Medical Allowance granted to High Court or
Supreme Court Judges
City Compensatory Allowance Allowance granted to
(to meet increased cost of Government employees
living in cities) outside India.
Interim Allowance
Servant Allowance
Project Allowance
Tiffin/Lunch/Dinner
Allowance

Any other cash allowance

Warden Allowance

MNon-practicing Allowance

Transport allowance to
employee other than blind/
deaf and dumb/
orthopedically handicapped
employes

Allowances which are Fully Taxable

* 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.
Entertainment allowance; This allowance is given to employees to meet the expenses towards hospl-
tality in receiving customers etc. The Act gives a deduction towards entertainment allowance only to a
government employee. The details of deduction permissible are discussed later in this unit.

* Transport allowance: 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 up ta ¥
3,200 p.m. is provided under section 10{14}{ii) read with Rule 28B




Allowances which are Partly Taxable

House rent allowance {HRA) [Sec. 10{13A) and rule 2A]

HRA stands for housing rent allowance in the context of income tax. It refers to the salary component of the
rent payment that is authorized as a deduction from taxable salary under Section 10. (13A),

Tax Treatment: Minimum of the following is exempted from tax:

Actual HRA received.

An amount equal to 50% of salary (when house is situated in a metro city) or 40% of salary (when house
is situated in any other place) for the relevant period

The excess of rent paid over 10% of salary. [Arithmetically, {Rent Paid — 10% of Salary)]

Salary here means: Basic + D.A. (If it forms a part of retirement benefit) + Commission as a fixed % on
turnover.

Notes

Salary shall be determined on due basis for the period for which the employee occuples rented accom-
modation in the previous year and gets HRA,

Exemption is not available If employee lives in his own house, or in a house for which he does not pay
any rent.

Far criteria of 50% or 40% of salary as deduction, place of employment is not significant but place where
the house is situated is important. metro cities are Delhi, Mumbai, Chennai, Kolkata

Deduction from HRA depends on Salary of the employee, Amount of HRA, place of residence (not place
of empleyment), rent paid by the employee.

llustration 1

Mr. Anand, a resident of Ajmer, receives X 48,000 as basic salary during the previous year 2020-21. In addi-
tion, he gets X 4,800 as dearness allowanca forming part of basic salary, 7% commission on sales made by
nim (sale made by Anand during the relevant previous year is < 86,000} and % 6,000 as house rent allowance.
He, however, pays % 5,800 as house rent. Determine the quantum of exempted house rent allowancea.

Solution
Computation of taxable house rent allowance of Anand for the A.Y, 2021-22

Particulars Details () Amount (7)

House Hent Allowance Received 6,000
Less: Minimum of the following being exempted u/s 10(134A)

a) Actual Amount Received 6,000

b) 40% of Salary (Note) 23,528

c) Rent paid — 10% of salary E 5,800 —% 5,882] Nil Nil
Taxable House Rent Allowance 6,000

Note: Salary for the purpose of HRA




Basic salary 7 43,000
Dearness Allowance 74800
Commission (7% of ¥ 86,000) 76,020
Total 7 58,820

Hence, exemption u/s 10{13A) is Nil.

Hlustration 2

Compute the taxable house rent allowance of Mr. Sachin from the following data:

Basic salary % 5,000 p.m., D.A. 2,000 p.m., HRA % 4,000 p.m., Rent paid % 4,000 p.m. In Pune.

On 1st July, 2020, there is an increment in basic salary by % 1,000.

On 1st October, 2020, employee hired a new flat in Kolkata at the same rent as he was posted to Kolkata,

On 1st January, 2021, employee purchased his own flat and started residing there.

Solution

Computation of taxable house rent allowance of Mr. Sachin for the A.Y. 2021-22

Particulars Details (7) Amount (7) Amount (7)
House Rent Allowance Received (from 1st April, 12.000
2020 to 30th JuneZ020) ’
Less: Minimum of the following being exempied u/s
10(134)
(a)Actual Amount Received LY
(b) 40% of Salary [@ 5,000 + 2 2,000) x 3] %300 |
¢) Rent paid — 10% of salary & 12,000 — % 2,100) 3900 i 500
House Rent Allowance Received (from 1.7.2020 to
12,000
30.9.2020)
Less: Minimum of the following being exempted u/s
10(134)
{a) Actual Amount Received 12509
b) 40% of Salary [( Z 6,000 + T 2,000) x 3] 9,600
(c) Rent paid — 10% of salary & 12.000 — % 2.400) 500 3500 <A
House Rent Allowance Received (from 1st October, 12,000
2020 to 315t December, 2020)
Less: Minimum of the following being exempied u/s
10(134)
a) Actual Amount Received 12.000
(b) 50% of Salary [(Z 6,000 + ¥ 2,000) x 3] 12,000
c) Rent paid — 10% of salary (¥ 12,000 —% 2,400) 9,600 9600 2,400




House Rent Allowance Received (from 1st January,
2021 to 31st March, 2027)

(Fully taxable as assessee resides in his own house)

12,000

Taxahle House Rent Allowance

20,400

Special allowance exempt u/s 10{14)
Allowancas, deduction from which depends on actual expenditure [Sec. 10(14){i)]

Allowance Meaning

Travel
or transfer
Allowance

An allowance, by whatever name called, to meet the cost of travel on tour.
Cost of travel includes any sum paid in connection with transfer, packing and
transportation of personal effects on such transfer.

Daily Allowance

An allowance, by whatever name called, granted on tour (or for the
period of journey in connection with transfer) to meet the ordinary daily
charges incurred by employee on account of absence from his normal place

of duty.

Conveyance Any allowance granted to meet the expenditure on conveyance in
Allowance performance of duties of the office, provided free conveyance is not provided
by the employer.
Tax point: Expenditure for covering the journey between office and residence
is not treated as expenditure in performance of duties of office and conse-
‘quently not covered under this allowance. (Refer Transport allowance)
Helper Any allowance, by whatever name called to meet the expenditure of assistant
/ Assistant or helper, provided such helper is appointed for the
Allowance performance of duties of an office.
Tax paint: Servant allowance is: fully taxable:
Research Any allowance, by whatever name called, granted to encourage
Allowance academic, research and other professional pursuits. This allowance may also
be termed as Professional Development / Academic
allowance
Uniform Any allowance, by whatever name called, to meet the expenditure on
Allowance purchase or maintenance of uniform wear, during the performance of duties

of an office.

Tax point: Uniform allowance is different from dress allowance.
Dress allowance is fully taxable.

Tax Treatment of aforesald allowances:
Minimum of the following shall be exempted:
Actual amount received; or
Actual expenditure incurred for such purpose.




Allowances, deduction which do not depend on actual expenditure [Sec. 10(14)(ii)]

Any special compensatory allowance in the nature of special comt
pensatory (hilly areas) allowance or

T high-aititude allowance or uncongenial climate allowance or snow
bound area allowance or

avalanche allowance

7 800 or ¥ 300 per
maonth depending
upon the
specified locations
T 7,000 per month
in Siachen area of
Jammu and
Kashmir

Any special compensatory allowance in the nature of border area
. allowance or remote locality
allowance or difficult area allowance or disturbed area allowance

Z1.300,2 1,100,
71,050, % 750,

T 300 or ¥ 200 per
maonth depending
upon the specified
locations

Special compensatory (tribal areas/schedule
areas/agency areas) allowance [specified states]

¥ 200 per month

Any allowance granted to an employee working in any transport
system 1o meet his personal

4 expenditure during his duty performed in the course of running
such transport from one place to another, provided that such em
pioyee is not in receipt of daily allowance

0% of such
allowance up toa
maximum of
710,000 per month

7100 per month
perchildupto a

ture on his child

5 Children education allowance :
rmaximum of two
children
¥ 300 per month
s Any allowance granted to an employee to meet the hostel expendt |perchildupto a

maximum of two
children

Compensatory field area allowance

operating in areas away from their permanent locations.

F [specified areas in specified states] SCuB per o
Compensatory modified field area allowance [specified areas in

. specified states] C1 AR per iGN
Any special allowance in the nature of counter insurgency allow

g ance granted to the members of the armed forces ¥ 3,900 per month




Any transport allowance granted to an employee who is blind or
deaf and dumb or orthopedically handicapped with disability of the

for above 15,000 feet

operating in high altitude areas for altitude of 9,000 to 15,000 feet

W lower extremities of the body, to meet his expenditure for commut R
ing between his residence and place of duty

- Undergrqtfnd allowance granteq to an employee m_.rhn is working in 2 800 per month
uncongenial, unnatural climate in underground mines.
Any special allowance in the nature of high-altitude

12 allowance granied to the member of the armed forces 21,600 per month

Any special allowance in the nature of special

Andaman & Nicobar and Lakshadweep Group of |slands

13 compensatory highly active field area allowance granted to the T 4,200 per month
member of the armed forces
Any special allowance in the nature of Island (duty)

14 allowance granted to the member of the armed forces in T 3.250 per month

Notes

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 in serial number 2, respectively.

An employee, being an assessee, who opts for the provisions of section 115BAC would be entitled
for exemption only in respect of 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 the

extent of X 3,200 p.m.

Ilustration 3

Mr. Umesh received education allowance of %, 80 p.m. for his 1st child, <. 20 p.m. for his 2nd child and <.
120 p.m. for his 3rd child. He zlso received hostel allowance of %, 1,000 p.m. None of his children are

studying. Find taxable children education allowance and hostel allowance,

Solution

Computation of taxable children education allowance for Mr. Umesh for the ALY, 2021-22

Particulars Detaiis Amount
Hostel allowance 12000

Less: Exempted (T 300 x 2% 12) 7,200 4800
Children Education allowance [R 80x12) +(F90=12) + (¥ 120 x12)] 3,480 1,200
Less: Exempted {(Z 100 + ¥ 90) x 12} 2,280

Taxable Allowance




Mote: Education allowance is allowed for any two children of assessee therefore education allowance of
first child (which is the lowest one i.e., ¥ 80 only) is not considered, to avail higher deduction.

llustration 4

MIr. & Nirs. Sharma have three children and two of them are not studying. Both Mr. & Mrs. Sharma are
working in Apex Ltd, and getting children education allowance % 500 per month and hostel allowance
1,000 par manth, Compute taxable children education allowance and hostel allowance,

Particulars Me. Sharma Mrs. Sharma

Details (3) Amount (3) | Details (3) Amount (3)
Education allowance (¥ 500 x 12) 6,000 6000
Less: Exemption (T 100= 12 = 2) 2400 3.600 2400 3.600
Hostel Allowance (T 1,000 % 12) 12,000 12,000
Less: Exemption (F 300x 12 x 2) 7,200 4800 7,200 4800
Taxable Allowance 8,400 8,400

Allowances which are Fully Exempt:

= 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, respec-
tively, are not taxable.

= Allowance received from United Mations Organisation (UNO): Allowance paid by the UNO to its
employees is not taxable by virtue of section 2 of the United Nations (Privileges and Immunities) Act,
1547.

» Compensatory allowance under Article 222(2) of the Constitution: Compensatory allowance received
by judge under Article 222(2) of the Constitution is not taxable since it is neither salary not perquisite,

*  Sumptuary allowance: Sumptuary allowance glven to High Court Judges under section 22C of the High
Court Judges {Conditions of Service) Act, 1954 and Supreme Court Judges under section 238 of the
Supreme Court Judges {Conditions of Service) Act, 1958 is not chargeable to tax.

* Allowances payable outside India [Section 10{7)]: Allowarnices of 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. Students may remember that in such cases under section 9(1)(iii), the income chargeabile
under the head ‘Salaries’ is deemed to accrue in India. The residential status of the recipient will, how-
ever, not affect this exemption,




Unit 12.6 - Pension
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Uncommuted Pension: Uncommuted pension refers to pension received periodically. It Is fully taxable in
thia 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 people convert their future right to receive
pension into a lumpsum amount recelvable immediately.

Exemption in respect of Commuted Pension [Section 10{104]]

As per section 10(10A), the payment in respect of commuted pension Is exempt, subject to the conditions
specified therein. Its treatment is discussed below:




* Employees of the Central Government/ local authorities/ Statutory Corporation/ members of the
Civil Services/ Defence Services: Any commuted pension received is fully exempt from tax.
+ Other Employees: Any commuted pension received is exempt from tax to the extent of the following:

If the employee is in receipt of gratuity also,

Exemption = 1/3rd of the amount of pension which he would have received had he commuted the whole
of the pension,

If the employee does not receive any gratuity

Exemption = % of the amount of pension which he would have received had he commuted the whele of
the pension.

MNotes:
* Judges of the Supreme Court and High Court will be entitled to exemption of the entire commuted
pension.

* Any commuted pension received by an individual out of annuity plan of the Life Insurance Corpora-
tion of India (LIC) from a fund set up by that Corporation will be exempted.

Mlustration 5

Mr. Vishal who retired on 1st October, 2022 Is receiving < 5,000 p.m. as pension, On 1st February, 2023,
he commuted 60% of his pension and received < 3,00,000 as commuted pension, You are required to com-
pute his taxable pension assuming:

1. Heis agovernment employee,
2. Heis a private sector employee and received gratuity of % 5,00,000 at the time of retirement.
3. Heis a private sector employee and did not receive any gratulty at the time of retirement.

Solution
He is a government employee

Uncommuted pensicn received (October — March) 94000

[(Z 5,000 x 4 months) + (40% of T 5,000 x 2 months)] '

Commuted pension received 7 3.00.000

Less: BExempt u/s 10(104) (1/3+300000/60%+100%) 7166667 7133333

Taxable pension 157,333
b. He is a private sector employee and received gratuity % 5,00,000 at the time of retirement

Uncommuted pension received (October — March) 724000

[(Z 5,000 x 4 months) + (40% of ¥ 5,000 x 2 months)]

Commuted pension received F3.00000

Less: Exempt u/s 10(104A) 7 3.00,000 | NIL

Taxable pension 724000




Accounts Assisiant

¢. He s a private sector employee and did not receive any gratuity at the time of retirement

Uncommuted pension received (October — March) [& 5,000 x 4 724,000
months) + (40% of 7 5,000 = 2 months)]

Commuted pension received 73.00000

Less: Exempt u/s 10(10A)(1/2+300000/60%=100%) 7 250,000 750,000
Taxable Pension T 74,000

Unit - 3.7 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 Gratu-
ity Act, 1972 is a statutory recognition of the concept of gratuity. Almost all employers enter into an agree-
ment with employees to pay gratuity.

» Retirement gratuity received under the Pension Code or Regulations applicable to members of the
Defence Service is fully exempt from tax.

* Employees of Central Government/ Members of Civil Services/ local authority
employees: Any death cum retirement gratuity is fully exempt from tax under section 10(10)(i).

= (Other employees:

= Covered by the Payment of Gratuity Act, 1572

Any death-cum-retirement gratuity is exempt from tax to the extent of least of the following:

g. %20,00,000

b. Gratuity actually received

c. 15 days' salary based on last drawn salary for each completed year of service or part thereof in excess
of 6 months

Note: Salary for this purpose means basic salary and dearness allowance. No. of days in 2 month for this
purpese, shall be taken as 26.

+ Not covered by the Payment of Gratuity Act, 1972

Any death cum retirement gratuity received by an employee on his retirement or his becoming incapacitat-

ed prior to such retirament or an his termination or any gratuity received by his widow, children or depen-

dents on his death is exempt from tax to the extent of least of the following:

a. %20,00,000

b. Gratuity actually received

c. Half month’s salary (based on last 10 months' average salary immediately preceding the month of
retirement or death) for each completed year of service {fraction to be ignored)




Accounts Assistant

Note: Salary for this purpose means basic salary and dearness allowance, if provided in the terms of employ-

ment for retirement benefits, forming part of salary and commissionwhich is expressed as a fixed percent-
age of turnover.
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Students must also note the following points:

»  Gratuity received during the period of service is fully taxable.

* Where gratuity is received from 2 or more employers in the same pravious year then aggregate amount
of gratuity exempt from tax cannot exceed % 20,00,000,

* \Where gratuity is received in any earlier previous year from former employer and again received from

another employerin a later previous year, the limit of % 20,00,000 will be reduced by the amount of gratu-
ity exempt earlier,




Accounis Assisiant

Nustration 6

mr. Aniredh retired on 15th June, 2022 after completion of 26 years & months of service and received gratu-
ity of ¥ 15,00,000, At the time of retirement, his salary was:

Basic Salary : X 50,000 p.m.

Dearness Allowanc : £ 10,000 p.m. (60% of which is for retirement benefits)

Commission : 1% of turnover (turnover in the last 12 months was £ 1,20,00,000)

Bonus : £ 25,000 p.a.

Cormpute his taxable gratuity assuming:

= He s 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 s agovernment employes,

Solution
a. He s covered by the Payment of Gratuity Act 1972

Particulars Amount

Gratuity received at the time of retirement Z15,00,000
Less: Exemption under section 10(10)

Least of the following:

i. Gratuity received T15,00,000

ii. Statutary limit ¥20,00,000

iii. 15 days' salary based on last drawn salary for each
completed year of service or part thereof in excess of b
months 15/26 xlast drawn salary x years of service
[ 15/26% (50,000 + 10,000) x 27 ] 7934615 934615

Taxable Gratuity ¥ 5,65,385

b. Heis not covered by the Payment of Gratuity Act 1972

Particulars Amount

Gratuity received at the time of retirement T15.00000
Less: Exemption under section 10(10) (Note) 7 8,58,000
Taxable Gratuity 76,42,000

Mote: Exemption under section 10{10) is least of the following:

Gratuity received  15,00,000

Statutory limit £ 20,00,000

Half month's salary based on average salary of last 10 months preceding the month of retirement for
each completed year of service.
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Le., 1/2 x Average salary x years of service
=1/2 (50,000+10)+(10,000«60%+10)+(1%=1,20,00,000<10/12) 26

10
=¥ 8.,58,000
c. Heis a government employee
Particulars Amount
Gratuity received at the time of retirement F15.00,000
Less: Exemption under section 10(10) 715,00,000
Taxahle Gratuity NIL

Unit - 12.8 Fees, commission, perquisites, or profits in lieu of or

in addition to anysalary or wages

The payment in the form of fees or commission by the employer to the employee are fully taxable. Commis-
sion may be paid as fixed percentage of turnover or net profits etc. Section 17{2) and 17(3) contains the
provisions relating to perquisites and profits in lieu of salary, respectively. The provisions of these sections
waould be discussad in detall separately in this unit.

Unit - 12.9 Leave Salary or Leave Encashment

Generally, employees are allowed to take leave during the period of service. Employee may avalil such leave
or in case the leave is not availed, then the leave may either lapse or be accumulated for future or allowed
ta be encashed every year or at the time termination/ retirement. The payment received on account of
encashment of un-availed 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.

Government employees: Leave salary received at the time of retirement is fully exempt frem tax.
Non-government employees: Leave salary recelved at the time of retirement is exempt from tax to the
extent of least of the following:




%3,00,000

Leave salary actually received

10 manths’ salary {on the basis of average salary of last 10 months)

Cash equivalent of leave (based on last 10 months’ average salary immediately preceding the date of
retirement) to the credit of the employee at the time of retirement or death. Earned leave entitlement
cannot exceed 30 days for every year of actual service rendered for the employer from whose service
he has retired

MNotes:
Leave salary received during the period of service is fully taxable.
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 % 3,00,000.
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 X 3,00,000 will be reduced by
the amount of leave salary exempt earlier.
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 fived percentage of
turnover,
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.

llustration 7

Mr. Malik retired on 1st December, 2022 after 20 years of service and received leave salary of 2 5,00,000.
Other details of his salary income are;

Basic Salary : 5,000 p.m. (% 1,000 was increased w.e.f. 1.4.2022)

Dearness Allowance : 3,000 p.m. (60% of which is for retirement benefits)

Commission : < 500 p.m.

Bonus : < 1,000 p.m.

Leave avalled during service: 430 days

He was entitled to 20 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
a. Heis a government employee

Particulars Amount
Leave salary received at the time of retirement ¥ 5,00,000
Less: Exemption under section 10{10AA) ¥ 500000
Taxable Leave salary Nil




b. He is a non-government employee

Leave salary received at the time of retirement % 500,000
Less: Exemption under section 10(10AA) [See Note below] 726400
Taxable Leave salary T 473600

Note: Exemption under section 10{10A4) is least of the following:

Amount

Particulars
Exemption under section 10(10AA4) is least of the following:

(i} Leave salary received

Z 500,000

(ii) Statutory limit

¥ 3,00,000

(i) 10 months’ salary based on average salary of last 10 months
1.e., Salary of last 10 months i1.e Feb-Nov
[ 10 x Salary of last 10 months i.e Feb-Nov ]

10
[ 10 (5000+8)+(4000+2) + (60%+3000+10) ]
10

Z 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

Le. [leave due (in days) x Average salary p.m ]
30 days

(120 days x 66,000 ]
- 30 days 10

726,400
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Unit 12.10 - Provident Fund

Provident fund scheme is intended to give substantial benefits to an employee at the time of his retire-
ment. Under this scheme, a specified sum is deducted from the salary of the employee 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:

* employee’s contribution
* jnterest on employee’s contribution
* employer's contribution
* interest on employer's contribution.

The accumulated balance is paid to the employee at the time of his retirement or resignation. In the case
of death of the employee, the same is paid Lo 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 deduc-
tions on savings in a provident fund account.

» Recognised Provident Fund (RPF): Recognised provident fund means a provident fund recognised by
the Commissioner of Income tax for the purposes of income tax. |t is governed by Part A of Schedule
IV to the Income tax Act, 1961. This schedule contains various rulas regarding the following:

= Recoghition of the fund

= Employee’s and employer's contribution to the fund

= Treatment of accumulated balance ete. A fund constituted under the Employees’ Provident Fund and
Miscellaneous Provisions Act, 1952 will also be a Recognised Provident Fund.

= 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.

* Public Provident Fund [PPF): Public provident fund is operated under the Public Provident Fund Act,
1958, A membership of the fund is open to every individual though it is ideally suited to salf-employad
people. & salaried employese may also contribute to PPF in addition to the fund operated by his
employar. An individual may contribute to the fund on his own behalf as also on behalf of a minor of
whom he is the guardian,

For getting a deduction under section 80C, @ member is required to contribute to the PPF a minimum of 3
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 instalments in multiples of X500 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 Offica.
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As per section 10{11), any payment from a Provident Fund (PF) to which Provident Fund Act, 1525, applies or
from Public Provident Fund wauld be exempt. Accumulated batance 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 = 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 Aprif, 2021 would be exempt upto that limit.

it may be noted that interest accrued on contribution to such funds upta 31st March, 2021 would be exempt
without any limit, even if the accrual of income is after that date.

Exemption of Accumulated balance of RPF, payable to an employee

* Where the accumulatad balance in Recognisad Provident Fund becomes taxable, the tax payable in each of
the years would be computed as if the fund had been an Unrecognised Provident Fund and the differenca 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 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’ continu-
ous service.

Mustration 8
Mr. A retires from service on December 31, 2021, after 25 years of service. Following are the particulars of
his income/investments for the previous year 2021-22:

Basic pay s7 16,000 per month for 9 months 1,44.000
Dearness pay (50% forms part of the retirement benefits) 72000

¥ 8,000 per month for 9 months

Lumpsum- paymen’% received from the: 600,000
Unrecognized Provident Fund

Deposiis in the PPF account 40,000

Out of the amount received from the unrecognised provident fund, the employer's contribution was %
2,720,000 and the interest thereon < 50,000. The employee's contribution was < 2,50,000 and the interest
thereon % 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 2022-237




Accounts Assistant

Solution
Taxable portion of the:amount received from the URPF in the hands of Mr. & for the A.Y. 2022-23 is comput-
ed hereunder:

Amount taxable under the head Salaries™

Employer's share in the payment received from the URPF i;géjgm
Interest on the employer's share 270,000
Total

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

Mote: 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 with-
drawal as this amount has already been taxed as his salary income.

lllustration @
Will your answer be any different if the fund mentioned above was a recognised provident fund?

Solution
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.

lllustration 10
Mr. B Is working In XYZ Ltd. and has given the detalls of his income for the P.Y. 2021- 22,
You are required to compute his gross salary from the details given below!

Basic Salary % 10,000 p.m.

D.A. [50% Is for retirement benefits) 8,000 p.m:
Commission as a percentage of turnover 0.1%

Turnmover during the year £ 50.00,000

Bonus 40,000

Gratuity 25,000

His own contribution in the RPF £ 20,000

Employer’s contribution to RPF 2084 of his basic salary

interest accrued in the RPFE 13% p.a. Z 13,000




Solution
Eomputation of Gross Salary of Mr. B for the AY.2022-23

Basic Salary [T 10,000x 12 1,20,000
Dearness Allowance [T 8,000 x 12] 96,000
Commission on turnover [0.1% =¥ 50,00,000] 5,000
Bonus 40,000
Gratuity [Note 1] 25,000
Employers’ contribution to RPF [20% of ¥ 1.20,000] 24000

Less: Exempt [Note 2] 20,760 3,240
Interest accrued in the RPF @ 13% p.a. 13,000 3,500
Less: Exempt @ 9.5% p.a. 9,500

Gross Salary 2,92,740

MNote 1: Gratuity received during service is fully taxable,

Note 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 [ X
1,20,000 + (50% x % 96,000) + X 5,000] = 12%

of 1,73,000=% 20,760

Note 3: Employee’s contribution to RPF is not taxable. It is eligible for deduction under section 80C.

Unit - 12,11 Profits in Lieu of Salary [Section 17(3)]

It includes the following:

= Compensation on account of Termination 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 termination of his employment.

= 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 treat-
ed as a revenue receipt and is chargeable as salary.
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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 employ-
ment, such payment is not profit in lieu of salary.

= Payment from provident fund or other funds
Any payment due to or received by an assessee from his employer or former employer from a provident
or other funds other than:

Gratuity [Section 10(10)]

Pension [Section 10(10A)]

Compensation received by a workman under Industrial Disputes Act, 1947 [Section 10{108]]
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 allawance [Section 10{13A)],

ot ol ol i -

To the extent to which it does not eonsist of employee’s contributions or interest on such contributions.

MNote: 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:

* That part of the sum, which represents the employer's contribution to the fund and interest, there-
on, is taxable under the head “Salaries”.

* 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.

» That part of the sum which represents the interest on employee’s contribution is chargeable to tax
as ‘Income from other sources’.

* Keyman Insurance policy: Any sum received by an assessee under a Keyman Insurance policy
including the sum allocated by way of bonus on such policy.

= Lumpsum Payment or otherwise
Any amount, whether in lumpsum or otherwise, due to the assessee or received by him, from any
person:
«  Before joining employment with that person, or
= After cessation of his employment with that person.
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Unit - 12.12 Retrenchment Compensation [Section 10(10B)]

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. 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”. How-
ever, 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 therzsof in excess of 6 months (ar) (b) An
amount, not less than X 5,00,000 as may be notified by the Central Governmant in this behalf,
whichever is lower.

Unit - 12.13 Voluntary Retirement Receipts |Section 10(10C)]

Lumpsum payment or otherwise received by an employee at the time of voluntary retiremant would be
taxable as “profits in lieu of salary”. However, it would be exempt under section 10{10C), subject to the
following conditions:

Eligible Undertakings:
The employees of the following undertakings are eligible for exemption under this clause:
Public sector company
Any other company
An authority established under a Central/State or Provineial Act
A local authority
A co-operative society
A Unlversity established or incorporated under a Central/State or Provincial Act and aninstitution
declared to be a university by the University Grants Commission
An Indian Institute of Technology
Such Institute of managernent as the central governmeant may, by notification in the official gazetts,
specified In this behalf
Any state government
The central government
An institution, having importance throughout India or in any state or states, as the central government
may specify by notification in the official gazette.
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Limit:

The maximum limit of exemption should not exceed % 5 lakhs. 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 instalments.

Guidelines:
The schemes should be framed in accordance with such guidelines, as may be prescribed and should
include the criteria of economic viability.

llustration 11

Mr. Dutta received voluntary retirement compensation of X 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) % 5,000 p.m. Compute his taxable voluntary retirement
compensation, assuming that he does not claim any relief under section 85,

Solution

Voluntary retirement compensation received % 7,00,000

Less: Exemption under saction 10[10C) [See Note below] % 5,00,000
Taxable voluntary retirement compensation % 2,00,000

Note: Exemption is to the extent of least of the following:

Compensation actually received =< 7,00,000

Statutory limit =% 5,00,000

3 months’ salary x completed years of service = ($20,000+%5,000) = 3x30years =< 22,50,000

Last drawn salary = remaining months of service left = { $20,000+%5,000)x6x12 months =  18,00,000

Unit- 12.14 Perguisites (Sec 17(2))

In commmon parfance, perquisite means, any casual emoluments or benefits attached to an office or
position, in addition to salary or wages, which is availed by an employee. In other words, perquisites are
the benefits in addition to nermal salary,

As per sec, 17(2) of the Income tax Act, Perquisite includes:

s Value of rent-free accommodation provided by the employer.

* alue of concession In rent in respect of accaommaodation provided to the assessee by his employer.

= The value of any benefit or amenity granted or provided free of cost or at concessional rate to speci-
fied employees.

»  Amount paid by an emplayer In respect of any obligation which otherwise would have been payable
by the employee.
Tax point: Any obligation of the employee met by employer shall be taxable on cash basis L.e., In the
year in which amount Is paid by the employer.




Example: Employer paid employees’ professional tax liability pertaining to period 2019-20 in April
2020, such perguisite shall be taxable inthe previous year 2020-21.

Sum payable by an employer, whether directly or through a fund other than recognised provident fund
or approved superannuation fund or deposit-linked insurance fund, to affect an assurance on the life
of the asscssee or to affect a contract for an annuity. Tax point: Such sum shall be taxable on accrual
basis.

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.

Any cantribution in excess of % 1,50,000 to an approved superannuation fund by the employer in
respect of the assessee,

The value of any other fringe benefit or amenity as may be prescribed.

Motes:

Perquisites are taxable under the head “Salaries” only if, they are:

Allowed by an employer to his employee or any member of his household.

Resulting in the nature of personal advantage to the employee.

Derived by virtue of employee’s authority.

Perquisite may be contractual or voluntary. In other words, it is not necessary that the benefit
must have been received under an enforceable right.

Perquisite may be received from the former, present, or prospective employerMember of house-
hold includes:

Spouse (whether dependent or not)

Parents (whether dependent or not);

Servants; and

Children and their spouse (whether dependent or not);

Dependents.

Unit - 3.15 Specified Employees [Sec. 17(2)(iii)]

=

Specified Employee Means:
= A director Employee.

Mote: It is Immaterial:

Whether he is a nominee of the workers, financial institutions, etc. on the board;
Whether the employee is full time director or a part time; and
Whether he was a director throughout the previous year or not.

Tax point:

A director-employes shall be treated as specified employee of that company only.Example: If Steve |s
working with X Ltd. as director employee and with Y Ltd. as employee only, he will be treated as speci-
fied employee only for X Ltd. and nat for ¥ Ltd,

Director even for a day is construed as specified employee of such company.
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* An Employee who has Substantial Interest in the Employer Company.
Substantial interest means the employee who beneficially holds 20% or more voting power in the employer
campany.

Tax point:

= Such employee shall be treated as specified employee of that company only.

e The main criteria is, beneficial ownership and not the legal ownership.

= Substantial interest must be held by the assessee individually, and not together with relative.

Example: Mr, Kevin holds 18% equity share of ¥ Ltd. and his wife holds 7% equity share of the same compa-
ny. In such case Mr. Kevin will not be treated as specified employee.

*  An Employee whose Aggregate salary from all Employers Together exceeds X 50,000 p.a.
For computing the sum of % 50,000, following are to be excluded/deducted:

= All non-monetary benefits;

¢ Non-taxable monetary benefits;

¢ Deduction ufs 16{ia), 16(ii) and 16(iii) [Discussed |ater in this chapter]; and

¢ Employer's contribution to Provident Fund. Tax point:

= \Where salary is received from twe or more employers, the aggregate salary from all employers shall
be considered for calculation of above ceiling. And if aggregate salary exceeds % 50,000 p.a. the
employee shall be treated as specified employee of all employers.

Example: Mr. Rohan is working with X & Co. and Y Ltd. His taxable monetary salary from X & Co. i 336,000
p.a. and from ¥ Ltd. is 45,000 p.a. Since the aggregate salary is more than 50,000 p.a. Mr. Rohan will be
treated as specified employee for both the employer i.e., X & Co. and ¥ Ltd.

= Even ‘DA not forming a part of salary for retirement benefit’ shall be included in salary, while deter-
mining the above limit of < 50,000 p.a.

Exermnpted Perquisites

Following perguisites are exempted in hands of employee:

s Tea or Snacks: Tea, similar non-alcohalic beverages and snacks provided during working hours.

* Food: Food provided by emplayer in working place.

» Recreational Facilities: Recreational facilities extended to 2 group of employees.

» Goods Sold to Employee at concessional rate: Goods manufactured by employer and sold by him
to his employees at concessional (not free) rates.

* Conveyance Facility: Conveyance facility provided:

*»  Toemployees far journey between office and residence and vice varsa.

*  To the judges of High Court and Supreme Court

* Training: Amount spent on training of employees including boarding & lodging expenses for such
training,

* Services Renderad Outside India: Any perquisite allowed outside India by the government toa
citizen of India for rendering services outside India.




e

Contribution In Some Specified Schemes

Employer's contribution to a pensian or deferred annuity scheme.

Employer's contribution to staff group Insurance scheme.

Annual premium paid by the employer on personal accident policy affected by him in respect of his
employee.

Loans

Loan glven at nil or at concessional rate of interest by the employer provided the aggregate amount of loan
does not exceed T 20,000,

Interest free loan for medical treatment of the diseases specified in Rule 3A.

*Medical facility: A provision of medical facility at office is exempt.

Note: However, Medical Allowance is Fully Taxable.

Periodicals and Journals: Periodicals and journals required for discharge of work.

Telephone, Mobile Phones: Expenses for telephone, mobile phones actually incurred on behalf of
emplayee by the employer whether by way of direct payment or reimbursement.

Free education facility: Free education facility to the children of employee in an institution owned ar
maintained by the employer provided cost of such facility does not exceed X 1,000 p.m. per child.

Note: Such facility is not restricted to two children as in case of Children Education allowance.

Computer or Laptop: Computer or Laptop provided whether to use at office or at home (provided own-
ership is not transferred to the employee).

Movable assets: Sale or gift of any movable asset [other than car and electronic items) to employes
after being used by the employer for 10 or more years.

Leave Travel Concession; Leave Travel Concession (LTC) subject to few conditions.
Rent-free accommodation
Rent-free official residence provided to a Judge of a High Court or the Supreme Court:
Rent-free furnished residence (including maintenance thereof] to Official of Parliament, a Union Min
ister or a Leader of opposition in Pariiament.
Accommeodation: Accommodation provided:

on transfer of an employee in a hotel for a period not exceeding 15 days in aggregate.

In a remote area to an employee working at a mining site or an onshore exploration site or a project
execution site or a dam site or 8 power generation site or an offshore site,
Tax on non-monetary perguisite paid by employer on behalf of employee. With effect from A.Y.
2003-04 a new sec. 10(10CC) has been inserted which provides that Income tax paid by employer on
behalf of employee on incame, being non-menetary perguisite, is not a taxable perguisite.

Health club, Sports club facility




Unit 12.16 - Leave Travel Concession [Sec. 10(5)]

If an employee goes on travel (on leave) with his family and traveling cost is reimbursed by the employer,
then such reimbursement is fully exempted.

Notes
Journey may be performed during service or after retirement.
Employer may be present or former,
Journey must be performed to any place within India.
In case, journey was performed to various places together, then exemption is limited to the extent of
cast of journey fram the place of origin to the farthest point reached, by the shortest route.
Employee may or may not be a citizen of |ndia.
Stay cost is not exempt

Exemption: Exemption is limited to the amount actually incurred on the travel to the extent as under:

By Air Air economic class fare of shortest route
When the place of origin and destination is
connected by rail but journey is performed by | Same as above
any other mode of transport
When the place of origin and destination is not connected by rail:

Where a recognized public transport system First class or deluxe class fare, as the case
exists may be, on such transport

Amount equivalent to air- conditioner 1st class
Where no recognized public transport system | rail fare, for the distance of the journey by the
exists shortest route, as if journey had been per
formed by rail.

Motes
Mo exemption can be claimed without performing journey and incurring expenses thereon.
Block-period: Exemption is available in respect of 2 journeys performed In a block of 4 calendar ears
commencing from 1st January 1986.
Academically, for the A.Y, 2019-20, the relevant block is Jan 2018 to Dec. 2021,
Carry-forward facility: Where concession is not availed during the preceding block (whether on one
occasion or both), then any one journey performed in the first calendar year of the immediately
succeeding block will be additionally exempted (i.e., not counted in two journey limit)
Family: Family here means:
Spouse and children of the individual; and
Parents, brothers and sisters of the individual, who are wholly or mainly dependent on him.
Restriction on number of children: Exemption can be claimed for any number of children born on or
before 30th September, 1998. In addition, exemption is available only for 2 surviving children born en
or after 1st October, 1998. However, children born out of multiple birth, after the first child, will be
treated as one child only.




Fixed Leave travel allowance: Fixed amount paid to employees by way of leave travel allowance shall

not be exempt.

The exemption u/s 10(5) is for travel cost and does not include stay cost or other cost,

Valuation of Rent-free unfurnished accommodation (RFA) [Rule 3{1}]
Rent-free accommodation |s taxable in the hands of all employees {except the Judges of High Court or
Supreme Court and Official of the Parliament or Union Minister and a leader of Opposition).

Accommodation here includes fixed aswell as floatingstructure.

Fixed Structure A house, flat, farmhouse (or apart thereof), accommaodation in hotel,
motel, service apartment, a guest house efc.
Floating Structure A caravan, mobile home, ship etc.

For The Purpose of Valuation, Employees are Divided into Three Categories:
= Employees of the central or state government or of any undertaking under the control of the govern-

ment;

= Accommodation provided by government to an employee serving on deputation

* Other employees

* (Central and 5tate Government Employee (Including military person)

Where the accommodation is provided by the central government or any state government to the employ-
ees either holding office or post in connection with the affairs of the union or of such state, the value of
perquisite in respect of such accommodation is equal to the license fee, which would have been determined
by the central or state government in accordance with the rules framed by the government.

Accommodation provided by government to an employee serving on

deputation:Where the accommaodation is provided by the central government or any state government to
an employee who is serving on deputation with anybody or undertaking under the control of such govern-
ment, then the value of perguisite of such an accommodation shall be:

Which accommodation is provided Value of perquisite

Having population exceeding 25 Lakhs as per
2001 census

15% of salary for the period during which the
employee occupied the said accommodation.

Having population exceeding 10 lakhs but not
exceeding 25 lakhs as per 2007 census

10% of salary for the period during which the
employee occupied
thesaid accommodation.

Any other city

T.5% of salary for the period during which the
employee occupied thesaid accommodation.




Other Employees [residual category)
The value of perguisite is determined as per the following table:

Having population exceeding | 15% of salary for the period
25 lakhs as per 2001 census | during which the employee
occupied the said
accommodation.
Having population exceeding | 10% of salary for the Rent paid or payable by the
10 lakhs but not exceeding period during which the employee | employer or 15% of salary,
25 lakhs as per 2001 census | occupied the said whichever is lower.
accommodation.
Any other city 7 5% of salary for the period
during which the employee
occupied the said
accommodation.

Mustration 12
Mr. Mukesh has the followlng salary structure:

a) Basic Salary ¥ 5,000 pm b) Entertainment Allowance ¥ 1,000 p.m.
¢) Education Allowance T 500 p.m.
(he has three children)

e)Fees 75000pa f) Bonus ¥ 10,000 p.a.
g) Professional tax of employee paid by employer¥ 2,000 for the year

d) DA 73,000 p.m.

He has been provided a3 rent-free accommaodation in Mumbal, 60% of DA only forms part of reirement
benefits.

Compute taxable value of accommodation in the hands of Mr. Mukesh in the following cases:

The employer owns such accommadation,
The employer hires such accommeodation at a monthly rent of 2 800.

Solution

Taxable value of rent-free accommaodation for the AY. 2021- 22
Particulars Basis of determination Taxable Perquisite
(i) Owned by employer | 15% of Salary (Working) 16,830

15% of Salary or actual rent paid by employer,
whichever is lower

(i1) Hired by employer 710,800




Working: Salary for the purpose of rent-free accommodation:

Particulars Details Amount (7.) Amount (7)
Basic Salary 60,000
Bonus 10,000
Fees 5,000
Allowances

Dearness allowance T 36,000 > 60% 21,600

Entertainment Allowance 12,000

Education Allowance % 6,000 — T 2,400 3,600 37,200
Gross Taxable Salary 1,12,200

Note: Professional tax paid on behalf of employee is a perguisite; hence the same shall not be included
in salary for the aforesaid purpose.

Hustration 13
In above illustration, how shall answer differ if the proparty is situated in a city where population is only
14,680,000,

Solution
Taxahle value of rent-free accommaodation for the AY.2021-22

Particulars Basis of determination TS Ve of
Perguisite
i. Owned by employer 10% of Salary (as per the above working) 11,220
i.. Hired by employer 15% of Salary or Actual rent paid by ¥10:800
employer, whichever is lower

lllustration 14

* Miss Sharma has the following salary structure:

= Basic salary % 15,000 p.nm.

* Dearness Allowance % 5,000 p.m. {not forming part of retirement benefit)
= Hostel Allowance 2 1,000 p.m. (does not have any child)
e Tiffin Allowance X 500 p.m.

* Transport Allowance % 200 p.m.

=  Bonus % 20,000 p.a.

* Commission % 15,000 p.a.

*  Free refreshment in office worth ¥ 5,000 p.a.

= Maobile phone facility by empioyer % 900 p.m.

» Computer facility worth % 10,000 p.a.

She has been provided a rent-free accommaodation (owned by employer) in Kolkata. The house was allot-
ted to her with effect from 1st May, 2020 but she could occupy the same only from 1st June, 2020, Find
her gross taxable salary.




Solution

Computation of gross taxable salary of Miss Sharma for the AY. 2021-22

Particulars Amount (7)) Amount (7)
Basic Salary 1,680,000
Bonus 20,000
Commission 15,000
Allowances:

Dearness Allowance 60,000

Hostel Allowance (Fully taxable as she has no child) 12,000

Tiffin Allowance 6,000

Transport Allowance 2400 80,400
Perquisite u/s 17(2)

Free Refreshment (not taxable) Nil

Mobile or telephone facility Nil

Computer facility Nil

Rent Free Accommodation (Working) 29 475 20425
Gross Salary 3,24.825
Working: Salary for the purpose of rent-free accommodation

Basic Salary 1,80,000

Bonus 20,000

Commission 15,000

Allowances;

Dearness allowance Nil

Hostel Allowance 12,000

Tiffin Allowance 6,000

Transport Allowance 2,400

Total 2,35400

Value of Bent-Free Accommodation (being 15% %3 2,35400x=10/12) |29,425

Motor Car

There are various perquisites which are provided by the employer to employee during the year. Mator
car as a perquisite is one of the famous perquisites provided by employer. Generally, this kind of perqui-
site is provided to senior employees of the organization. The taxability of perguisites is covered under

Rule 2 of Income Tax Rules, 1962,

* |f Motor Car is Owned or Leased by The Employer
Used Exclusively for official Purpose

(=]

If the car is used for only official purpose, it will not be taxable in the hands of employee irrespective

of cubic capacity of engine.
= Used for Both official and Personal Purpose

» [f running and maintenance cost is reimbursed by the employer cubic capacity within 1.6 litre =
% 1,800 p.m. + % 900 p.m. (If driver is provided) cubic capacity exceeding 1.6 |itre — % 2,400 p.m.

+ % 900 p.m. (If driver is provided)
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If running and maintenance cost is reimbursed by the employee Cubic capacity within 1.6 litre —%
600 p.m. + % 900 p.m. (If driver is provided) Cubic capacity exceeding 1.6 litre —% 900 p.m. + % 500
p.m. (If driver is provided)

Used Exclusively for Personal Purpose
If the car is used for only personal purpose, it will be fully taxable in the hands of employee irrespective
of cubic caparcity of engine.
The taxable value is as under:
Actual cost of running and maintenance of motor car
Plus: driver’s salary
Plus: normal wear and tear®10% per annum of the actual cost of motor car
Less: any charges recovered from the employee

If motor car is owned by the employee but running and maintenance and driver’s salary reimbursed
by employer:

Used exclusively for official purpose

If the car is used far only official purpose, it will not be taxable in the hands of employee irrespective
of cubic capacity of engina.

Used for both official and personal purpose

If running and maintenance cost is reimbursed by the employer

Cubic capacity within 1.6 litre— Actual expenses less ¥ 2,700 p.m. Cubic capacity

exceeding 1.6 litre — Actual expenses less 3,300 p.m.

If Employee owns any other automotive conveyance but running and maintenance is reimbursed by
employer

Used exclusively for official purpose

If the car is used for only official purpose, it will not be taxable in the hands of employee if cubic
capacity of engine is within 1.6 litre.

Used for both official and personal purpose

If running and maintenance cost is reimbursed by the employer

Cubic capacity within 1.6 litre — Actual expenses less % 900 p.m. Cubic capacity exceeding 1.6 litre -
Mot Applicable

Unit- 12.17 Deductions From Salary

The income chargeable under the head 'Salaries’ is computed after making the following deductions:
Standard deduction [Section 16(ia)]
Entertainment allowance [Section 16(ji)}
Professional tax [Section 16(jii)] 5




Standard Deduction
A standard deduction of £ 50,000 or the amount of salary, whichever is lower, is to be provided to the
employees.

Entertainment Allowance
Entertainment allowance received is fully taxable and is the first to be included in the salary and thereafter
thie 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:

One-fifth of his basic salary or

%5,000 ar

Entertainment allowance received,
Amount actually spent by the employee towards entertainment out of the entertainment allowance
received by him is not a relevant consideration at all,

Professional Tax on Employment

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 persan shall not exceed ¥ 2,500 per annuim. However,
the amount paid during the previous year can be more than 2,500 as the employee may have paid the
professional tax of an earlier year during the previous year. 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/fs 16.

Unit - 12.18 Relief Under Section 89 (1)

*  Onaccount 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.

*  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 payabie by the employerto a

s Person belonging to the family of an employee in the event of his death,

* No relief at the time of voluntary retirement or termination of service:

Mo relief shall be eranted in respect of any amount received or receivable by an assessee on his volun-
tary 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 assess-
ment year or any other assessment year.,




lustration 15

Mr. X is employed with AB Ltd. on a monthly salary of % 25,000 per month and an entertainment allowance

and commission of X 1,000 p.m. each. The company provides him with the following benefits:

A company owned accommaodation is provided to him in Delhi. Furniture costing X 2,40,000 was provid-

ed on 1st August, 2021.

A personal loan of % 5,00,000 was provided on 1st, July, 2021 on which interest is charged? 6.75% p.a.
The entire loan s still outstanding. (Assume 5Bl rate of interest on 1st April, 2021 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 1st May, 2018. The motor cycle was finally sold to him on 1st August, 2021

for % 30,000.
Professional tax paid by Mr. X s % 2,000.

Compute the income from salary of Mr. X for the ALY, 2022-23 assuming Mr. X has not opted for the provi

sions of section 115BAC.

= %60,000 = (%60,000 =10% p.a.x3years)

= %42,000. Perguisite =%42,000 330,000

= 12,000

Solution
FarticCulars et
Basic salary F 25,000 x 12] 3,00,000
Commission [F 1,000 = 12] 12,000
Entertainment allowance F 1,000 = 12] 12,000
Rent free accommodation [Note 1] 48,600
Add: Value of fumiture | 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 [F 60,000 x 10% p.a for 4 months] 2000
Transfer of motor cycle [Note 3] 12.000
Gross Salary 4.25,100
Less: Deduction under section 16,
Under section 16{ia) — Standard deduction Under section 50,600
16{iii) - Professional tax paid 2,000 52,000
Income from Salary 3,73,100
Note 1: Value of rent-free unfurnished accommodation
=15% of salary for the relevant period
=15% of (%3,00,000+%12,000+312,000) = 48,600
Note 2: Value of perquisite for interest on personal loan
= [%5,00,000 %(12.75%-6.75%) for 9months] = 22,500
Note 3: Depreciated value of the motor cycle
= Original cost — Depreclation $10% p.a. for 3 completed years.




lllustration 16
Mr. Ram, employed as Production Manager in Beta Ltd.; furnishes you the following information for the
year ended 31st March, 2022:

Basic salary up to 31st October, 2021 % 50,000 p.m.
Basic salary from 0lst Novemner, 2021 % 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 2021 on basic salary plus dearness allowance applica-
bie for that month.

Contribution of employar to recognized provident fund account of the employee @16% of basic salary.
Professional tax pald T 2,500 of which ® 2,000 was pald by the employer.

Facility of laptop and computer was provided to Mr. Ram for both official and personal use. Cost of
laptop % 45,000 and computer X 35,000 were acquired by the company on 01st December, 2021.
Motor car owned by the employer (cubic capacity of engine exceeds 1.60 litres) provided to the
employee from O1st November, 2021 meant for both official and personal use. Repair and running
expenses of T 45,000 from 01st November, 2021 to 31st March, 2022, were fully met by the employer.
The motor car was self-driven by the employee.

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 T 30,000 for adults and 2
45,000 for three children. Mr. Ram is eligible for avalling exemption this year to the extent It is permissi-
ble in law.

Compute the salary income chargeable to tax in the hands of Mr. Ram for the assessment year 2022-23
assuming he has not opted for the provisions of section 115BAC,

Solution
Computation of Taxable Salary of Mr. Ram for A.Y. 2022-23

BIticCUlars et nl i DL
Basic salary [(7 50,000 x 7) + (7 60,000 x 5)] 6,50,000
Deamess Allowance (40% of basic salary) 2,60,000
Bonus (T 50,000 + 40% of T 50,000) (See Note 1) 70,000
Employers' contribution to recognised provident fund in _
excess of 12% of salary = 4% of ¥ 6,50,000 (See Note 2) 26,000
Professional tax paid by employer 2,000
Perquisite of Motor Car (T 2,400 for 5 months) (See Note 4) 12.000
Gross Salary 10,20,000
Less: Deduction under section 16
Standard deduction u/s 16{ia) 50,000
Professional tax u/s 16(iii) (See Note 6) 2,500 52 500
Taxable Salary 9.67,500




Notes:

1,

3'

41-

5'

Since bonus was paid in the month of October, the basic salary of % 50,000 for the month of
October is considered for its calculation.

It s 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 personalas well as
office use, the value of perquisite shall beX 2,400 per month. The car was provided to the employee
from D1st November, 2022, therefore the perquisite value has been calculated for 5 months.
Mr.Ram can avall exemption under section 10(5) on the entire amount of ¥75,00 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.lt is
assumed that the leave travel concession was availed for journey within India.

As per section 17(2)(iv), a “perquisite” includes any sum paid by the employer in respect of any obliga-
tion 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. Ram. As per
section 16(iii), a deduction from the salary is provided on account of tax on employment i.e., profes-
sional tax paid during the year. Therefore, in the present case, the professional tax paid by the
employer on behalf ofthe employee %2,000 is first included in thesalary and deduction of
the entire professional tax of 32,500 is provided from salary.

Mustration 17

From the following details, find out the salary chargeable to tax for the AY.2022-23 assuming he has not
opted for the provisions of section 115BAC Mr. X is a regular employee of Rama & Co,, in Gurgaon. He was
appointed on 1st January, 2021 in the scale of ® 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 % 10,000 per month.
He is also provided with following facilities:

Facility of laptop costing ¥ 50,000.

Company reimbursed the medical treatment bill of his brother of % 25,000, who is dependent an him.
The monthly salary of % 1,000 of a house keeper is reimbursed by the company.

A gift voucher of % 10,000 on the occasion of his marriage anniversary.

Conveyance allowance of % 1,000 per month is given by the company towards actual reimbursement of
conveyance spent on official duty.

He is provided personal accident policy for which premium of % 5,000 is paid by the company.

He is getting telephone allowance® % 500 per month.




Solution
Computation of taxable salary of Mr. X for A.Y. 2022-23

Particulars Amount (7.)
Basic pay [(¥ 20,000x8) + (z 21,000x3)] = 7 1,80,000 + T 63,000 243,000
Dearness allowance [10% of basic payl 24 300
Bonus 21,000

Employer’'s contribution to Recognized Provident

Fund in excess of 12% (15%-12% =3% of¥ 2,67,300) [See Note 1 below] 8019
Taxable allowances ;

Telephone allowance l b,000
Taxable perguisiies ;
Rent-free accommadation [See Note 1 & 2 below] 44145
Medical reimbursement 25.000
Reimbursement of salary of housekeeper 12,000
Gift voucher [See Note 5 below] 10,000
Gross Salary 393,464
Less: Deduction under section 16(ia) — Standard deduction 50,000
Salary income chargeable to tax 343,464
Motes:

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.

Where the accommodation is taken on lease or rent by the employer, the value of rent-free accom-
madation provided to employee would be actual amaunt of lease rental  paid or payable by the
employer or15% of salary, whichever is lower,

o

For the purposes of valuation of rent-free house, salary includes:
= Baslc salary l.e.,, 2,43,000
= [Dearness allowance (assuming that It is included for calculating retiremeant banefits) i.e., T 24,300
=  Bonusle, % 21,000
= Telephone allowance i.e., T 6,000
Therefore, salary works out to
T2,43,000+ % 24,300+ 21,000 + 6,000 = v 2,94,300.
15% of salary = 2,94,300 = 15/100 =¥ 44,145
Value of rent-free house = Lower of rent paid by the employer (i.e., £ 1,20,000) or 15% of salary (i.e.,
% 44,145).
Therefore, the perquisite value is T 44,145.
Facility of, use of laptop is not a taxable perquisite.
Conveyance allowance is exempt since It is based on actual reimbursement for official purposes.
5. The value of any gift or voucher or token in lleu of gift received by the employee or by member of his
household below % 5,000 in aggregate during the previous yvear is exempt. |n this case, the gift vouch-
er was received on the occasion of marriage anniversary and the sum exceeds the limit of £ 5,000,
anniversary and the sum exceeds the limit of 5,000,

el




Therefore, the entire amount of < 10,000 is liable to tax as perquisite.

Mote-An alternate viewpossible is that only the sum in excess of % 5,000 is taxable,
In such a case, the value of perguisite would be % 5,000.

6. Premium of X 5,000 paid by the company for personal accident policy is not liable to tax.
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— Summary |8

The concept of salary in income tax law encompasses various components, each governed

by specific sections to define its taxability. Section 17(1) clearly defines salary to include

wages, annuities, pensians, gratuity, fees, commissions, perquisites, profits in lisu of salary,
and advances. The basis of charging tax on these eamings is established in Section 15, which
stipulates that salary is taxed on due or receipt basis, whichever is earlier. Allowances provided
by an employer can either be fully taxable, partially taxable, or exempt, depending on their
nature and the stipulations in the tax laws. Pension and gratuity are retirement benefits with
their tax implications; pensions are generally taxable unless specified, and gratuity is exempt
up to a certain limit under specific conditions, Other notable compaonents include fees and
commissions which are taxed as part of salary, perquisites {valued additions provided by the
employer), and profits in lieu of salary, which encompass various non-salary compensations.
Leave salary or encashment, provident fund contributions, retrenchment compensation under
Section 10{108), and receipts from voluntary retirement under Section 10({10c) are other crucial
elements, each with distinct tax treatments that reflect their role in an employee’s compensation
structure.
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— Exercise M

What is included in the definition of salary according to Section 17(1)?
A) Only wapges and feas

8) Wages, pensions, gratuity, and other compensations

C) Only perquisites and profits

D) Solely commissions

Answer: B

Acrcording to Section 15, on what basis Is salary taxed?

. A} Only when it Is due

. B) Only when It is received

. C} On the basis of the higher amount between due and received
. D) On a due or receipt basis, whichever is earlier

. Answer: D

Which type of allowance is not fully taxable?
‘A) House Rent Allowance in some cases
B} Transport Allowance

C) Special Allowance

D} Dearness Allowance

Answer: A

What is the tax treatment of pension received by an employea?

. A) Always non-taxable

. B} Always taxable

. C) Taxable, unless specified otherwise

. D] Non-taxable, if received from an approved fund
. Answer: C

Under what condition is gratuity exempt from tax?

. A} Always exempt
. B) Exempt up to a certain limit under specific conditions
. €) Never exempt
. D) Exempt only for government employees
Answer: B

How are fees and commissions categarized for taxation?
. A As capital gains

B} &As business income

C) As other sources of income

D) As part of salary

Answer: D

What are perquisites according to tax law?
A) Additional benefits, often taxable, provided by an employer

. B) Basic components of salary

. C) Always non-taxable benefits

. D) Only include vehicle and housing benefits
. Answer: A

— B
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What are profits in lieu of salary?

. A} Profits earned from personal investments

. B) Bonuses anly

. C) Includes non-salary compensations like bonuses, terminated contracts compensation
. D) Only includes stock options

. Answer: C

What is the tax treatment for retrenchment compensation under Section 10{108)?

. &) Fully taxable

. B) Exempt under certain conditions

» O Always exempt

. D) Partially taxable

. Answer: B

How are voluntary retirement receipts treated under Saction 10(10c)?
. A} Taxable as regular income

. B) Fully exempt without conditions

. C) Exempt up to a specified limit under certain conditions

D] Considered as capital gains
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Unit 13.2 -
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Unit 13.8 -

Unit 13.9 -

Unit 13.10 -

Chargeability [Sec. 22]

Conditions for Chargeahility

Compasite Rent

income from House Property Situated Outside india
Exempted House Properties

Determination of Annual Value

Deductions from Annual Value [Section 24]
Arrears of Rent and Unrealized Rent Received
Subseguently [Section 25A]

Treatment of Income from Co-Owned Property
[Section 26]

Deemed Ownership [Section 27])




Key Learning Outcomes

« Understand Chargeability

« Learn Classification of Properties

« Understand Concept of Annual Value

« |dentify Deductions Allowed

« Knowledge of Exemptions and Concessions
« Understand Treatment of Foreign Properties
« Learn to Handle Special Situations

« Understand Co-ownership Issues

« Knowledge of Reporting and Compliance

« Learn Strategy to Optimize Tax Planning
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Unit 13 - Income From House Property

— Unit Objectives l@‘

At The End of The Unit, You Will be Able To Understand:

Comprehend Income Chargeable Under The Head “Income From House Property.
Tax Treatment of Composite Rent, Co-Owned Property.

Compute Income From House Property For Different Categories Of House Property.
Tax Treatment On Recovery OF Unreslized Rent and Arrears of Rent.

Deductions

EFEanE BRI




Sections 22 to 27 Deal with income From House Property.

Unit 13.1 - Chargeability [Sec. 22]

* The process of computation of income under the head “Income from house property” starts with the
determination of the annual value of the properiy.

* The annual value of property consisting of any bullding or lands appurtenant therete of which the
3ssesses is the owner = chargeable to tax under the head "income from house property.

Exceptions:
Annual value of the following properties, I= chargeable under the head "Profits and gains of business or
profession™

Property occupied by the as e for the "purpose of any business or
profession carried on by him

Fig: 7.1

Unit 13.2 - Conditions for Chargeability

Condition 1: Property Should Consist of any Building or land Appurtenant Thereto

s Bulldings include not only residentizl buildings but also factory bulldings, offices, shops, godowns and
other commercial premises.

OME f

HOLSE P

Fig:-7.3




* land appurtenant means land connected with the building like garden, car parking area, garage,
backyards, stc.

Notes:

# Building includes an enclosure of bricks, stone work or even mud walls.

#  Building includes residential as well as commercial houses.

= Vacant land is not a house property. Hence, income from letting of vacant land is not taxable under
this head but taxed as business income or as income from other sources.

= Roof is not necessary for a non-residential house property. A large stadium or an open-air swimming

pool is also considered as building.

it should be a permanent structure meant for a useful purpose.

If a building consists of several flats, then each flat is considered as a separate house property.

An incomplete, a ruined or demolished house cannot be termed as house property.

Land appurtenant to a building includes car parking area, approach roads, backyards, courtyards, etc.

attached to such building.

Condition 2: Assessee must be the owner of the property

The 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.

The requiremeant of registration of the sale dead is not warranted.

Ownership includes both free-hold and |lease-hold rights.

Ownership includes deemed ocwnership.

The person who owns the building need not also be the owner of the land upon which it stands.

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.

* [fthe 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.

- . &

E.g., Mr. X being a tenant of a house property acquired it at 2 monthly rent of £ 20,000 to Mr. ¥ {owner of such
house property). Mr. X sublets the property to Mr. Z for a monthly rent of 22,000, Income from subletting
being < 2,000 p.m. is taxable as business income or as income from other sources.

Condition 3: Use of Property

» The property may be used for any purpose, but not used for business or profession carried on by the
35385526,

*  Theincome earned by an assessee engapged in the business of letting out properties on rent would be
taxable as business income.

Condition 4: Property held as stock-in-trade
Where house property is heid as stock-in-trade & not let out during any part of the previous year, then
annual value of such property will be chargad under the head “Income from house property”

However, the annual value of the property being held as stock in trade would be treated as nil for a period of
two years from the end of the financial year In which the 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(3)].




Unit 13.3 - Composite Rent

* Meaning

provided by him. such as:

The owner of 3 property may somedmes recaiva rent In respect of the building as well a5 additional facilities

= Provided assets like furniture, plant and machinery.
= Different servicas provided in the building, like lifts, security, power backup ete,

The amount so recelved is known as “composite rent”,

Composite Rent = Rent for building + Rent for assets / Charges for various services

* Tax Treatment

Particulars

If let out building and other
assets are” inseparable

if the owner of house property gets compaosite rent for both property as well as for services rendered or
other separable asset, such composite rent has to be split up In the following mannar:

Taxabie under the head

Rent is taxable either as business income or income from
other sources, the case may be.

If let out building and other
assets are separable

« Income from letting out of building is taxable under
“Income from house property”,

« 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.

Unit 13.4 - Income From House Property Situated Outside India

Assesses

Resident in India (resident and ordinarily
resident in case of individuals and HUF)

If house property Is situated abroad, then annual value of such property shall be taxable as:

Condition for taxability

Always taxable

Not ordinarily resident or Non-resident in India | Income must be received in India

Mote: The annual value of such property would be computed as if the property is situated in India.




Unit 13.5 - Exempted House Properties

Income from the Following house Properties are Exempted from Tax:

* Annual value of one palace or part thereof of an ex-ruler [Sec. 10 IHA}].
Tax point: If the ex-ruler has a house property and the part of which is self-occupied and remaining let
out then only the self-occupied part of the house property shall be exempted,

* |ncome Fromt House Property owned by:

Local autharity

Scientific research association

Educational institution

Hospitals / Medical institutions

Trade union

Political party

Income from farm house [Sec. 10{1}]

House Property held for charitable Purpose [Sec. 11]

House Praperty used for own Business or Profession [Sec. 22]

0

o
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Unit 13.6 - Determination of Annual Value

Fig: 7.4
Determination of Annual Value for Different Types of House Properties:

» Where the property Is let out throughout the previous year [Section 23(1)(a)/(b)]

*  Where let out property Is vacant for part af the year [Section 23({1}{c]]

* |n case of self-occupied property or unoccupied property [Section 23[21]

* ‘Where a house property is let-out for part of the year and self-occupied for part of the year
[Section23(3]]

= |ncase of deemed to be let cut property [Section 23{4]]

* |ncase of a house property held as stock-in-trade [Section 23(5]]

I case of a house property, a portion let out and a portion self-occupied
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Computation of Income From House Property

Parficulars | Detolls | Amount

Grog Annual Yalue [GAV) [
Less: Municipal fox -
Hat Annuinl Vosoe [May] wane
leter Dt tiong uft
24[a) Stondard deduction [30% of NAV] [
24{b) Intarest on borowed copitol p— [

Income from house property hinid

Fig: 7.5

* Gross Annual Value (GAV)

Section 23 — Income from house property is taxable on the basis of annual value, Even if the property is
not let out during the year or let out only for a part of the year, notional rent recalvable is taxable as its
annuzl value

Annual value is determined cansidering the following factors:

= Actual Rent Receivable [ARR] — This is the actua! rent received/ receivable by the owner of the house
property on letting out the house property. While computing actual rent receivable, outstanding rent
shall be considered but advance rent received during the financial year is not to be considered.

*  Municipal Value — This is the value as determined by the Municipal authorities. They normally charge
house tax/Municipal taxes on the basis of annual letting value of such house property.

= Fair Rent — Fair rent is the rent which, a similar property can fetch in the same or similar locality, if it
is let out for a year.

* Standard Rent— The standard rent is fixed under the Rent Control Act.
The owner cannot be expected to get a rent higher than the standard rent fixed under the Rent
control Act.

=  Expected Rent— Expected rent is the higher value ameong municipal value and fair rent subject to a
maximum of standard rent.

* (Computation of Gross Annual Value of House Property

*  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 higher of:

> Expected Rent (ER] and

= 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)"
From the GAV computed above, municipal taxes paid by the owner during the previous year are to be
deducted to arrive at the NAV,

*  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:
Actual rent is lower than the Expected rent, then the actual rent received or receivable will be the GAV of

the property.

* 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 awner from such property.




Note: 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.

s The benefit of "Nil” annual value is available only for up to two self-occupied or unoccupied house
properties i.e., for either one house property or two, house properties. This provision is available only
to an individual/ HUF.

#  Where a House Property is let-out for Part of the year and Self-Occupied for Part of the year
[Section 23(3)]

* |f a single unit of a property is self-occupied for part of the year and let-out for the remaining part of
the year, then the expected rent for the whole year shall be taken into account for determining the
GAVY. The expacted rent for tha whole year shall be compared with the actual rent for the let-out period
and whichever is higher shall be adopted as the GAV.

=  However, municipal tax for the whole year is allowed as deduction provided it is paid by the owner
during the previous year

= |n Case of Deemed to be Let out Property [Section 23(4])]

= Where the assessee owns more than two properties for self-occupation, then the income from any
two properties, at the option of the assesses, shall be computed under the self-occupied property
category. Their annual value will be nil.

* The other (more than two properties) self-occupied/unoccupied properties shall be treated as
“"deamed let-out properties”.

= This option can be changed year after year in a3 manner beneficial to the assesses. In case of deemed
let-out property, the expected rent shall be taken as the GAV.

*  Municipal taxes actually paid by the owner during the previous year, in respect of the deemed let out
properties, can be claimed as deduction

s In Case of a House Property Held as Stock-in-Trade [Section 23(5]]

* In some cases, property consisting of any buildings or lands appurtenant thereto may be heid as
stock-in-trade, and the whole or any part of the property may not be lat out during the whole or any
part of the previous year.

*  Insuch cases, the annual value of such property or part of the property shall be nil.

= This benefit would be available for the period up to two years from the end of the financial year in
which certificate of completion of construction of the property s obtained from the competent
authority,

= InCase 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 which is self-occupied shall be computed under the
“self-occupied property” category.

*»  There is no need to treat the whole property as a single unit for computation of income from house
propearty.

*  Municipal valuation/fair rent/standard rent, if not given separately, shall be apportioned between the
let-gut portion and self-occupied portion on built-up floor, space or on such other reasonable basis.




ustration 1
Amal owns four houses in India, all which are let out. Compute the GAY of each house form the informa-
tion given below,

Particulars H1 H2 H3 H4
Municipal value | 90,000 65,000 75,000 90.000
Fair rent 1,00,000 70,000 15,000 85,000
Standard rent NA 85,000 68,000 88,000
Actual rent 82,000 82,000 70,000 82,000
received or
receivable
Solution:

As per section 23(1) GAV Is higher of expacted rant and actual rent received. Expected rent is higher of
municipal value and fair rent but restricted to standard rent.

Computation of GAV

(| Municipal value 90,000 65,000 75,000 90,000
() | Fair rent 1,00,000 70,000 75,000 85,000
(1) | Higher of (1) &(Il) 1,00,000 70,000 75,000 90,000
(IV) [ Standard rent NA 85,000 68,000 88,000
V) E‘é’%ﬂm Rent Lower of () |, 00006 | 70,000 68,000 88,000
ooy | ERlENETeRE e of 82.000 82,000 70,000 82.000

receivable
GAV (Higher of (V) & (VI))  |1,00,000  |82,000 70,000 88,000

Treatment of Unrealised Rent
The Actual rent received/recaivable should not include any amount of rent which is not capable of being
realizad.

GAV Shall be Computed as Under

Particulars Amount
Steps 1 | Calculate Expected Rent
(n Municipal value K
{in Fair rent XHX
(e} Higher of (1) & (II} W
{Iv) Standard rent XxX
A Expected Rent (Lower of {IIl) & (1V) MR
Steps 2 | Calculate Actual Rent Received or Receivable

Actual Rent Received or Receivable K

(Less) Unrealized Rent of the current year ()
B Actual Rent Received WK

Higher of & and 2 shall be considered asGAV KK




Unrealised rent will be allowed to be exciuded from the rent received, only if satisfied Rule 4. Following

are the conditions:
The tenancy is bona fide.

The defaulting tenant has vacated, or steps have been taken to compel him to vacate the property.

The defaulting tenant is not In occupation of any other property of the assessesa.

The assesses has taken all the reasonable steps to institute legal proceedings for the recovery of the

unpaid rent.

lllustration 2
Find out the gross annual value in case of the following properties let out throughout the previous year for

the assessment year 2022-23

Particulars H1 H2 H3 H4
Municipal value 40,000 5.00,000 30,000 1,00,000
Fair rent 3,00,000 3,00,000 3.00,000 3,00,000
Standard rent 50,000 8,00,000 240000 250000
ACRHIENLIBGRINEAIOF | dosiinisti 6,00,000 1,80,000 360,000
receivable
Unrealised rent of the
PY 2021-22 2 3 1 3
(in terms of months)
Solution:
Particulars H1 H2 H3 H4
Step 1: Calculation of ER
() |Municipal value 90,000 5,00,000 30,000 1,00,000
(1 Fair rent 3,00.000 3.00000 3.00,000 3.00,000
(1) | Higher of (1) & (I1) 3,00,000 5,00,000 3,00,000 3.00,000
(IV) Standard rent 50000 8,00.000 240000 250,000
Expected Rent Lower
(A) of (I11) & (IV) 50,000 5.00.000 2,40,000 2.50,000
Step 2: Caleulation of (ARR — Unrealised Rent)
@ |Acwalrentecened orl g 6a0 6,00,000 1,80,000 360,000
receivable (p.a)
Unrealised rent of the
(1 PY 2021-22 20000 1.50.000 15,000 4o opo
(B) Actual Rent Received | 700,000 450,000 1.65.000 270000
Gross Annual Value
(being higher of (A) | 100,000 5,00,000 2,40,000 2,70,000
and (B).




= Property Taxes (Municipal Taxes)

= Property taxes are allowable as deduction from the GAV subject to the following two conditions:

It should be borne by the assessese (owner): and

It shauld be actually paid during the previous year

= |f property taxes for a particular previous year are not paid during that year, no deduction shall be

allowed.

= However, if in any subsequent year, the arrears are paid, then, the amount so paid is allowed as deduc-

Fig: 7.6

tion In computation of income from house property for that year,

[

In respect of seff-occupied/unoccupied house property/properties for which “nil” annual value benefit

is claimed, deduction of municipal taxes paid Is not allowable.

= In case of property situated outside India, taxes levied by local authority of the country in which the

property is situatad, is deductible.

ustration 3

Shyam, an American citizen, is a resident and ordinarily resident in India during the FY. 2021-22, He owns 3
house in New York, which he has let out at US5 12,000 p.m. The municipal taxes paid to the Municipal
Corporation of New Yorkis USS 9,000 during the PY. 2021-22. The value of one USS in Indian rupee is to be

taken at T 83, Compute Shyam's Net Annual Value of the property for the AY. 2022-23,

Solution:

For the PY. 2ﬂ21-12, Mr. Shyam, an American citizen, is resident and ordinarily resident in India. Therefore,
income received by him by way of rent of the house property located in Mew York is to be included in the
total income in India. Municipal taxes paid in New York is be to allowed as deduction from the Gross Annual

Value.
Particulars Amount
Gross Annual Value (S 1 2000x12x 83) 1,79.52Z.000
Less: Municipal taxes paid (59,000 x 83) TAT.000
Net Annual Value (NAY) 1,12,05,000
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Unit 13.7 - Deductions from Annual Value [Section 24]

Deducation WS 24

Stanclard Deducation [Section. 24{a}] Interest on Loan [Section:24(b)]

Fig-77

The list of deduction u/s 24 is exhaustive i.e., no deduction can be daimed in respect of expenditures which
are not specified under this section e.g., no deduction is allowed for repairs, collection charges, insurance,
ground rent, land revenus, etc

e Standard Deduction ufs 24(a)
= 30% of the net annual value Is allowed as standard deducton in respect of all expenditures [other than
interest on borrowed capital) irrespective of the actual expenditure incurred,

Note: Where NAV is negative or zero, standard deduction u/s 24(a) is not available.

s Interest on loan or Borrowed Capital u/s 24(b)

Interest payable on amount borrowed for the purpose of purchase, construction, renovation, repairing,
extension, renewal or reconstruction of house property can be claimed as deduction on accrual basis. Interest
payable on a fresh loan taken to repay the original loan raised earlier for the aforesaid purposes is also admis-
sible as a deduction.

= Interest for Pre-Construction Period:

interest payable on borrowed capital for the period prior to the previous year in which the property has been
acquired or constructed (Preconstruction interest) as reducad 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,

= 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
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In this case, the assessee will be allowed a deduction on account of interest as under:

Let out / Deemed Self-occupied for full year (NAV is NIL]
o be jet out '
Any amaunt Interast both pre + post limited o
ofinterest I= | {a} 2,00,000f all the fallowing 2 conditions are ibjotherwise, 30,000,
allowed satlsfled,
_ as deduction 1| Thet loan is borrowed on.or after 1-3-1999 The loan s
s s
i
1-2-1938
2| The lnan iz harrowed tor purchase ar coRstruction | he loan s

ol tesidential house property.

barrowed for

repales, and
renewal.
3| The building comes into existence within S years | The building comes
from the FY in which Ipan is borrowed, into existence after
5 years.

Fig: 7.8

Note: “Deduction under section 24(b), in respect of (a} and (b} above to be restricted to X 2,00,000",

Deductions from Net Annual Value: At a Glance

Sedl nocupied property (MW of whacl o Wil

i ipe] il | s Tl e g s |l 1 Rl el gy S
il B oo FrieEBan o seubiiten i €aretricti il f il UIE_J;'!:.“ Ll gz
il juiwagniriy hatme groaphiy i

THIFLE U e
LE J'war Tor
e RS TTAL L
=parues




Accounis Assisiant

Note:
* Interest on borrowed capital is allowed on accrual basis even if the books of account are kept on cash
basis.

* [Interest paid on fresh loan, which is taken to repay the original loan (being taken for the above-men-
tioned purpose) shall be allowed as deduction.
Interest on new loan, taken for paying outstanding interest on old loan, is not deductible.
Amount paid as brokerage or commission, for arrangement of the loan, is not deductible.
Interest on loan taken for payment of municipal tax, etc. is not allowed as deduction

lllustration 4

Mrs. Revathi owns two house properties ane at Bombay, whereln her family resides and the ather at Delhi,
which is unoccupied. She lives in Chandigarh for her employment purpaoses in a rented house. For acquilsi-
tion of house property at Bombay, she has taken a loan of % 35 lakhs%10% p.a. on 1st April, 2020. She has
not repaid any amount so far. In respect of house property at Delhi, she has taken a loan of 5 |akhs<12%
p.a. on 1st October, 2020 towards repairs. Compute the deduction which would be available to her under
saction 24{b) for AY.2022-23 in respect of interest payable onsuch loan,

Solution;
Mrs. Revathi can claim benefit of nil annual value in respect of her house property at Bombay and Delhi,
since no benefit Is derived by her from such properties. Computation of deduction u/s 24{b) for A¥.2022-23

Particulars Amount ¥
(1) Interest on loan taken for acquisition of residential house property at

Bombay ;

¥ 35,00,000 x 10% =7 3,560,000

Restricted to ¥ 2,00,000 200,000

(Il) Interest on loan taken for repair of residential house property at Delhi
7 5,00,000 x12% =7 60,000

Restricted to 7 30,000 30,000

Total interest 230,000

Deduction under section 24(b) in respect of (I) and () above to be 2 00.000

restricted to o
lliustration 5

Anil has a property whose municipal valuation is £ 1,30,000 p.a. The fair rent is ¥ 1,10,000 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 < 40,000
for the year. Compute his income from house property for AY, 2022-23.

Solution;
PROPERTY LET OUT THROUGHOUT THE PREVIOUS YEAR
Computation of Income from house property of Mr. Anil for AY, 2022-23




Particulars

Computation of GAV

Step 1, Compute Expected Rent

Expected Rent = Higher of Municipal value of ¥ 1,30,000 p.a.
and Fair Rentof 71,710,000 p.a,

But restricted to Standard Rent of ¥ 1,20,000 p.a.

Step 2, Compute actual rent received/receivable
Actual rent received/ receivable less unrealized rent
=71,32000-% 11,000

Step 3; GAV is the higher of Expected Rent and Actual rent
received/receivable.

Expected Rent of ¥ 1,20,000

Actual rent received/recervable of 1,271,000

Gross Annual Value (GAV)

year) = 10% of ¥ 1,30,000

Net Annual Value (NAV)

Less: Deductions under section 24
30% of NAV

« Interest on borrowed capital (actual without any ceiling
limit)

Income from house property

Less: Municipal taxes (paid by the owner during the previous

Amount in 3

1.20,000

1,21,000

1.21,000

22.400
A0.000

1,21,000

13,000

1,08,000

72,400

35,600

Hlustration 6

Aparna has one house property at Kochi in Kerala. She stays with her family in that houss. The rent of a
similar property in the nefghbourhood is 25,000 p.m. The municipal valuation is < 2,80,000 p.a. Munici-
pal taxes paid is £ 8,000. The house construction began in April 2016 with a loan of £ 20,00,000 taken from
5Bl Housing Finance Ltd.%59% p.a3. on 1st April, 2016. The construction was completed on 30th November,

2018,

The accumulated interest up to 31st March, 2018 is % 3,60,000. On 31st March, 2023, Aparna paid £
2,40,000 which included £ 180,000 as interest. Thera was no principal repayment prior to this date. Com-

pute Aparna’s income from house property for AY, 2022-23,




Solution:
“SELF-OCCUPIED PROPERTIES DR UNOCCUPIED PROPERTIES”

Computation of Income fram house property of Aparna for AY. 2022-23.

Particulars
Less: Deductions under section 24
=¥ 252000

(Interest deduction is restricted to 7 2,00,000)
Income from house property

Annual Value of house used for self-occupation under section 23(2)

Total interest is ¥ 1,80,000 + ¥ 72,000 (Being 1/5th of ¥ 3,60,000)

Amount 7

Nil

2,00,000

2,00,000

Working note
Interest on borrowed capital:

Interest on loan was taken for construction of house on or after 1st April, 1999 and same was completed
within the prescribed time. Interest paid or payable subject to a maximum of < 2,00,000 (including appor-

tioned pre-construction interest) will be allowed as deduction.

Hllustration 7

Ramesh has three houses, all of which are self-accupied. The particulars of the houses for the PY. 2021-22

are as under:

Particulars House | House Ii House Ml
Municipal valuation p.a. 3,00,000 3.60,000| 330000
Fairrentpa. 3,75,000 2,75,000| 3.80,000
Standard rent p.a. 3,50,000 3,70,000| 375000
Date of completion/purchase 31.3.1999| 31.3.2002| 01.42015
Municipal taxes paid during the year 12% 8% 6%
Interest on money barrowed for repair of property - 55,000 -
during the current year.

Interest for current year on money borrowed in April, - -1 1,75000

2015 for purchase of property.

Compute Ramesh's income from house property for AY.2022-23 and suggest which houses should be
pptad by Ramesh to be assessed as self-occupied and which property should he let out; so that his tax

liability is minimun.




Solution:

“DEEMED TO BE LET OUT PROPERTY"

Computation of Income from house property of Ramesh for the AY. 2022-23

Amount
Particulars
. House | House II House ill
Gross Annual Value (GAV) 3,560,000 3,60,000 3,75,000
Expected Rent is the GAV of
house property
Less: Municipal taxes
(paid by the owner during the
previous year) 36,000 28,800 19,800
Net Annual Value (NAV) 3,14,000 3,31,200 3,55,200
Less: Deductions under
section 24 :
30% of NAV 94,200 99,360 1,06,560
Interest on borrowed i 95,000 1,75,000
capital
Income from house property 2,19,800 1,76,940 73,640

"Ramesh can opt to treat any two of the above house properties as self-occupied property”.

Computation of Income From House Property for the AY. 2022-23;
* OFTION 1 (House | and || - self~occupied and House - are deemed to be let out)

Particulars
House | (Self-occupied)

Income from house property

House || (Self-occupied) Interest on loan = 7 55,000
(Interest deduction restricted to ¥ 30,000)
House |l (Deemed to be let out)

Amount
Nil

(30,000)
73640

43,640

= DPTION 2 (House | and |l — self~occupied and House |l —deemed to be let out)

Particulars

!

House | (Self-occupied)
House |l (Deemed to be let out)

Income from house property

House lll (Self-occupied) Interest on loan = 3 1,75,000

Nil
1,176,640

(1,75,000)

1.840
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» OPTION 3 (House |l and ||| — self-occupied and House | — deemed to be let out)

Particulars Amount
House | (Deemed to be [et out) 2,19,800
House || {(Self-occupied) Interest on loan = ¥ 55,000
(Interest deduction restricted to ¥ 30,000)

House |l (Self-occupied) Interest on loan =¥ 1,75,000
(Total interest deduction restricted to 7 2,00,000) (2,00,000)

Income from house property 19,800

Since Option 2 is most beneficial, Ramesh should opt to treat House | and il as self-occupied and House ||
as deemed to be |et out. His income from house property would be X 1,840 for the AY, 2022-23.

Unit 13.8 - Arrears of Rent And Unrealized Rent Received

Subsequently [Section 25A]

The amount recelved by the assessee as arrears or unrealised rent subsequently realised from the tenant,
as the case may be, the assessee shall treat it as deemed income from house property in respect of the
financial year in which such rent is recelved or realised.

¢ The amount so received shall be taxable under the head ‘Income from house property’ in the year of
receipt after deducting standard deduction @305 of such amount.

o Taxability

*  No other deduction shall be allowed from such Income except standard deduction i.e., 30% of such
receipt. (even legal expenditure shall not be allowed as deduction}

*  The income is taxable on cash basis.

Note: Such receipt shall be chargeable as income from house property although the assessee is not the
owner of such property in the year of receipt.

Hlustration 8

Mr. RAI owns a house property let out since 1st April, 2017 tora school for monthly rent of £10,000. There
was no change in rent till 31st March, 2021. On 1st April, 2021, as par the court decision, rent was increased
to % 12,000 p.m. with retrospective effect from 1st April, 201% and duly paid by schoal in the same year.
Legal expenditure for such suit incurred by Mr. Raj Is £ 30,000, Discuss tax treatment u/s 25A.

Solution:

Arrears rent belongs to the period 1st April, 2019 to 31st March, 2021 |.e,, for 24 months.
Arrears rent received = (12,000—10,000) < 2,000 = 24 months = X 48,000

Such rent is taxable in the year of receipt as under
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Particulars Amount
Arrears of rent received 43,000
Less: Standard deduction u/s 24(a) equal to 30% of such rent 14,400
income from house property u/s 25A 33,600

Note: Legal expenditure is not Deductible.

Unit 4.9 - Treatment Of Income From Co-Owned Property

[Section 26]

If two or more persons own 3 house property jointly, then they are known as co-owners. If individual share
of each co-owner is definite and ascertainable then the share of each such person shall be taxable as his
income from house property.

e Tax Treatment
The share income of each such co-owner should be determined In accordance with sections 22 1o 25 and
included in his individual assessment.

Self-Occupied Property

* ‘Where the house property is owned by co-owners and is seff-occupied by each of the co-owners, the
annual value of the property of each co-ownar will ba nil and interest on loan shall be allowed to all the
co-owners to the extent of 30,000/ 2,00,000 as the case may be.

» 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.

Let-out Property

Where the house property owned by co-owners is let out, the income from such proparty shall be computed
as If the property Is owned by one owner and thereafier the income so computed shall be apportioned
amongst each co-owner as per their specific shara.

Unit 13.10 - Deemed Ownership [Section 27]

U/s 27, in the following cases, a person shall be treated as deemed owner of the property and liable to tax
(in such casa legal owner or beneficial owner shall not be further liable to tax)




Note:

= Legal owner: Legal owner means a person who has the legal title of the property as per the Transfer of
Property Act, Registration Act, efc.

= Beneficial owner: For income tax purpose it is not necessary that the property must be registered in the
name of the assessee. If the assessee is enjoying the property as an owner to full extent he will be treat-
edasa beneficial owner of such property and will be charged under the head 'Income from house

property’.

Transfer To a Spouse [Section 27(i]]
When an Individual transfer 3 house property to:

His or her spouse (not being a transfer in connection with an agreement to live apart); or

His or her minor child (not being a married daughter

Fig:7.10
without adequate consideration, then transferor shall be treated as "deemed owner” of such property.

Exception —

» |n case of transfer to spouse in connection with an agreement to live apart, the transferor will not be
deemed to be the owner. The transfaree will be the owner of the house property.

= |n case of transfer to a minor married daughter, the transferor s not deemed to be the ownern

Note - Where cash is transferred to spouse/minor child and the transferee(spouse/minor) acquires property
out of such cash, then, the transferor shall not be treated as deemed owner of the property. However,
clubbing provisions will be attracted.

* Holder of an Impartible Estate [Section 27(ii}]:
The impartible estate s a property which is not legally divisibie. The holder of an impariible estate shall be
deemed to be the individual owner of all properties comprized in the estate.

= Member of a Co-Operative Society Etc. [Section 27(iii)]:

A member of a co-operative society, company or other association of persons to whom a bullding ar part
thereof is allotted or leased under a house building scheme of a society/ company/ association, shall be
deemed to be owner of that building or part thereof allotted to him although the co-operative saciety/ compa-
ny/ association is the legal owner of that building.

= Person in Possession of a Property [Section 27(iiia)] —

A person who s allowad to take or retain possession of any building (or part thereof) in part performance of a
contract ufs 534 of the Transfer of Property Act, 1882, is deemed as the owner of that building (or part there-
of].

This would include cases where the:
Passession of property has been handed over to the buyer,

= 5ale consideration has been paid or promised to be paid to the seller by the buyer.
Sale deed has not been axecuted in favour of the buyer, although certain other documeants like power of
attorney/ agreement to sell/ will etc. have been executed. In all the above cases, the buyer would be
deemed to be the owner of the property although it is not registered In his name.,
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*  Person Having Right in a Property for a Period Not Less than 12 years [Section 27(iiib)]: _
A person who acquires any right ufs 268UA(f) in or with respect to any building or part thereof, by way of
lease agreement for a period of not less than 12 years is deemed as the owner of that building (or part there-
of}.

Notes:

= Lease period should not be less than 12 years [as per sec. 262UA(f]] including extension period.

= Above provision does not include any right by way of lease from month to month or for a period not
exceeding 1 year.

E.g.: X lets out a property to Miss Y on lease of 3 years. However, Miss ¥ has a right to renew the lease for
further period of 3 years. In such case, Miss Y shall be deemed as an owner of the property u/s 27. However,
if such right of renawal of lease (for 3 years) is subject to condition that at each occasion it will be renswed
for a period of 11 months, then X will be owner of the property and liable to tax u/s 22.
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— Summary |8

Under Section 22 of the Income Tax Act, income from house property is chargeable to tax,
providing it meats certain conditions such as ownership and the property’s capability to earn
Income. Compaosite rent, which includes payment for tenancy and associated services, is

also considered under this head if the property-related component dominates. Income from
properties |located outside India is taxable for resident individuals, further expanding the scope
of this income category. However, certain properties are exempt from tax, which helps mitigate
the tax burden for specific types of property usage or ownership.

The annual value of the property, which forms the basis for taxation, Is determined after
considering factors like fair market rent, municipal valuation, and actual rent received. From this
value, deductions are allowed as per Section 24, such as for property taxes paid and interest
on mortgage. Additionally, Section 25A outlines the treatment of arrears of rent and unrealized
rent that is later recoverad, allowing these to be taxed in the year received after adjusting fora
standard deduction.

The treatment of income from co-owned properties is detailed in Section 26, where each
co-owner's share of income from the property is taxed separately, based on their respective
ownership percentages. Deemed ownership concepts ensure that individuals receiving income
from properties without formal title, under circumstances like lease or part performance of a
contract, are tll subject to taxation, This comprehensive framawork ensures that all potential
income from property is appropriately taxed, maintaining equity and fairness in the tax system.
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— Exercise M

What does Section 22 of the Income Tax Act specify?

A) Deductions on businass income

B} Chargeability of income from house property
C) Exemptions on agricultural income

D) Taxation of capital gains

Answer: B

What is Inciuded in composite rent?

. A} Rent for property only

. B) Rent for property and services when property rent is significant
. C) Service charges only

. D) Business income from property

. Answer: B

How is income from house property situated outside India treated for resident individuals?
A} It is exempt from tax

B} It is not taxable in India

C) It is taxable

D} Only taxed if above a certain amount

Answer: C

Whlch propertias are exempt from tax under the Income Tax Act?
A} All residential properties

. B} Properties used for commercial purposes

. C) Specified properties under certain conditions
. D} All rented properties

. Answer: C

What Is the basis for determining the annual value of a property?
L

A} The cost of the property

B) The owner's income level
. C) Market conditions only
. D} Factors like fair market rent, municipal valuation, and actual rent recelved
. Answer: D

Which section details deductions from the annual value of house property?
. A) Section 22

B) Section 24

C) Section 254

D) Section 26

Answer: B

What does Section 254 of the Income Tax Act deal with?
A) Tax treatment of composite rent

. B) Deductions available on mortgage interest

L C) Tax treatment of arrears of rent and unrealized rent received subseguently
. D) Exemptions for co-owned properties

. Answer: C

— B
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How is income from co-owned property treated under Section 267

A) Taxed as a single entity

B) Each co-owner’s share is taxed separately
C) Completely exampt from tax

D) Taxed at a higher rate

Answer: B

What is deemed ownership in the context of house property?

&) Ownership based on actual purchase deeds
B) Ownership assumed for tax purposes under specific conditions

C) Ownership disputed in court

D) Ownership by inheritance only
Answer: B

What standard deduction is applicable for arrears of rent received under Section 2547

A) 30% of the arrears

B) 50% of the arrears

€} 100% of the arrears

D] Na deduction is allowed
Answer: A
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14. Profits And Gains Of
Business Or Profession (PGBP)

Unit14.1 -
Unit 14.2 .
Unir 14.3
Unit14.4
Unit 14.5 -
Unit 14.6
Unit 14.7

Unit 14.8
Unit 14.9

Unit 14:10
Urnit 14.11

Unit 14.12
Unit 14:13

Introduction
Method of Accounting [Section 145]
Income Chargeable Under This Head [Section 28]
Enn‘uﬁutaftinn-ﬁf Prafits and Gains from Business or Profession [Section 28]
Admissible Deductons [Section 30 To 37]
Inadmissible Deductions [Section 40]
Experises or Payment Not Deductible jn Certain
Circumstances [Secion 404]
Vent Profits Chargeable to Tax [Section 41]
Changes in The Rate of Exchange of Currency [Section 43A]
Certain Deductons to Be Allowed Only on Actual Payment [Section 43B]
Stamp Duty Value of Land and Building to Be Taken as
The Full Value of Consideration in Respect of Transfer,
Even If the Same Are Held by The Transferor as
Stock- In-Trade [Section 43CA]
Compulsory Maintenance of Accounts [Section 44AA]
Audit of Accounts of Certain Persons Carrying on

Business or Profession [Section 44ah]
Unic 14.14 - - Special Provisions for Computing Profits and Gains of
Business 'on Presumptve Basis [Sections 444D/ 44ADA S 244AF]
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Key Learning Outcomes

« Understand Business Income

« Learn Classification of Income

« Computation of Business Income

« Identify Allowable Deductions

« Understand Depreciation and Amortization
« Learn Treatment of Capital Expenses

« Apply Special Provisions and Adjustments
« Understand Taxation of Professional Income
« Knowledge of Reporting and Compliance

+ Understand Loss Set-off and Carry Forward
= Apply Tax Planning Strategies




Account Assistant

Unit 14 - Profits And Gains of Business Or Profession (PGBP)

— Unit Objectives l@‘

At The End of The Unit, You Will Be Able To Understand:

What is Business ar Profession

Computation of Profit and Gains

Admissible Deductions and Inadmissible Deductions
Applicability of Audit

Taxation Under Presumptive Basis

EFEanE BRI
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Unit 14.1 - Introduction

Under this head of income, the profit and gains from any business or profession, carried on by the asses-
see, at any time during the financial year should be reported. Business income is the profit that is earned
from the business. It is nothing but total revenue/total turnover minus total expense. The profit from the
business is the taxable income/ business income.

Business:
The term "business” has been defined in section 2{13) to “include any trade, commerce or manufacture or
any adventure or concarn in the nature of trade, commerce or manufacture”,

Profession:

The term "profession” has not been defined in the Act. It means an occupation requiring some degree of
learning., The term ‘profession’ includes vocation as well [Section 2{36}] '

E.g.: 3 painter, a sculptor, an author, an auditar, a lawyer, a doctor, an architect and even an astrologer, are
persons who can be said to be carrying on a profession but not business.

Fig: 8.1

Note: Capital receipts: Capital receipts are not generally to be taken into account while computing
profits under this head.




Unit 14.2 - Method of Accounting [Section 145]

Income chargeable under this head shall be computad in accordance with the method of accounting, either
cash or mercantile basls, regularly and consistantly employed by the assessee.

However, as per section 1458, certain income would be taxable in the following manner:

Interest received:
On compensation
Enhanced compensation

[t is deemed to he the

income of the year in which it is received.
[Such income is taxable under the head
“Income from other sources”]

Section 2{24)(xviii) i.e., 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.

Shall be deemed to be the income of the
previous year in which it is received, if not
charged to income tax for any earlier previous
vear

Unit 14.3 - Income Chargeable Under This Head [Section 28]

Income Chargeable

General provision
Under Section 28(i)

Specific provision
Under Section 28(i) to(x)

Fig: 8.2
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* income from Business or Profession:
Income arising ta any person by way of profits and gains from the business or profession carried on by him
at any time during the previous year.

* Any Compensation or other Payment due to or Received by:

= Any person, by whatever name called, managing the whole or substantially the whole of;

- The affalrs of an Indian company or

- The affairsin India of any other company

- In connection with the termination of his management or office or the modification of any of the terms
and conditions relating thereto.

= Any person, by whatever name called, holding an agency in India for any part of the activities relating to
the business of any other person, at or In connection with the termination of the agency or the modifica-
tion of any of the terms and conditions relating thereto.

= Any person, for or in connection with the vesting in the government or in any corporation owned or
cantrolled by the government under any law for the time being in force, of the managament of any prop-
erty or business.

[

Any person, by whatever name called, at or in connection with the termination or modification of the
terms and conditions, of any contract relating to his business,

e Income from specific services performed for its members by a trade, professional ar businass:
Income derived by a trade, professional or similar association from rendering specific services to its
meambers shall be taxable under this head.

Note:
This is an Exception to the General Principle that a surplus of mutual association cannot be Taxad.

* Incentives received or receivable by assessee carrying on export business:

= Profit on sale of import entitiaments.

= Profitson sale of a licence granted under the Imports (Control) Order, 1955 made under the Impaorts and
Exparts (Control) Act, 1947,

= Cash assistance against exports under any scheme of Government of India,

¢ Customs duty or excise re-paid or repayable as drawback.

= Profit on transfer of Duty Entitlement Pass Book Scheme or Duty-Free Replenishment Certificate.

* \alue of any benefit or perguisite whether convertible into money or not, arising from business or the
exarcise of any profassion.

s Sum due to, or recaived by, 2 partner of a firm:
Any interest, salary, bonus, commission or remuneration, by whatever name called, due to or recejved
by a partner of a firm from such firm will be deemed to be incame from business.

However, whiare any interest, salary, bonus, commission or remuneration by whataver name called,
or any part thereof has not been allowed to be deducted under section 40{b) (interest and remuners-
tion to Partners) in the computation of the income of the firm, the income to be taxed shall be adjust-
ed to the extant of the amount disallowed.




Accounis Assisiant

Suppose a firm pays interest to a partner at 18% simple interest per annum. The allowable rate of interest
is 12%6 per annum. Hence the excess 6% paid will be disallowed in the hands of the firm. Since the excess
interest has suffered tax in the hands of the firm, the same will nat be taxed in the hands of the partner.

» Ay Sum Whether Received or Receivable, in cash or kind, Under an agreement:
= For not carrying out any activity in relation to any business or profession or

= For not sharing any

= Know-how Patent

=  Copyright Trade mark
= licence Franchise

Or any other business or commercial right of similar nature or information or technigue likely to assist in the
manufacture or processing of goods or provision for services,

However, the following sums received or receivable would not be chargeable to tax under the head "profits

and gains from business or profession. _
Any sum, whether received or receivabla, in cash or kind, on account of transfer of the right to manufac-
ture, produce or process any article or thing or right ta carry onany business or profession, which is charge-

gble under the head "Capital gains". _
Any sum received as compensation, from the multifateral fund of the Montreal Protocaol on Substances that

Deplete the Dzone layer under the United Nations Environment Programme, in accardance with the terms
of agreement enierad into with the Government of India.

= Any sum received under a keyman insurance policy by the assessee, as an employer, under a keyman
insurance policy including the sum allocated by way of bonus on such policy will be taxable as income

from business.
»  Fair market value of inventory on its conversion/treatment as capital asset, determinad in the prescribed

manner, wouid be chargeable to tax as business income.
* Sum received on account of capital asset referred under section 35AD being demaolished, destroyed,

discarded or transferred.

Note:
Section 35AD permits a deduction of  100% of capital expenditures made during the previous year
wholly and solely from company income.




Unit 14.4 - Computation of Profits and Gains From Business or
Profession[Section 29]

According to section 2%, the profits and gains of any business or profession are to be computed in accor-
dance with the provisions contained in sections 30 to 43D.

n of Profits and Gains from business and profession

Inadmicsible
_ 1 1 AL — -
deduetion L 1 Oiher provigions
|".4_=l_'.lr;1r| :'H'I|

Unit 5.5 - Admissible Deductions [Section 30 to 37]

5.5.1 Rent, rates, taxes, repairs and insurance for buildings [Section 30]
Deduction in respect of the rent, rates, taxes, repairs and insurance of buildings used by the assesses for the
purposes of his business or profession.

* Rent

Where the premisas are occuplied by the assessee as 3 tenant,

¢ The rent paid for such premises.

= Amount paid on account of cost of repairs if the assessee has undertaken to bear such repairs to the
premisas,

= Assessee being the owner! occuplias them for his business purposes the rent payable to the partnar will
be an allowable deduction to the extent it is reasonable and is not excessive.

Notional Rent: Rent paid to proprietor is disallowed but rent paid by firm to its partner for using his
premises is an allowed expenditure.
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* Maintenance and repairs (revenue only) paid by the assessee, If:

=  The assessee is the owner of the building or

s, The assessee is a tenant who has undertaken to bear the cost of repairs to the premises.

= Evenif the assessee occupies the pramizes otherwise than 35 a tenant or owner, l.e., as alessee, licens-
ee or mortgagee with possession, he is entitled to 3 deduction under the section in respect of current
repairs to the premises.

= Current repair vs Capital repair: Only current repairs are allowed as deduction. Capital repairs are not
allowed as deduction whether the assesses occupies the building as a tenant or as a landlord.

Current repair (irrespective of the amount involved) means:

* Arepalr incurred to preserve and maintain an existing asset.
* Arepair which does not result in a new or fresh advantage.

= Property Tax on Cash Basis
Rates & taxes (for e.g., land revenue, municipal tax, etc) are deductible on cash basis (paid basis).

* [nsurance Premium

Premises used partly for business and partly for other purposes: Where the premises are used partly for
business and partly for other purposes, anly a proportionate part of the expenses attributable to that part
of the premises used for purposes of business will be allowed as a deduction.

5.5.2 Repairs and Insurance of Machinery, Plant and Furniture [Section 31]

=  Repairs and Maintenance:

Repairs exclude replacement or reconstruction: The term ‘repairs’ will include renewal or renovation of an
asset but not its replacement or reconstruction.

Also, the deduction allowable under this section is only of current repairs but not arrears of repairs for earli-
er years even though they may still rank for a deduction under section 37(1).

s Usage of the asset: In order to claim this deduction, the assets must have been used for purposes of the
assessee’s own business, the profits of which are being taxed.

Insurance and repair charges of assets which have been discarded (though owned by the assessaee) ar
have not bean used for the businass during the previous year would not be allowed as a deduction,
Even if an asset is used for a part of the previous year, the assessee Is entitled to the deduction of the full
amount of expenses on repalr and insurance charges and not merely an amount, proportionate to the
period of use,

& Insurance Premium:
The deduction allowable in respect of premia paid, for insuring the machinery, plant or furniture is subject
to the following conditions:

= The insurance must be against the rick of damage or destruction of the machinery, plant ar furnitura,

= The assets must be used by the assessee for the purposes of his business or profession during the
accounting year.

= The premium should have been actually paid (or payable under the mercantile system of accounting).

=  Current repair vs Capital repair! Only current repairs are allowed as deduction:




Note:
The premium may even take the form of contribution to a trade association which undertakes to indem-
nify and insure its members against loss.

5.5.3 Depreciation [Section 32]

Saction 32

[regriciation

Section 32111l = S T
Sec 3201)10) i = Section 32(2) Section 32 AD

Straught Line Method AddRionel/snhanced

Walue Method accererated depriclation e i s BTat LoATEY

Fig: 8.4

*  (Charge of Depreciation Mandatory:
= Section 32 allows a deduction in respect of depreciation resulting from the diminution or exhaus-
tion in tha value of certain capital assats. Deduction on account of depraciation shall be made com-
pulsorily, whether or not the assessee has daimed the deduction in computing his total Income

= Conditions:

Tangible Assets Intangible Asscls

KEnow how, Copyright,
Trade Mark, Patent,
Licence, Franahilse, or
any ather husingas
of cammerncial right
of the gimilar
naturs acqguirad
on or oftor 1/4/1998

Bullding, Machinery,
Plant and Furniture

Howaver, it
does not include
goodwill

Fig- 8.5




Accounis Assisiant

The depreciation in the value of any other capital assets cannot be claimed as a deduction from the
business income.

Building:

Building refers only to superstructure,

Includes:

= The term ‘buildings’ includes within its scope roads, bridges, culverts, wells and tube - Building
includes a part of the building.

Excludes:

*  Land on which t has been erected.

Plant:

Includes:

= Ships, books, vehicles, scientific apparatus and surgical equipments usad for the purposes of tha
business or profession.

= All goods and chattels, fixed or movable, which a businessman keeps for employment in his
business with some degree of durability.

@ Includes part of a plant [e.g., the engine of a vehicle); machinery includes part of machinery and
building Includes a part of the building.

Excludes:
= Tea bushes or livestock or buildings or furniture and fittings,
= Ananimal, human body or stock-intrade.

*  Asset Must be Owned by the Assessee,
Owrner can be a beneficial owner or co- owner.

= Bepeficial owner: Assessee nead not be a registerad owner, even 2 bensficial owner can claim depra-
‘clation.

= Co-owner: In case of joint ownership, depreciation is allowed on proportionate basis.

= Property acquired on hire purchase: In case of hire purchase, the buyer can ciaim depreciation even
though he does not get legal titie of the asset till he pays the [ast instalment.

¢ Capital expenditure on a property by the lesses: Whers an assessee being a lessee of a property incurs
any capital expenditure by way of improvement, extension, super construction, etc. on a building
being used for his business or profession, he is entitled to depreciation in respect of such capital
expenditura.

= Sec. 53A of Transfer of Property Act: Possessor of an immovable property u/s 53A of Transfer of Prop-
erty Act can claim depreciation even though he is not the registered owner of the property.

e Asset must be used for the purpose of business or profession during the previous year.
= Use of the asset inciudes active use as well as passive use

Active use means actual use of the property for the purpose of business or profession. Whereas
passive use includes “ready to use”. It means, if a property was not actually used for business ar
profession but was ready to use in the previous yaar, in such case, assessee can claim depreciation on
such assats,




Partly used for business or profession Then proportionate depreciation
(as determined by the assessing officer)

shall be allowed.
House property let out to tenant for Rent received from employee shall be
smooth running of the business chargeable under the head “Profits & gains of

business or profession” and such property shall be
eligible for depreciation u/s 32.

*  The assets should be actually used by the assessee for purposes of his business during the previous
year.

The amount of depreciation allowance is not proportionate to the period of use during the previous year.

Significance of date of purchase {Effect of time on depreciation):

i

An asset is acguired by the assessee during the previous year; and
Is put to use in the same previous year for less than 180 days, - the depreciation in respect of such
asset |s restricted to 50% of the normal depreciation.

L]

Except above, date of purchase has no relevance.

Mote: If the assets are not used exclusively for the business or profession of the assessee but for other
purposes as well, the depreciation allowable would be a proportionate part of the depreciation allow-
ance to which the assessee would be otherwise entitled. This is provided in section 38.

* Computation of Depreciation Allowance

Particulars Section 32(1)(i) Section 32(1)(ii) Sec 32(7)iii)
Method of Straight line method | Written down value Additional
depreciation (SLM) method (WDV) depreciation
o . Assesszee engaged
Power generation : g
Assessee : All assessee in manufacturing or
underiakings .
production.
Has an option for Only applicable to
opting depreciation those assessee
under WDV follows WDV method

* Power Generation Undertakings:

An undertaking engaged in the business of generation or generation and distribution of power may charge

depreciation (in respect of assat acquired after 31st March, 1997) at its choice under:

= Written-down value method as followed by all other assessee (usual)) or

= Straight-line method at the prescribed rate in ‘Appendix |1A’ of the income tax rules on actual cost of
gsset (not the block value of asset)

Note:
However, such option shall be exercised before the due date of furnishing return of income. Further, it
may be noted that once the option is exercised, it shall be applicable for all subsequent assessment

years.




Additional depreciation is not available to the assessee who claims depreciation as per Straight-Line

Method.

Terminal Depreciation and Balancing Charge

Assessee engaged in generation or generation and distribution of power.

specified rates,

into use).

+ Assessee must follow the straight-line method of depreciation at

+ The asset |s sold, discarded, demolished or destroyed in the
previous year (other than the previous year in which it is first brought

Terminal Depreciation

Balancing Ehar;_;e

Loss on transfer of such asset
is treated as terminal
depreciation.

Terminal depreciation is
written off in the books of
accounts.

Profit on transfer of such asset to the
maximum of accumulated depreciation
shall be treated as balancing charge.

The difference between sale price and
actual cost shall be treated as capital gain.

Terminal depreciation is fully
allowed as deduction as a
business loss.

Balancing charge is fully taxable as
business income in the previous year in
which such income falls due.

The provision holds valid even if the
business does not exist in that year.

*  Method of computing depreciation (other than power units)
Depreciation shall be allowed on written down value method at the rates prescribad, For Income tax

purpose, assets are catagorised into block of assets.

Block of Assets [Sec. 2{11])]

Block of assets means a group of assets of same nature, in respect of which same rate of depreciation is
charged. In other words, to fall in the same block, the following twe conditions are to be satisfied:

s Acsets Must ba of Same Natura:

+  Tangible assets being building, machinery, plant or furniture, and
¢ |ntangible assets, being know-how, patents, copy-rights, trade marks, licenses, fm_nchisa or any ather
business or commercial rights of similar nature acquired onor after 1st April, 1598 (it does not include

goodwill),

» Rate of depreciation on such asset must be same.
Calculation of Depreciation




Depreciation is Not Charged in the following Two Cases:

Case 1:
Particulars Amount
W.D.V of the block at the beginning of the previous year A
Add: Assets (falling within the block) acquired during the previous year |B
C
Less: Sale Proceeds of assets (falling within the block) sold during the | (D)
previous year (More than C)
Short term capital gain E

When ‘D’ [Sale proceeds) exceeds "C", the excess shall be treated as short term capital gain.

Case 2:
Particulars
W.D.V of the block at the beginning of the previous year

Add: Assets (falling within the block) acquired during the previous year

E".!IIIPE

Less Sale Proceeds of assets (falling within the block) sold during the
previous year [subject to max of C]

(D)

Short term capital gain [Block of asset comes to nil]

E

When ‘E" (Value of block before depreciation) is positive but the block does not have any asset. In such case,

such positive value shall be treated as short term capital loss




5.5.4 Additional Depreciation [Sec. 32(1)(iia)]

Applicability All assessee engaged in the business of manufacture or
production of any article or thing or in the business of
generation, transmission or distribution of power.

Conditions to be satisfied « Assessee must be an industrial undertaking, which
manufactures or produces any article or thing or inthe
business of generation, transmission or distribution of
power.

Assessee acquired and installed after 31st March, 2005, a
new plant or machinery, other than the following:

0 Ships and air crafts; or

0 Any plant or machinery which was used either within or
outside India by any other person before such
installation or

0  Any plant or machinery installed in office premises or
any residential accommaodation or guest house or
Any office appliances or road transport vehicle or
Any plant or machinery, which is allowed for 100%
deduction (whether by way of depreciation or
otherwise) in the previous year.

20%

Where, if the asset is acquired and put to use for less than 180
days then additional depreciation? 10% (i.e., 50% of 20%) of
actual cost shall be allowed in that previous year and the
deduction for the balance 10% shall be allowed in the
immediately succeeding previous year.

Mote:

Additional depreciation shall be reduced while computing the closing WDV of the respective
block.

Additional depreciation is not available if the new plant or machinery is sold in the year of acquisi-
fHon.

Additional depreciation is not available if the power unit is claiming depreciation under straight
line method i.=., ufs 32(1)(i)




Rates of Depreciation

PART A TANGIBLE ASSETS

|

Buildings

Block 1.

Buildings which are used mainly for residential purposes except
hotels and boarding houses.

5%

Block 2.

Buildings which are not used mainly for residential purposes and
not covered by Block (1) above and (3) below.

10%

Block 3.

Buildings acquired on or after 15t September, 2002 for installing
machinery and plant ferming part of water supply project or water
treatment system and which is put to use for the purpose of bust
ness of providing infrastructure facilities.

40%

Block 4.

Purely temporary erections such as wooden structures.

40%

Fumiture and Fittings

Block 1.

Furniture and fittings including electrical fittings ["Electrical fit-
tings” include electrical wiring, switches, sockets, other fittings and
fans, etc]

10%

Plant & Machinery

Block 1.

(i) Motor cars other than those used in a business of running them
on hire, acquired during the period from 23rd August, 2018 to 315t
March, 2020 and put to use on or before 31st March, 2020.

30%

(ii)Motor cars other than those used in a business of running them
on hire, acquired or put to use on or after 1st April, 1990 [Other
than motor cars mentioned in (i) above].

15%

Block 2.

(i) Motors buses, motor lorries, motor taxis used in a business of
running them on hire, acquired during the period from 23rd August,
2019 to 31st March, 2020 and put to use on or before 315t March,
2020

45%

(ilMotors buses, motor lomes, motor taxis used in the business of
running them on hire [Other than mentioned in (i) above]

30%

Block 3.

Woulds used in rubber and plastic goods factories

30%

Block 4.

Aeroplanes, Aercengines

40%

Block 5.

Specified air pollution control equipments, water pollution control
equipments, solid waste control equipment and solid wasie recy
cling and resource recovery systems.

40%

Block &.

Plant & Machinery used in semi-conductor industry covering all
integrated circuits (ICs)

30%

Block 7.

Lifesaving medical equipment

40%

Block 8.

Machinery and plant, acquired and installed on or after the 1st day
of September, 2002 in a water supply project or a water treaiment

system and which is put to use for the purpose of business of pro

viding infrastructure facility.

40%

Block 5.

Oil wells

15%

Block 10.

Renewable Energy Saving Devices (as specified)

40%




Windmills and any specially designed devices which run on wind | 40%
mills installed on or after 1st April, 2014
Any special devices including electric generators and pumps rur | 40%
ning on wind energy installed on or after 1st April, 2014 would be
eligible for depreciation.
Windmills and any specially designed devices running on windmillg| 15%
installed on or before 315t March, 2014 and any special devices
including electric generators and pumps
running on wind energy installed on or before 31st March, 2014
Block 11. Computers including computer software 40%
Block 12. Books (annual publications or other than annual publications) 40%
owned by assessees carrying on a profession.
Block13 Books owned by assessees carrying on business in running lend | 40%
ing libraries.
Block 14 Plant & machinery (General rate) 15%
v Ships
Block 1. Ocean-going ships 20%
Block 2. Vessels ordinarnly operating on inland waters not covered by Block | 20%
(3) below.
Block 3. Speed boats operating on inland water 20%

PART B INTANGIBLE ASSETS

know-how, patents, copyrights, trademarks, licences, franchises or any other busi
ness or commercial rights of similar nature, not being goodwill of a
business or profession.

25%

{Hustration :1

Mr. M, 2 proprietor engaged in manufacturing business, furnishes the following particulars:

2022

1 Opening balance of plant and machinery as on 1st April, 2021 (L.e, WDV as| % 50,00,000
on 31st March, 2021 after reducing depreciation for PY. 2020-21)

2 Mew plant and machinery purchased and put to use on 05th June, 2021 710,00,000

3 New plant and machinery acquired and put to use on 18th December, 2021 | 7 20,00,000

4 | Computer acquired and installed in the office premises on 6th January, 7 700,000

Compute the amount of depreciation and additional depreciation as per the Income tax Act, 1961 for the
AN 2022-23. Assume that all the assets were purchased by way of account payee cheque.




Solution _
Computation of depreciation and additional depreciation for AY. 2022-23.

Particulars Normal depreciation Additional depreciation

Plant and machinery (put to use more than 9,00,000 ¥12.00,000

180 days)T15% & additional

depreciation¥20%

New Plant and machinery (put to use less F1,50,000 T 200,000

than 180 days) (note no:1)

Computer (Note 2) ¥1,40,000 -
¥11,80,000 F14,00,000

Mote:

1. As per the second proviso to section 32(1)(ii), where an asset acquired during the previous year is
put to use for less than 180 days in that previous year, the amount of deduction allowahble as normal
depreciation and additional depreciation would be restricted to = 50% of amount computed in
accordance with  the prescribed percentage, the balance additional depreciation would be

allowed as deduction in the AY. 2023-24.

2. Additional depreciation shall not be allowed in respect of, inter alia, any machinery or plant
installed  in office premises, residential accommodation or in any guest house.Therefore, addi-

tional depreciation is not allowable on computer installed in the office premises.

Actual cost of assets [Sec. 43(1]]

Actual Cost
of Asset

Fig: 8.6




Particulars

Assets acquired against
cash.

Actual cost of acquisition

«  Payment or aggregate of payments made to a personin a
day 15 made otherwise than by an account payee chegue
drawn on a bank or an account payee bank draft or use of
electronic
clearing system through a bank
account or through other prescribed electronic mode; and

+  Such payment exceeds 3 10,000,

+  Such payment shall be ignored for the purposes of
determination of actual cost.

Asset acquired by way of gift
or inheritance.

Actual cost to the previous owner as reduced by:
+ Amount of depreciation actually aliowed under this Act till
the A'Y. 1987-88; and

Amount of depreciation that would have been allowabie to
the assessee from AY. 1988-89, as if the asset was the only
asset in the relevant block

Interest treatment in case of
asset acquired out of
borrowed fund.

Before asset is put to use: | Interest to be added to actual cost.

After assetis putto use | Interestis allowed u/s 36(1)(ii).

Any subsidies received from
the government or any other
authority for purchase of an
asset

Grant or subsidies will be subtracted from cost of acquisition of
such asset.

GST included in the invoice.

Actual cost of asset shall be reduced by the amount of input tax
credit taken against GST.

Asset acquired from any
person using the asset for
his business or profession
with a view to avoid tax.

Actual cost to be determined by the AD with the prior permission
of Deputy Commiissioner.

Re-acquisition of

+ WDV at the time of first transfer
or

person and given on lease
to the same person who had
earlier claimed depreciation
on such asset

transferred asset + The price paud for reacquisition
whichever is lower.

Asset acquired by an

assessee from another

WDV of the asset to the transferor.




Building used for
personal purpose
subsequently brought into
business.

Cost of purchase or construction of the building as reduced by
the notional depreciation by applying the rate applicable on the
date of such conversion.

Asset, which was acquired
outside India, is brought by
anon-resident assessee

10 India and used for the
purposes of his business or
profession.

Actual cost to the assessee, as reduced by an amount equal to
the amount of depreciation calculated at the rate in force that
would have been allowable had the asset been used in India for
the said purposes since the date of its acquisition by the
assessee.

Any capital asset
transferred by a helding
company to its 100%
subsidiary

company or vice versa
where transferee company is
an Indian company.

Actual cost to the transferee company shall be taken to be the
same as it would have been if the transferor company had conr
tinued to hold the capital asset for the purpose of its business:

Transfer of capital assset
by amalgamating compay
to an amalgamating Indian
company.

Actual cost to the amalgamated company as it would have been
if the amalgamating company had continued to hold the capital
asset for the purpose of its own business:

Transfer of capital assset by
demerged compay to
resulting Indian company.

Actual cost to the resulting company shall be taken to be the
same as it would have been if the demerged company had con
tinued to hold the capital asset for the purpose of its own bus+
ness.

Capital asset is acquired
by the assessee under a
scheme for corporatisation
of a recognised stock
exchange in India.

Actual cost of the asset shall be deemed to be the amount which
would have been regarded as actual cost had there been no such
corporatisation.

Where an assessee was not
required to compute his
total income under Income

Actual cost shall be reduced by the total amount of depreciation
on such asset, provided in the books of account (as adjusted by
amount attributable to the revaluation of assets) of the assessee

tax Act for any previous in respect of such previous year(s) preceding the relevant
yearis). previous year

The actual cost of any Actual cost of the asset shall be taken as nil.

capital asset on which

deduction is allowable u/s
35AD.

MNote: If such asset is transferred to other person as gift, etc,,
actual cost of asset shall be taken as nil in hands of transferee.

Conversion of inventory into
capital asset.

The actual cost of such asset to the assessee shall be the fair
market value which has been taken into account for the
purposes of sec. 28(via).




Hustration:2

* (Compute depreciation u/fs 32 for the AY. 2022-23 from the following information:
= W.DV, of plant and machinery (15%] as on 01st Aprll, 2020 %12,00,000
* Plant D acquired on 10th July, 2020 for  8,00,000/-. £ 2,00,000 has been paid in cash to the vendor and

balance amount has been paid through an account payee chegue, Such plant was put to use on the

same day.

* The assessee is engaged in the business of manufacturing of industrial paints

Solution
Computation of depreciation for AY. 2021-22.

Particulars Amount ¥ Amount 7
WDV as on 01st April, 2020 12.00,000
Add: Actual cost of Plant D acquired during the year 6,00.000
[ 8,00,000 —F 2,00,000]

18.00.000
Less: Depreciation for the PY. 2027-22 [ 18,00,000 x 15%] 2,70,000
Less: Additional Depreciation for the PY. 20271-22 1,720,000 f_3,-9E],[I[] 0)
[7 6,00,000 x 20%]
WDV on 01st April, 2022 14,10,000

Written Down Value [Section 43(6]]

Assets acquired by the

assessee during the previous | Actual cost to the assessee.

year.

Assets acguired before the Actual cost to the assessee less the aggregate of all

previous year. deductions actually allowed in respect of depreciation.
Particulars Amount
W.D.V of the block at the beginning of the previous A
year.
Add: Assets (falling within the block) acquired during .
the previous year.

C

In case of any block of assets.

Less: Sale Proceeds of assets (falling within the
block) sold during the previous year [subject to max. | (D)

of “"C"].

Written Down Value [ E cannot be negative] E
Less: Depreciation (as a % on E). (F)
Opening WDV for 1st day of next year. H
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8.5.5 Unabsorbed depreciation [Sec. 32(2)]
Depreciation which could not be fully deducted from profits and gains of current year of business or profession
{due to insufficient profit}, Is termed as unabsorbed depreciation.

Treatment: The unabsorbed depreciation can be deducted from income under any other head (except with
casual income and salaries) of the same assessment year.

Mote:

If depreciation still remains unabsorbed, it can be carried forward for indefinite period and can be set off
against any income (except with casual income and salaries) of the assessee,
For set-off purpose following order is to be followed:

n « Current year Depreciation
H » Brought forward Business loss

ﬂ » Unabsorbed depreciation

Fig: 8.7

It is not necessary that the same business should be continued.
Unabsorbed depreciation shall be (subject to sec. 72 and sec. 73) added to the amount of the deprecia-
tion for the following previous year and deemed to be the depreciation allowance for that previous year,
and so on for the succeeding previous years.
Unabsorbed depreciation shall be allowed to be carried forward for any number of years and such carried
forward unabsorbed depreciation may be set off against any income, other than salary income and
winning from lotteries, cross word puzzles, etc.

Unabsorbed depreciation can be carried forward even when, return of income has not been filed.




5.5.6 Special Deduction for Assessee Engaged in Tea, Coffes or Rubber Growing & Manufactur-
ing Business [Sec. 33AB and Rule 5AC]

Applicable to

All assessee carrying on business of growing and manufactur
ing of the followings in India:

Tea
Coffee or
Rubber

Conditions to be satisfied

Deposit of amount

Assessee must deposit (hereinafter referred to as special
account) an amount in:

National Bank for Agriculture & Rural Development.
(NABARD) in an account maintained by him in accordance
with, and for the purpose specified in the scheme approved
by Tea Board, Coffee Beard or Bubber Board, as the case
may be.

An account in accordance with, and for the purpose
specified in a scheme approved by Tea Board or Coffee
Board or Rubber Board, as the case may be, with prior
approval of the Central Government.

Time of deposit

Within & meonths
From the end of the previous year
or

Before the due date of furnishing the retum of income, which
ever is earlier.

Audit of accounts

Should be audited by a chartered accountant & the report of an
auditor in Form 3AC is required to be uploaded one month prior
to the due date of filing of return,

Quantum of Deduction

Minimum of the following:
Amount so deposited (as discussed above), or

40% of the profit of such business computed under the
head “Profits & gains of business or profession” before
allowing any deduction u/s 33AB and before adjusting
brought forward business loss.

Withdrawal from account:

During continuation of business: The amount credited to such
special account shall be withdrawn only for the purpose(s)
specified in respective schemes.

If the amount so withdrawn is not utilised for the specified
purpose in the same previous year then the amount not so
utilised shall be treated as income of the year.

On closure of business: Apart from the specified purpose(s) of
scheme, the amount deposited may be withdrawn in the
following circumstances:




Closure of business Fully taxable
Dissolution of firm Fully taxable
Death of the tax payer Not taxable
Fartition of HUF Mot taxable
Liguidation of company Not taxable
Double deduction is not Where an amount standing to the credit of the assessee in
permissibie the special account is utilised by the assessee for the
purposes of any expenditure in connection with such
business in accordance with the scheme.
Here the assessee is a firm, AOP or BOI, then deduction
under this section shall not be allowed in computation of
income of any partner/member.
Any deduction in respect of an amount deposited in any
special account has been allowed in any previous year, no
deduction shall be allowed in respect of such amount in
any other previous year
Note:

® Excess Deposit: Any excess deposit made during a previous year is not treated as deposit

made for the next year.

¢ Restriction on utilisation of amount for certain purposes: No deduction shall be allowed in
respect of any amount, being credited in special account, utilised for the purpose of:

= Purchase of plant or machinery to be installed in any office premises /residential accommo-
dation [ accommeodation in the nature of guest-house.

= Purchase of any office appliances

(other than computer).

= Purchase of any plant or machinery, the antire cost of which is allowed as deduction in form
of depreciation or otherwise in any one previous year.

= Purchase of any plant or machinery to be installed in an industrial undertaking for construct-
ing, manufacturing or producingany items specified in Schedule Xl of the Act.

Calculation of Taxable Income

Mature of Business

Calculation of Income

Grown, cured, roasted and grounded by the
seller in India:

Tea growing & manufacturing business (Rule | 40% of [Income from business — Deduction
8) u/s 33AB]
Coffee growing & manufaciuring business 25%

Grown and cured by the seller in India. 40%

[Income from business — Deduction u/s 33AB]

Rubber growing & manufacturing business
(Rule 7A)

35% of [Income from business — Deduction
u/s 33AB]




5.5.7 Site Restoration Fund [Sec. 33ABA & Rule 5AD]

Applicable to

All assessee engaged in the business of

Prospecting for pefroleum or natural gas; or

Extraction or production of petroleum or natural gas; or
Both —in India.

Conditions 1o be satisfied

Agreement with the Central The Central Government has entered into an agreement with
Government the assessee for such business.
Deposit of amount The assessee must deposit an amount:

With the State Bank of India in an account (herein after
referred to as special
account) maintained.

* In an account (hereinafter referred as Site Restoration
Account) opened by the assessee.

in accordance with and for the purposes specified in a
scheme approved by the Government of India in the Ministry
of Petroleum & Natural Gas.

Treatment of interest

Interest shall be deemed to be a deposit.

Time of deposit

must be deposited before the end of the previous year.

Audit of books of account

Accounts must be audited & auditor's report should be filed
in Form 3AD is required to be uploaded one month prior to

the due date of filing of return.

Quantum of Deduction

Minimum of the following:
«  Amount so deposited (as discussed above);
or

+  20% of the profit of such business computed under the
head “Profits & gains of business or profession” before
allowing deduction under this section and before
adjusting brought forward business loss.

Excess Deposit

Any excess deposit made during a previous year is not
treated as deposit made for the next year(s).




Withdrawal from account

During continuation of business
If the amount withdrawn in a year is not utilised for the

specified purpose in the same previous year, then the
amount not so utilised shall be treated as income of the year.

On closure of account:

Particulars Amount
Amount so withdrawn from the account el
Less: Amount, if any, payable to the Central (#res)

Government by way of profit or production
share as provided in the agreement u/s 42

Taxable amount R

In case of closure of business, the amount stated above
zhall be taxable as if the business is in existence.

Restriction on sale of such asset

Such asset cannot be sold or transferred within 8 years from
the end of the previous year in which it was acquired.

if such asset is sold or otherwise transferred, deduction
allowed shall be treated as taxable profit under the head
"Profits & gains of business or profession”, in the year in
which the asset is transferred.

In the following cases, the provision shall not be applicable:

«  Sale or otherwise transfer to the government, local
authority, statutory corporation or government company.
Sale or otherwise transfer, in connection with the
succession of a firm by a company, subject to following
conditions:

o0 All assets and liabilities of the firm, immediately
before the succession became assets and liabilities
of the company.

o0 All the shareholders of the company were the
partners of the firm immediately before succession.

o0 The scheme continues to apply to the company in the
manner applicable to the firm.

5.5.8 Expenditure on Scientific Research [Section 35]
This section allows a deduction In respect of any expenditure on scientific research related to the business

of assassea,

Scientific research means any activity for the extension of knowledge in the feilds of natural or applied
science including agriculture, animal husbandry or fisheries [Sec. 43(4)]
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Note: In-house research for a purpose not related to the business of the assessee shall not be allowed
as deduction.

= Carry Forward of Deficiency:

Capital expenditure Incurred on scientific research which tannot be absorbed by the business profits of
the relevant previous year can be carried forward. this means that there Is no time bar on the period of
carry forward. it shall be accordingly allowable for that previous yean

= Mo Depreciation:
Where a deduction Is allowed In any previous year in respect of any capital expenditure for scientific
research, no deduction u/s 32 shall be allowed on such assets. [Sec. 35(2}{iv).
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Nlustration:3

Hover Enterprises purchased machinery for < 5,00,000 as on 20th July, 2021 for scientific research:
On 15th August, 2022, the research work being completed. On 24th March, 2023, the ma

chinery being sold for:

Case 1} 2,00,000

*  After using the same for business purpose other than scientific research. The WEV of the respective
block is % 2,80,000. Depreciation rate 15%.

»  Without using the same for any other purpose

Case 2} < 8,00,000

*  After using the same for business purpose other than scientific research. The WEV of the respective
block is % 2,80,000. Depreciation rate 15%.

» Without using the same for any other purpose.

State Tax Implications

Solution

Tax impact in case 1{a) and 2(3)
Particulars Case 1(a) Case 2(a)
Opening WDV of the block 2.80,000 2.80,000
Add- Addition during the year being machinery Nil Nil
earlier used for scientific research
Less: Sale value of the machinery [ Max to the 2.00,000 2.80,000
extent of (Opening WDV + Addition made)]
Written down value before charging depreciation | 80,000 Nil
Less: Depreciation? 15% (12,000) Nil
Written down value after charging depreciation 68,000 Nil
Short term capital gain [ Excess sale proceeds] Nil 5,20,000




Tax Impact in case 1{b) and 2{b)

Particulars

Case 1(b)
Details

Amount

Case 2(b)
Details

Amount

Profits & gains of business or
profession

Being minimum of the following:
Earlier deduction claimed
Surplus i e {Sale consideration — (Cost
of assets — Earlier deduction allowed in
respect of such asset)}

5,00,000
2,00,000

200,000

5,00,000
8,00,000

5,00000

Capital gains

Sale consideration

8,00,000

Less: Cost of acquisition

(5,00,000)

Short-term capital gain

3,00,000

5.5.9 In-House Research & Development Expenses Incurred by Certain Companies [Sec. 35(2AB])]

Applicable to

Company engaged in the business of bio-technology or any busi
ness of manufacture or production of any article or thing (other
than those specified in the 11th Schedule).

Conditions to be satisfied

expenditure.

building

The expenditure shall be incurred on in-house scientific
research and development facility including capital

Note: other than expenditure in the nature of cost of any land or

research.

In-house research and development facility shall be approved by
the secretary, department of scientific and industrial

and

+ The assessee must enter into an agreement with the
prescribed authority:

0 For co-operation in such research and development facility;

0 Fulfils such conditions with regard to maintenance of
accounts and audit thereof and furishing of reports in
such manner as may be prescribed.

Deduction

Motes:

100% of the expenditure incurred on in-house research and
development facility shall be allowed.

*  |f the above conditions are not satisfied, then deduction may
be claimed as per the provision of sec. 35{1)(i) or sec_ 35(2).

*  Where deduction is allowed in any previous year in respect of
any capital expenditure under this section, then no
deduction u/s 32 shall be allowed on such asset




Research Through outside institutions

Deduction® 100% shall be allowed in respect of expenditure on research through following outside
institution:

Arny payment to national laboratory or a university or Indian Institute of Technology or a specified person
[Sec. 35(244]].

Any payment made to a notified (by the Central Government) research association or to an approved
university, coliege ar other institutions3 [S=c. 35(1)(ii).

Any payment made to a notified (by the central government) research association, university, college or
other institution3 [Sec: 33[1)(iif)].

Any payment to an approved indian company (main object of whom is sclentific ressarch & develop-
ment]3 [Sec. 35(1)(iia}]-

MNaote:

Such association, university, college or institution must be approved in accordance with
prescribed guidelines and must be notified by the central government.

Withdrawal of approval: Deduction shall not be denied merely on the ground that subse-
quent to the payment made by the assessee, the approval granted to the association, univer-
sity, IIT, ete. has been withdraw.

Carry forward of unabsorbed scientific research expenditure:Unabsorbed capital expendi-
ture can be carried forward for unlimited years and set off in any subsequent assessment
year(s) like unabsorbed depreciation.

Effect of amalgamation [Sec. 35(5]]: Provisions of sec. 35 shall apply to the amalgamated com-
pany, as it would have been applied to the amalgamating company;, if the latter had not trans-
ferred such asset.

ustration:4
M Atul, furnishes the following particulars for the BY.2021-22. Compuie the deduction allowable under
section 35 for AY.2022-23, while computing his income under the head “Profits and gains of business or

profession”.
Amount paid to natified approved Indian Institute of Science, Bangalore, for 7 200000
scientific research
Amount paid to IIT, Delhi for an approved scientific research programme ¥ 3,50,000

Amount paid to Z Ltd,, a company registered in India which has as its main F 500000
object scientific research and development, as is approved by the prescribed
authority

Expenditure incurred on in-house research and development facility as
approved by the prescribed authority

Revenue expenditure on scientific research % 4,00,000

Capital expenditure (including cost of acquisition of land ¥5,00,000) on % 6,40,000
scientific research




Solution:

Computation of deducton under section 35 for the AY.2022-23

Payment for scientific research

Indian Institute of Science Bangalore 2,00,000 100% 2.00,000
1T, Delhi 350,000 100% 3,50,000
Zltd 5,00,000 100% 500,000
Expenditure incurred on in-house research and devel | Nil Nil Nil
opment facility

Deduction allowable under section 35 1050000

Note: Only company assessees are enfitled to deduction$100% under section 35(2AB) in respect of

in-house research and development expenditure incurred. In this case, the assessee is an individual.

5.5.10 “Investment-linked Tax Incentives” for Specified Businesses [Section 35AD]

Applicable to Assessee engaged in the business Specified (Note: 1)

Conditions to be satisfied

Owned by

Cross-country oil pipeline

Other Business

An Indian company or by a consortium of
such companies or by an authority or a
board or a corporation established or
constituted under any Central/State Ac.

Any assessee

Date of commencement of
business

On or after 01st April, 2007

On or after date
given in Note: 2
below

Restriction on usage

It has made not less than such proportion
of its total pipeline capacity as specified by
the Petroleum and Natural Gas Requlatory
Boardp available for use on common carrier
basis by any person other than the asses
see ar an associaled person.

Mo Restriction

Mew Business

Such business should not be set up by splitting up, or the
reconstruction, of a business already in existence.




New Plant Machinery

Such business should not be set up by the transfer to the
specified business of machinery or plant previously used for any

purpose
Exceptions:
A plant or machinery is deemed as new asset if:
0 Such plant or machinery is imported into India.

0 Depreciation on such asset has not been allowed under
this Act to any person and

0 The assessee was the first user of such asset in India.
Where the total value of old plant and machinery transferred to
the new business does not exceed 20% of total value of plant

and machinery used in such business, then this condition is
deemed to bhe satisfied.

Audit

Books of account should be audited by a chartered accountant.

Quantum of deductions

100% of capital expenditure incurred during the previous year, wholly and exclusively, for the
purposes of any specified business.

Capital Expenditure shall
not include

Any expenditure incurred on the acguisition of any land or
goodwill or financial instrument.

Any expenditure in respect of which the payment (or aggregate
of payments made to a person in a day), otherwise than by an
account payee cheque drawn on a bank or an account payee
bank draft or use of electronic clearing system through a bank
account or through other prescribed electronic mode, exceeds
T 10,000.

Pre-commencement
expenditure

Where the expenditure is incurred prior to the commencement of
Its operations which has been capitalised in the books of account
of the assessee on the date of commencement of its operations,

shall be allowed as deduction in the previous year in which the

assessee commences such business.

Mo Double Deduction

Assessee shall not be allowed any deduction u/s 10AA or 80HH
to B0RRE in respect of the specified business for the same or any
other assessment year.

Restriction of use of the
asset

Shall be used only for the specified business, for a period of 8
years beginning with the previous year in which such assetis ae
quired or constructed.




Consequences of usage of
asset otherwise than for
specified purpose

Then following amount shall be deemed to be the income of the
assessee chargeable under the head "Profits and gains of busi-
ness or profession” of the previous year in which the asset is so
used:

The total amount of deduction so claimed | =
and allowed in one or more previous years.

Less: Depreciation allowable in accordance | (==+)
with the provisions of section 32, as if no
deduction under this section was allowed.

Deemed Income i

However, the provision of reversal of deduction shall not be
applied to a company which has become a sick industrial
company u/s 17(1) of the Sick Industrial Companies (Special
Provisions) Act, 1985, during that period.

Actual cost of asset for
depreciation

The actual cost of any capital asset for the purpose of computing
depreciation is NiL

Treatment of Realisation

Any sum received or receivable (in cash or kind) on account of
such capital asset being demolished, destroyed, discarded or
transferred shall be taxable as business income.

Carry forward and set off
of losses [Sec. 73A]

Any loss, computed in respect of such specified business shall be
set off only against profits and gains, if any, of any other specified
business.

Transfer of operation

Where the assessee builds a hotel of two-star or above category
as classified by the central government and subsequently, while
continuing to own the hotel, transfers the operation thereof to an
other person, the assessee shall be deemed to be carrying on the
specified business.

Inter-unit transfer

Assessee carries on at least two units.

Qut of such units at least one is eligible u/s 35AD and at least
one is not eligible for exemption.

Goods or services are transferred from eligible unit to any
non-eligible unit or vice versa.

The consideration for such transfer does not correspond to the
market value of such goods as on the date of transfer.

Then, deduction shall be computed as if the transfer, in either
case, had been made at the market value of such goods or
services as on that date.




MNote No: 1
Specified business

Setting up and operating a cold chain facility.

Setting up and operating a warehousing facility for storage of agricultural produce or

Laying and operating a cross-country natural gas or crude or petroleum oil pipeline netwark for distri-
bution, including storage facilities being an integral part of such network.

Note: The project has been approved by the Petroleum and Natural Gas Regulatory Beard and being
notified by the central government.

Building and operating, anywhere in India, 3 hotel of two-star or above category as classified by the
central government.

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

Developing and building a notified housing project under a scheme for slum redevelopment or rehabll-
itation framed by the central government {or a state government).

Production of fertilizer in India.

Setting up and operating an inland container depat or a container freight station notified or approved
under the Customs Act, 1962.

Bee-keeping and production of honay and beaswax.

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

Laying and operating a slurry pipeline for the transportation of iron ore.

Setting up and-operating a semi-conductor wafer fabrication manufacturing unit, and which is notified
by the board in accordance with such guidelines as may be prescribed.

Developing or maintaining and operating or developing, maintaining and operating a new infrastruc-
ture facility by an Indian company {or consortium thereof) / autharity / board [ corporation having
agreement with central government or state government or local authority or any statutory body.

Mote No: 2

Date of commencement of Specified Business

business (on or after)

O1st April, 2009 Warehousing facility for storage of agricultural produce

Cold chain facility

01st April, 2010 Hotel

Slum redevelopment

Hospital

01st April, 2011 Fertilizer

Affordable housing

O1st April, 2012 Inland container depot

Warehousing facility for storage of Sugar

Bee-keeping

01st April, 2014 Slurry pipeline for transportation of iron-ore

O1st April, 2017 Semi-conductor wafer fabrication manufacturing unit

Infrastructure facility
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5.5.11 Amortisation of Telecom-Licence fee [Sec. 35ABE]

Applicable to All assesses

Conditions to be satisfied « Assessee has incurred capital expenditure for acquiring any|
right to operate telecommunication services.

+  Payment for such expenditure has actually been made.
Notes

*  Such expenditure may be incurred before or after
commencement of business.

* Revenue expenditure incurred relating to telecom licence
fee shall not be eligible for deduction u/s 35ABB. However,
assessee can claim deduction u/s 37(1) for such expendi-
ture

Deduction u/s 35ABB(1) Actual expenditure incurred and paid shall be allowed as

deduction in equal instalments over the period for which the

license remains in force starting from the year as under-

Case Penod starts from

Where the license-fee is paid | The previous year in which

before the commencement of | such business commenced.

business.

When license is acquired after | The previous year in which

commencement of business. | license fee has been actually

paid.

In any other case.
Mote: No depreciation is allowed on such capital expenditure.
Where such licenseis soldin |+ Loss on saie shall be deductible as business loss in the
full year of sale.

*  Profit on sale, to the extent of aggregate of deduction
allowed in preceding year(s) shall be treated as business
income.

Capital gain treatment The excess of sale consideration over original cost (or indexed

cost of acquisition) is taxable as capital gain u/s 45

Where such licence is trans- The amalgamated company or resulting company (being Indian

ferred in a scheme of amalga- | company) as the case may be shall be entitled to claim deduc

mation or demerger tion u/s 35ABB.




5.5.12 Payment to Associations and Institutions for Carrying out Rural Development
Pro-grammes [Sec. 35CCA]

» Where an assessee incurs any expenditure by way of payment of any sum:To an association or institu-
tian, which has as its object the undertaking of any programme of rural development approved by the
prescribed authority and the assessee furnishes a certificate from such association or institution.

* To an association or institution, which has as its object the training of persons for implementing
programmes of rural development. '

» The Mational fund for rural development.

+ Tothe National Urban Poverty Eradication Fund set up and netified by the central government in this
behalf.

Double Deduction is not Permissible: Where a deduction under this sacton Is claimad and allowed for any
assessment year in respect of any expenditure, deduction shall not be allowed in respect of such expendi-
ture u/s 80G or any other provision of this Act.

Withdrawal of Approval: Deduction shall not be denied merely on the ground that subsequent to the
contribution madea by the assessee, the approval granted to such programme, etc, has been withdrawn.

5.5.13 Expenditure on Agricultural Extension Project [Sec. 35CCC]
Where an assessee Incurs any expenditure on notified agricultural exiension project, such sxpenditure is
fully allowed.

+* Double deduction is not permissible.

Expenditure on skill development praject [Sac. 35CCD]

Where a company Incurs any expenditure (not being expenditure in the nature of cost of any land or build-
ing) on any notified skill development project, such expenditure |s fully allowed.

+* Double deduction is not permissitle

5.5.14 Amortisation of Preliminary Expenses [Sec. 35D & Rule BAB]

Applicable «  Only to Indian companies and resident non-corporate as
sessees.

+ In the case of new companies to expenses incurred before
the commencement of the business.

= In the case of extension of an existing undertaking to
expenses incurred till the extension is completed.

Mote A foreign company, which i1s resident in India, is not

covered under this section




Conditions.

Report of a chartered
accountant

Assessee has incurred certain amount as preliminary

exXpense.
FPurpose of expense

Expense is incurred before
commencement of business

Expense must be incurred for
setting up a new undertaking
or business.

Expense is incurred after com-
mencement of business

Expense must be incurred in
connection with extension of
any undertaking or in
connection with setting up a
new unit

One month prior to the due date of filing of return relating to the
year in which such expenditure was first claimed.

Total preliminary expense
(maximum ameunt) eligible

In case of non-corporate
resident assessee

5% of the cost of project

for deduction In case of Indian company 5% of the ‘cost of project.
OR
capital employed
whichever is higher.
Amount of deduction 1/5th of the total eligible preliminary expense is allowed in 5
equal annual instalments
starting from the year in which the business commences
or unit expanded or the new unit commences production or
operation.
Effect of amalgamation or Shall be entitled to claim deduction u/s 35D for the residual
demerger period as if the amalgamation or demerger had not taken place
[Sec. 35D(5) & (5A)]L
Note:
Cost of Project:

Mew business

Actual cost of fixed assets (being land, buildings, leasehalds,
plant machinery, furniture, fittings and railway sidings) which

are shown in the books of the assessee as on the last day of
the previous year in which the business commences.

Existing
business

Actual cost of fixed assets which are shown in the books of the
assessee in which the extension of industrial undertaking is
completed or new industrial undertaking commences

production or operation.




Capital Employed:

Mew business

The aggregate of issued share capital, debentures & long-term
borrowings as on the last day of the previous year in which the
business commences.

Existing business The aggregate of the issued share capital, debentures and
long-term borrowings as on the last day of the previous year in
which the extension is completed so far as such capital eic.,
have been issued or obtained in connection with the extension
of the business.

Wustration: 5

Dwell smith Ltd. is an existing Indian company, which sets up a new industrial unit. It incurs the following expen-
diture in connection with the new unit:

Particulars Amount 7
Preparation of project report 5,00,000
Market survey 7,00,000
Legal and other charges for issue of additional capital required for the | 3.00,000
new unit

Total 15,00,000
Cost of project 50,00,000
Capital employed in the new unit 60,00,000

What is the deduction admissible to the company u/s 3507

Solution:

Calculation of admissible preliminary expenditure

Cost of project (X) 50,00,000
Capital employed () 60,00,000
Eligible preliminary expenditure being minimum of the following:
Actual expenditure 15,00,000
h% of {}f_} or {y) whichever is higher [i e, 60,00,000=5%] 300000
Amount eligible for amortization 3.00.000
Amount of deduction u/s 35D for current year (till 5 years) being 1/5th of | 60,000
¥ 3,00,000




5.5.15 Deduction of Expenses Incurred in case of Amalgamation or Demerger [See. 35DD]

Applicable to  An indian company

Conditions .

section.

Assessee has incurred certain expenditure wholly &
exclusively for the purpose of amalgamation or demerger.

« No deduction has been claimed for such expenses under any other

Quantum of
deduction

1/5th of expenses so incurred for a period of 5 years
commencing from the year in which amalgamation or demerger takes places.

5.5.16 Bonus or Commission to Employees [Sec. 36(1){ii)]

Any bonus or commission {other than in lieu of profit or dividend) paid to employees shall be allowed as
deduction.Such amount must have been actually paid before the due date of furnishing return [Sec. 43B1.

5.5.17 Interest on Borrowed Capital [Sec. 36(1)(iii)]

Amount of Interest paid in respect of capital borrowed for the purposes of business or profession shall be

allowed as deducton.

Conditions

The assessee must have borrowed money.

The money so borrowed must have been used for the pur
pose of business or profession during the previous year.

The assessee must have incurred interest on the borrowed
amount

Interest paid to another
person

Interest on capital to proprietor is disallowed expenditure. How
ever, interest on capital to partners is allowed u/s 40(b) [to be
discussed in the chapter 'Firm Assessment’].

Interest paid to relative

Allowed as deduction subject to sec. 40A(2) i.e, if the interest
paid is in excess of market rate, then excess portion shall be
disallowed.

interest on share capital

Is not allowed.

Interest on borrowings made
for acquiring & installing
assets:

Interest for the penod Treatment of interest
Prior to commencement of | Interest is to be added to
business. actual cost of the asset

After commencement of
business but before asset is
put to use.

After asset is put to use. Interest is allowed w/s 36(1)(ii).

interest on money borrowed
to pay income tax

Is not allowed.

MNote: Interest on money bormowed for payment of sales tax s
allowed as deduction.

Interest paid outside India

Without deducting tax at source is not allowed.

Other interest

Interest other than interest on borrowed capital shall not be
allowed under this section but can be claimed u/s 37(1).




5.5.18 Discount on lssue of Zero-Coupon Bonds (ZCB) [Sec. 36(1)(iiia)]

Meaning: As per Sec.2{48) “Zero Coupon Bond” means a bond:

* Issued by any infrastructure capital company or infrastructure capital fund or public sector company or
scheduled bank on er after 1,/6/2005.

* [n respect of which no payment and benefit is received or receivable before maturity or redemption
from the issuer and

» Which the central government may, by notification in the official gazette, specify in this behalf.

Discount on issue of Zero-Coupon Bonds shall be allowed on pro rata basis having regard to the period of life
of such bend.

5.5.19 Contribution Towards RPF & Superannuation Fund [Sec. 36(1)(iv)]
Any sum paid, by the employer towards recognised provident fund or an approved superannuation fund as
per rules specifiad In the fourth schedule of the Act is allowad as deduction In full,

MNote:

Such amount must have been actually paid before the due date of furnishing return [Sec. 43B].
Contribution towards unrecognised provident fund is not allowed as deduction.

Contribution towards statutory provident fund is allowed as deduction u/s 37{1).

5.5.20 Contribution Towards Notified Pension Scheme U/s 80CCD [Sec. 36(1)(iva)]
Any surm paid by the assessee, a: an employer, by way of contribution towards a penslon scheme, as
referred to in section 80CCD, on account of an employee is allowed as deduction.

Maximum Limit Such contribution should not exceed 10% of the salary of the employee
in the previous year.
Salary Includes:

Dearness allowance, if the terms of employment so provided.
excludes:

All other allowances and perquisites.

5.5.21 Contribution Towards Approved Gratuity Fund [See. 36(1)(v]]
Any sum paid as employer’s contribution towards an approved gratuity fund created by him exclusively for
the benefit of his employees under an irrevocable trust is allowed as deduction.

Note:
Such amount must have been actually paid before the due date of furnishing return [Sec. 438].

5.5.22 Employee's Contribution Towards Staff Welfare Scheme [Sec. 36(1)(va)]

Any sum recelved by an employer from his employees as contribution towards:

» Provident Fund or

* Superannuation Fund or

* Any other fund set up under the provision of the Employee’s State Insurance Act, 1948 or
» Apy other fund for the welfare of such employees,
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Is treated as an income of the employer. Subsequently, when such sum is credited by the employer to the
employee’s account in the relevant fund on or before the due date of crediting such contribution
prescribed under the relevant Act, then deduction is allowed. '

If employee’s contribution is deposited by the employer on or No treatment
before the due date

If employee's contribution is not deposited by the employer on | Taxable as business income.
or before the due date

5.5.23 Bad Debts [Sec. 36(1)(vii)]
Taxable as business income.
Any debt or part thereof, which becomes bad shall be allowed as deduction.

Conditions:

¢ Debt must be incidental to the business or profession of the assessee.

* The debt has been considered as income of the assessee of that previous year or of earlier previous
years

Note:

Bad debt arising due to insolvency of borrower is allowed as deduction provided money has been lent
in ordinary course of money lending business (even though such money lent had never been a part of
income).

s [t must have been written off in the accounts of the assessee.

Mote:
Provision for bad debt is not allowed as deduction.

s Business must be carried on during the previous year or any part of the pravious year.

MNote:
Bad debt of a discontinued business is not allowed as deduction even though the assessee has any
other business continued.

* |t must be of a revenues nature.

Note;

» Bad debt arising due to insolvency of a debtor for sale of an asset (not goods) is not allowed as
deduction.
Bad debt is not allowed as deduction to the assessee who maintains accounts on cash basis.
Bad debts are also allowed in the hands of successor of the business

5.5.24 Recovery of Bad Debts [Sec. 41(4)]

It a deduction has been allowed in respect of a bad debt under section 36, and subseguently the amount
recaverad in respect of such debt is more than the amount due after the allowance had been made, the
‘excess shall be deemed to be the profits and gains of business or profession, and the same will be charge-
able as income of the previous year in which it js recovered mathematically.




Particulars Amount

Amount recovered -

Less: Bad debt claimed — Bad debt allowed as deduction (wee)

Taxable bad debt recovery .

Note:

Such recovery shall be taxable irrespective of the fact whether the business is continued or
not.

5.5.25 Provision for Bad Debts [Sec. 36(1)(viia)]
In the case of following person, provision for bad debts shall be allowed to the extent of specified amount:

Parson To that extent PBDD is allowed

Scheduled bank [not being a foreign 8.5% of the total income
bank] (Computed before making any deduction under this
A non-scheduled bank section and Chapter VIA)

A co-operative bank other than a
primary agricultural credit society or a
primary co-operative agricultural and
rural development bank

Additional Deduction for the person covered above:

10% of the aggregate average advances made by the rural branches of such bank

Further, at its option, further deduction shall also be allowed for an amount not exceeding
the income derived from redemption of securities in accordance with a scheme framed by
the central government, provided such income has been disclosed in the return of income
under the head "Profits and gains of business or profession”.

Foreign bank 2% of the toial income

Public financial institution or (Computed before making any deduction under this
State financial corporation or section and Chapter VIA)

State industrial investment corpora

tion or

Non-banking financial company

Note: PEPP (Provision for bad and doubtful debts)- In case of person covered under this section, the
deduction for bad debts u/s 36(1)(vii) shall be limited to an amount by which such debts exceed the
credit balance in the provision for bad and doubtful debts. if the actual bad debt during the previous
year is less or equal to the provision for doubtful debts, no deduction for bad debt shall be allowed.

Rural branch means a branch of a scheduled bank or a non-scheduled bank situated in a place which
has a population of not more than 10000 according to the last preceding census of which the
relevant figures have been published before the first day of the previous year.
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5.5.26 Deduction is respect of Special Reserve [Sec. 36(1)(viii)]
Deduction Is allowad in respect of any special reserve created and maintained by a specified entity in
respect of reserve created from the specified business.

The amount of deduction shall be least of the following:

= Amount transferred to the reserve account during the previous year; or

»  20% of the profits derivad from the spacified business of providing long-tarm finance;
= Twice the amount of the paid-up share capital and the ganeral reserve.

Treatment on withdrawal fram Special Reserve Account

As per sec. 41(44), if 3 deduction has been allowed in respect of any spacial reserve created under this
section, any amount subsequentty withdrawn from such special reserve shall be deemed to be profits or
gains of business or profession and shall be taxable in the year of such withdrawal.

8.5.27 Securities Transaction Tax [Sec. 36(1)(xv]]

Any amount of securities transaction tax {STT) paid by the assessee during the previous year shall be
allowed as deduction provided income arising from such transactions is included in the income computed
under the head "Profits and gains of business or profession”.

5.5.28 Commodities Transaction Tax [Sec. 36{1)(xvi)]

£ny amount of commadities transaction tax {CTT) paid by the assessee in respect of the taxable commodi-
ties transactions entered into in the course of his business during the pravious year shall ke sllowed as
deduction provided income arising from such transactons is included In the income computed under the
head “Profits and gains of business or profession”.

5.5.28 General deductions [Sec. 37(1]]
Any expenditure which is not specifically provided in any provisions {discussed earfier) of the Act and fulfils
following conditions, shall be allowed as deduction under this section,

it must be real and not notional, fictitious or In lieu of distribution of profit.

* |t must be expended wholly & exciusively for the purpose of business or profession carried on by the
assesseg,

= |t must have been incurred in the previous year.
It must not be a personal expenditure.

» [t must be lawful and not have been incurred for any purpose, which is an offence or prohibited, undar
any law.

It alsa Includes the expenditure incurred by an assessee:

= For any purpose which is an offence or prohibited by any law for the time being in foree, in India ar
outside Indiz or

= To provide any benefit or perquisite to a person, whether or not carrying on a business or axercising a
profession, and acceptance of such benefit or perquisite by such person is in violation of any law ar
rule or regulation or guideline, as the case may be, for the ime being in force, governing the conduct
of such person ar

= Tocompound an offence under any law for the time being In force, in India or outside India.’




Unit 5.6 - Inadmissible Deductions [Section 40]

Whereas sec. 30 to 37(1) deals with the expenditure, which is allowed, the Act also lists certain expendi-
tures which are specifically disallowed. Sec. 40 states that, certain amounts shall not be deducted in com-
puting the income chargeable under the head “Profits & gains of business or profession”. Such provisions
are discussaed below:

* 8.6.1In the case of any assessee, the following expenses are not deductible [Sec. 40(a}]
e 8.6.1(a) Interest, royalty, fees for technical services payable to a non-resident or outside India
[Sec.40(a){i)]

Any interast, royalty, fees for technical services or other sum chargeable under this Act, which is payable
to:

Outside India or
* InIndia to a non-resident (not being a company) or to a foreign company.

Payment made to Non-resident /person outside India
Without deducting TDS 100% of such

OR exXpenses is

= After deducting TDS failed to pay before the due date of filng the | /Sl lowed
incorne tax return under section 139(1)

Motes:

* Where in respect of any such sum, tax has been deducted in any subsequent year, or has been
deducted during the previous year but paid after the due date of submission of return of income u/s
139(1), such sum shall be allowed as a deduction in computing the income of the previous year in
which such tax has been paid.

* Where an assessee fails to deduct the whole or any part of the tax on any sum but is not deemed to
be anassesseein default under the first proviso to sec. 201(1), then, it shall be deemed that the
assessee has deducted and paid the tax on such sum on the date of furnishing of return of income by

the payee.

5.6.1 (b) Any Sum Payable to a Resident on which TDS provision is Applicable [Sec.40(a) (ia)]

Without deducting TDS 30% of such expenses

OR is Disallowed

After deducting TDS failed to pay before the due date of filing the
incorne tax return under section 139(1)




MNotes:

¢  Where tax has been deducted in any subsequent year or has been deducted during the previ-
ous year but paid after the due date specified in secton 139(1), 30% of such sum shall be
allowed as deduction in computing the income of the previous year in which such tax has
been paid.

¢  Where an assessee fails to deduct the whole or any part of the tax on any sum but s not
deemed to be an assessee in default under the first proviso to sec. 201(1),then, it shall be
deemed that the assessee has deducted and paid the tax on such sum on the date of furnish-
ing of return of income by the payee.

The date of deduction and payment of taxes by the payer shall be deemed to be the datz on
which return of income has been furnished by the payee.

5.6.1 (c) Consideration on Which Equalisation Levy is Applicable [Sec. 40{a){ib)]

Any consideration paid or payable to a non-resident for a specified Deduction

service
Without deducting equalisation levy 100% of such expenses is
OR Disallowed

After deducting equalisation levy failed to pay before the due date
of filing the income tax return under section 139(1)

The egualisation levy has been deducted in any subsequent year or has been deducted during the previous
year but paid after the due date of furnishing return of income, such sum shall be allowed as a deductionin
computing the income of the previous year in which such levy has been paid.

5.6.1 (d) Income Tax [Sec. 40(a)(ii)]
Income tax paid by the assessee on Income of predecessor Is not deductible, Tax including surcharge and
cess would be disaliowed while computing business income.

5.6.1 () Royalty, licence fees, etc. payable by State Government Undertaking [Sec. 40(a) (iib)]
Any amount paid by way of royalty, licence fee, service fee, service charge, etc., which is |levied exclusively
on, ar any amount appropriated, directly or indirectly, from a state government undertaking by the state
government (SG).

5.6.1 (e) Royalty, licence fees, ete. payable by State Government Undertaking [Sec. 40{a) (iib)]
Any amount paid by way of royaity, licence fee, service fee, service charge, etc., which is levied axclusively
on, ar any amount appropriated, directly or indirectly, from a state government undertaking by the state
gavernment (SG).

5.6.1 (f) Any Payment which is Chargeable Under The Head “Salaries” [Sec. 40(a)(iii)]
Any sum which is chargeable under the head 'salaries’ if it |s payable outside India or to a non-resident and
if the tax has not been paid thereon nor deducted therefrom.




5.6.1 (g) Any payment to a Provident fund or any other Fund Established for the Benefit of
employees of the assessee [Sec. 40(a)(iv]]

The assessee has not made effective arrangements to make sure that tax shall be deducted at scurce from
any payments made from the fund which are chargeable to tax under the haad “salaries”.

5.6.1 (h) Tax Paid on Perquisites on Behalf of Employees is Not Deductible [Sec. 40({a)(v]]

Any tax on non-manetary perguisites is actually paid by his employer it is exempt from tax in the hands of that
employee.

Correspondingly, such payment Is not allowed as deducton from the income of the employer. Thus, the
payment of tax on non-monetary perquisites by an employer on behalf of employee will be exempt from tax
in the hands of employes but will not be allowable as daduction in the hands of the employer.

5.6.2 In the case of any firm or limited liability partnership (LLP), the fellowing amounts shall
not be deducted in computing the business income. [Section 40(b)]

5.6.2. (2) Interest To Partner
Payment of interast to any pariner authorised by and in accordance with the terms of the partnership dead.
Such irterest o partners whether on capital.oron loan is allowed as deduction.

e Deduction:

Minimum of the following is allowed as deduction:
= Actual interest given to partner as par deed.

= 12% p.a. simple interest,

5.6.2. (b) Remuneration to Partner
Remuneration to a partner includes salary, fees, commission, bonus, etc. Such Payment of remuneration toa
working partner which is authorized by and in accordance with the parinership deed.

= Deduction

Remuneration (in total) is allowed to the minimum of the following:
= Actual remuneration allowed to all partners.

= Maximum permissible limit u/s 40(b)(v) as discussed under:

Amount of book-profit Maximum remuneration allowed

In case of loss Z1.,50,000

In case of profit

First ¥3,00,000 90% of book profit or # 1,50,000, whichever is higher.
On balance book-profit | 60% of next book profit.
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Meaning of Book Profit:

Book profit means the net profit as shown intha P & L &/c for the relevant previous year computed in accor-
dance with the provisions for computing income from profits and gains. The above amount should be
increased by the remuneration paid or payable to all partners of the firm if the same has been deductad
while computing net profit.

= Computation of Book Profit

Step 1: Find out the net profit of the firm as per Profit & Loss A/t

Step 2 Make adjustment as per sec. 28 to 44DB (including adjustment for interest on

partner’s capital),

Step 3: Add remuneration to partner, if debited to the Profit & Loss A/c.

Step 4: Subtract unabsorbed depreciation but do not subtract brought forward business losses. The resuliant
fgure is book profit.

Note: Due to subtraction of unabsorbed depreciation the residual profit should not be less  than the
brought forward losses, which are to be set-off in the current year.

Hlustration 6
A firm has paid £ 8,50,000 as remuneration to its partners for the PY.2021-22, in accordance with its partner-
ship deed, and It has a book profit of £ 10,00,000,00,000. What is the remuneration allowable as deduction?

Solution
The allowable remuneration calculated as per the limits specified in section 40{bj(v)

Particulars Amount
On first ¥ 3 lakhs of book profit [¥ 3,00,000 x 90%] 270,000
On balance % 7 lakhs of book profit [Z 7,00,000 x 60%) 4,20.000
Total 6,90,000

The excess amount of £ 1,60,000 (i.e., % 8,50,000 — £,90,000) would be disallowed as per section 40({b}{v).

Unit 5.7 - Expenses or Payment Not Deductible in Certain

Circumstances [Section 40A]

5.7.1 Payments to Relatives and Associates [Sec. 40A (2)]
Any payment made by an assessee to a related persen shall be disallowed to the extent it is excess or unrea-
sonable as per the assessing officer.




For the assessee  Related Person means

An Individual

Relative

A person in whose business or profession the individual has substantial
interest.

A Company

Director of the company or any relative of the director.
A person in whose business or profession the company or any of its
director or relative of such director has substantial interest.

Any other company carrying on business or profession in which the
aforesaid company has substantial interest.

A Firm

Partner of the firm or relative of partner.

A person in whose business or profession the firm or any of its partner
or relative of such partner has substantial interest.

HUF / ADP

A member of the Association or HUF or any relative of the member.
A person in whose business or profession the ADP or any of its member,
or relative of such member has substantial
interest.

Any assessee

Any individual who has a substantial interest in the business or
profession of the assessee or the relative of such individual.

Relative ufs 2[41) means the spouse, brother, sister ar any lineal ascendant or descendant of that individu-

al.

Person having substantial interest: A person is deemed to have substantial interest in the business or

profession, if;

1. Inacase, where the business ar profession is carried on by a company, such person is at any time during
the previous year, the beneficial owner of equity share carrying not lass than 20% of voting power.

2. Inanyothercase, such person Is at any ime during the previous year, the beneficially entitied to not less
than 20% of the profits of such business or profession.

5.7.2. Consequences of Payment exceeding ¥ 10,000/- otherwise than by account payese

cheque or demand draft [Sec. 204(3)]

» Any expenditure, in respect of which a payment or aggregate of payments made to a person in a single
day othar than by account payee cheque or account payee bank draft or ECS through bank account or
through such other prescribed electronic modes exceeds ¥ 10,000,

* The prescribed electronic modes: are credit card, debit card, net banking, IMPS, UFI, RTGS, and NEFT,
In case of payments made to transport operator for plying, hiring or leasing goods carrlages, an
enhanced limit of < 35,000 shall apply.

» | the payment/payments excead this limit, the entire expenditure would be disallowed.




MNotes:

* The provision of sec. 40A(3) is attracted only when such expenditure is claimed as deduc-
tion u/s 30 to 37.

e |fan assessee makes payment of two different bills (none of them exceeds
10,000/%35,000) at the same time in cash to the same person, provision of sec. 40A(3) is not
attracted.

e Ifan assessee makes payment of a single bill (exceeding < 10,000/ < 35,000) on
different days to the same person in cash, provision of sec. 40A(3) is not attracted, provided
anyof the payment doesnot exceed X 10,000 /X 35,000.

* Where payment is made overX 10,000 (or X 35,000) 2t a time, partly by account
payee cheque & partly in cash but the payment in cash alone at one time does not exceed
10,000 (or35,000), assessee is not attracted by sec. 40A(3).

» Single Expenditure

Payment Not Exceeding

= Single Day > ¥10,000 (or T 35,000)

« To Single Person

Fig: 8.11

However, disallowance would not be attracted if the cases and circumstances in which payment is made
othar than by way of an account payee cheque or bank draft are covered in Rule 6DD.

* Few Examples of Exceptions Covered in Rule 6DD

{Cases where disallowances would not be sttracted)

Under the following circumstances as prescribed undar Rule 6D0, provision of Sec.404(3) is not attracted
even the payment in excess of £ 10,000 (or £ 35,000) has been made otherwise than by an account payea
cheque or account payee bank draft or other prescribed modes,

*  ‘Where the payment Is made to.
= The Reserve Bank of India or any banking company.
= The State Bank of India or any subsidiary bank.
= Any co-operative bank or land mortgage bank.
= Any primary agricultural credit society or any primary credit socisty.
= The Life Insurance Corporation of India.
*  Where the payment is made to the povernment.
Loan transactions.
Where the paymeant is made for the purchase of Agricultural or forest produce etc,

llustration 7

Determine the applicability of SECTION 404

Mr. & made following paymant in cash to a road transport operatar for their respective bills:
% 24,000 ta Mr. A on 10th May, 2022 against his Bill No. 100

% 33,000 to Mr. B on 10th December, 2022 against his Bill No. 200

* X paidtoY = 12,000 In cash against his Bill No.301 of % 7,000 and Bill No. 318 of %5,000.

» X paidtoY in cash (against bill 120) of T 24,000 as follows:

On 10th November, 2021: £ 7,000

On 11th November, 2021: % 8,000

On 12th November, 2021: 9,000




Solution

+  Payment made to Mr, C shall be disallowed fully u/s 40A(3), The monetary limit for payment to Road
Carrier is ¥ 35,000.

* Nothing shall be disallowed under this section. If the assessee makes payment of two different bills
(none of them exceeds < 10,000) at the same time to the same person in cash, provision of sec. 404(3)
is not attracted.

+ Nothing shall be disallowed. If an assessee makes payment of a single bill (exceeding T 10,000) on
different days to the same person in cash, provision of sec. 404(3) is not attracted, provided any of the
payment does not exceed < 10,000.

5.7.3 Provision for Gratuity [Sec. 40A(7)]

No deduction shall be allowed in respect of any provision (by whatever name called) made by the assesses
for the payment of gratuity to his employesas.

Exceptions: Any provision made by the assessee for the purpose of payment of a sum, by way of any contri-
bution towards an approved gratuity fund, or for tha purpose of payment of any gratuity, that has bacome
payable during the previous year, shall be aliowed as deduction.

5.7.4 Contributions by employers to funds, trust ete. [Section 40A(9)]

Mo deduction shall be allowed in respect of any sunt paid by the assessee as an employer towards setting
up or formation of, or as contribution to, any fund, trust, company, ACOF, BOI, society or other institution for
any purpose.

Exception: Where such sum is paid by way of contribution towards approved superannuation fund,
recognized provident fund, approved gratuity fund, NPS as per the requirements under any faw, then such
sum |s allowed. But Contribution to unrecognized provident fund is disallowed.

Unit 5.8 - Profits Chargeable To Tax [Section 41]

The following receipts are chargeable to tax as business income even If the business to which such receipt
is related is not in existence during the previous year.

* Recovery against any deduction

# Balancing charge

+  Zale of asset used for scientific res=arch

* Recovery of Bad debts

5.8.1 Recovery against any deduction [Sec. 41(1)]

s  Where an allowance or deduction s allowed In any assessment year in respect of loss, expenditurs, or
trading liability incurred by the assessee, and

» Subsequently during any previous year such assessee has obtained, whether in cash or in any other
manner any amount in respect of such loss, expenditure, or any benefit in respect of such trading
liability by way of remission or cessation therecf.

¢+  The amount obtainad or benefit accrued shall be deemed to be the profits & gains of business or
profession and chargeable to income tax as income of the previous year in which such benefit is
obtained.
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Unit 14.9 - Changes in the Rate of Exchange of Currency
[Section 43A]

The section provides that where an assessee has acquired any asset from a fareign country for the purpose
of his business or profession, and due to a change thereafter in the exchangs rate of the two currencies
involved.

There is increase or decrease the liability of the assessee at the time of making the payment:

* Towards the whole or a part of the cost of the asset, or

* Towards repayment of the whele or a part of the moneys borrowed by him from any person, directly
or indirectly, in any foreign currency specifically for the purpose of acquiring the asset along with inter-
est.

The amount of liability is increased or reduced at the time of making the payment shall be added to or
deducted from the actual of the asset.

Unit 14.10 - Certain Deductions to be allowed only on Actual

Payment [Section 43B]

In respect of the following sums payable by an assessee during the PY., deduction is allowable anly if the
sum is actually paid on or before the due date of filing of return u/s 139(1) for the said BY:

= Tax, duty, cess or fee, under any law for the time being in force.

* Contribution to any provident fund or superannuation fund or gratuity fund or any other fund for the
welfare of employees.

= Any sum payable by an employer in lieu of any leave at the credit of employee (i.e,, l=ave encash-
ment).

* Any sum payable as bonus or commission to employees for services rendered.

* |[nterest on any loan.or borrowing from any public financial institution or a State Financial Corporation
or a State Industrial Investment Corparation, in accardance with the terms and conditions.

* |nterest on any loan or borrowing from a deposit taking NBFC or non-deposit taking NBFC in accer-
danca with the terms and conditions of the agreement governing such loan or borrowing

= Mon-deposit taking non-banking financial company means a non-banking financial company which
is not accepting or holding public deposits (having total assets of not |ess than % 500 crore as per the
last audited balance sheet and Is registered with the RBI).

= Deposit taking non-banking financial company means 3 noh-banking financial company which is
accepting or hoiding public deposits and is registered with the RBL.

* |nterest on any loan or advance from a scheduled bank ar cooperative bank other than a primary

agricultural credit society or a primary co-operative agricuitural and rural development bank in accor-
danca with the terms and conditions.

* Any sum payable to the indian Railways for use of railway assets.




MNotes:

® Sec.d3Bisapplicable only if the assessee is following mercantile system of accounting. How-
ever, if an assessee follows cash basis of accounting, deduction shall be allowed only in the

year in which payment is made, even though the payment has been made on or
due date of filing of return.

Mustration &

before

Debit side of the profit and loss account of lyothi Ltd, shows the following expenses, which have been due
but are outstanding as on 31st March, 2022,

Payment outstanding on 31-3-2022 First payment
Particulars Amount 7 Date
Bonus payablete o a0n 02-05-2022 | 30000 30-09-2022 |57.000
employees
Leareencashinent: |ccnon 07-06-2022 | 15,000 25-12-2022 | 50,000
EXpEnses '
Interest payable to

75,000 13-05-2022 | 50,000 10-01-2023 | 25,000
LIC loan
g‘;ﬁf“ payableto |, 559 10-06-2022 | 3.000 13-12-2022 | 11,000

Due date for filing return of income is 31st October, 2022. Find out the previous years in which the aforesaid
payments are deductible. The company maintains books of accounts on the basls of mercantile system of

accounting.

Solution:

As per provision of sec. 438 following payment shall be allowed.

Amount ¥

Deduction allowed in the assessment year

2022- 2023

2023-2024

Bonus payable to employees 87,000 87.000 -

Leave encashment expenses 65,000 15,000 50,000
Interest payable to LIC loan 75,000 50,000 25,000
Interest payable to Bank T4000 3.000 11,000

Note: Due date for filing retum of income is 31st October, 2022
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Unit 14.11 - Stamp Duty Value of Land and Building to be Taken
As The Full Value of Consideration in Respect of
Transfer, Even If the Same Are Held by the Transferor
as Stock- in-Trade [Section 43CA]

Where the consideration for the transfer of an asset (other than capital asset), being and or buiiding or
both, is less than the stamp duty value, the stamp duty value shall be deemed to be the full value of the
consideration for the purposes of computing income under the head “Profits and gains of business or
profession”.

If the stamp duty value does not exceed Such consideration shall be deemed to be the full
110% of the actual consideration received or| value of consideration for the purpose of
accruing. computing profits and gains from transfer of
such asset.

Further, the stamp duty value may be taken as on the date of the agreement for transfer. At least a part of
the consideration has been received by way of an account payee cheque/ account payee bank draft or use
of ECS through a bank account or through such other prescribed electronic modes on or before the date of
the agreement.

Unit 14.12 - Compulsory Maintenance of Accounts [Section 44AA]

This section provides that every person carrying on {Specified Professions) the legal, medical, engineering or
architectural profession or accountancy or technical consultancy or interior decaration or any other profes-
sion as has been notified by the CBDT in the official gazette must statutorily maintain such books of accounts
and other documents as may enable the assessing officer to compute his total Income.
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Parsans carrying on specified professions
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Fig:8.12

Following Books of Account are required to be Maintained as Per Rule 6F:

*» (ash book
* Journal, if mercantile system of accounting is followed.
» |edger

» Carbon copies of machine numbered bills, exceeding < 25, issued by the person.

» Original bills and receipts issued to the person In respect of expenditure Incurred by the person, or where
such bills and receipts are not issued, payment vouchers prepared and signed by the person, provided the
amount doss not excesd % 50.

*  Assessee engaged in medical profession are required to maintain two more books:

= Daily Case Register in Form 3C.

= |nventory records of drugs, medicines and other consumable accessories used in the profession,

b
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An assessee (covered u/s 44AE, 44BB or 44BBB) who

claims income from such business to be lower than the Maintain such books of account
deemed income computed in accordance with the & other documents as may
respective sections. enable the AD to compute his
Where the provision of sec. 44AD(4) is applicable and taxable income under the Income

income of the assessee exceeds the basic exemption limit. | fax Act
which is not chargeable to income tax.

MNotes:

The books of account and other documents shall be kept and maintained for a period of &
years from the end of the relevant assessment year.

Unit 14.13 - Audit of Accounts of Certain Persons Carrying on

Business or Profession [Section 44AB|

Following assessee are required to get their accounts audited by a chartered accountant and to furnish the
audit report in a specified form one month prior to the due date of filing of return of income.

.13.1 An assessee carrying on business

I his total sales, turnover, or gross recelpts in business exceeds %1 crore in the relevant PY,

L

Exception for Audit U/S 44AB (Audit u/s 44AB does not apply)

A& person who declares profits and gains on presumptive basis u/s 44AD and his total sales, turnover, or
gross receipts does not exceed X 2 crore.

If the following conditions are satisfied, then the higher threshold limit of < 10 crore shall be applica-
ble for a person carrying on business:

Aggregate cash receipts in the relevant PY does not exceed 5% of total receipts (incl. receipts for sales,
turnover, gross receipts] and

Aggregate cash payments in the relevant PY does not exceed 5% of total payments (incl. amount
incurred for expenditure).

Case Applicability
Tumover exceeds T 10 crore Applicable
Turnover does not exceed 7 2 crore and assessee is covered u/s 44AD Not applicable
Turnover does not exceed ¥ 10 crore and conditions* are satisfied. Mot applicable

Turmover does not exceed ¥ 10 crore but exceed ¥ 1 crore and conditions«| Applicable
are not satisfied (assessee is not covered u/s 44AD)




5.13.2 An Assessee Carrying on Profession
If his gross receipts in profession exceeds X 50 lakhs in the relevant PY,

5.13.3 An Assessee Covered u/s 44AE, 44BB or 44BEB

Assessee has claimed that his income from such business is lower than the deemed income computed in

accordance with the presumptive basis under respective section.

5.13.4 An Assessee Covered u/s 34ADA
Assessee has claimed that:

= His income is lower than the presumptive Incomea (computed u/s 44ADA) and
= His incomea exceeds tha basic exemption limit, which I= not chargeable to Income tax,

5.13.5 An Assessee Covered u/s 44AD(4)

His incomea exceeds the basic exemption limit which s not chargeable to income tax in any previous year.

Unit 14.14 - Special Provisions for Computing Profits and Gains
Of Business on Presumptive Basis

[Sections 44AD/ 44ADA/ 44AE]

To give relief to small taxpayers from maintenance of books of account and from getting the accounts audit-
ed, the Income tax Act has framed the presumptive taxation scheme ufs 44AD, 44ADA and 44AE,

5.14.1 Computation of Business Profit on Presumptive Basis [Sec.44AD]

* Applicability:

Eligible Assesses

A resident individual, resident Hindu undivided

family or a resident partnership firm.

The provision is not applicable in case of the following:
Limited liability partnership firm.
A person carrying on profession as referred to u/s44AA

A person earning income in the nature of
commission or brokerage or

« A person carrying on any agency business.
+ A person carrying on the business of plying, hiring or
leasing goods carriages referred to in sec 44AF

Eligible business/ profession

Any business, other than
business referred to in section
4AAE whose total turnover/
gross recelpts in the PY. not
exceed ¥ 2 crore




Estimated Income

Where amount of turnaver or gross receipts is received by an
account payee cheque or account payee bank draft or use
of ECS or through other prescribed electronic modes during | 6% of such turnover or receipts.
the previous year or before the due date of filing return of
income,

In any other case. 8% of such turnover or receipts.

MNotes:

Restriction on claiming deductions: The above estimated income is aggregated with other income of
the assessee, from any other business or under any other heads of income.

Deductions allowable under sections 30 to 38 shall be deemed to have been given full effect, and
further deduction under chapter VIA be available to the assessee as usual (other than deductionu/s
10AA or 80HH to BORRB) in the relevant assessment year. Evenin case of a firm, salary andinterest

paid to partners is not deductible.

Depreciation: Depreciation is deemed to have been already allowed. The written down value of
asset will be calculated, as if depreciation has been allowed.

Maintenance of books of account and audit: An assessee to whom provision of sec. 44AD(4) isappli-
cable and whose total income exceeds basic exemption limit and which is not chargeable to tax, he
shall be required:

To maintain books of account and other documents as required u/s 44A4 and

To get his accounts audited and furnish a report of such audit as prescribed u/fs 43AB.

Provision is not applicable [Sec. 44AD(4]}]:

Where an Eligible Assessee;

Declares profit for any previous year in accordance with the provisions of this section (i.e., specified
percentage of the turnover) &

Declares profit less than specified percentage of the turnover for any of the 5 assassment years
relevant to the previous year succeeding aforesald previous, then; he shall not be eligible to daim the
benefit of the provisions of this section for 3 assessment years subseguent to the assessment year
relevant to the previous year in which he has declared lower profit.

E.g., an assessee claims to be taxed on presumptive basis u/fs 444D for AY. 2021-22. For AY. 2022-23 and
2023-24, he declares income on the basis of presumptive taxation scheme. However, for AY. 2024-25, he
did not opt for presumptive taxation Scheme. In this case, he will not be eligible to claim benefit of
presumptive taxation scheme for next 5 AY.s; i.e., fram AY, 2025-26 to 2029-30,

Iustration 9

%055 associates, 3 firm, is engaged in the business of trading of cloth (turnover of 2021-22 being =
57,80,000, out of which < 25,00,000 has been received In account payee cheque). It wants to claim the
following deductions:




Salary and interest to partners [as permitted by sec. 40(b)] 60,000
Salary to employees 490,000
Depreciation 2. 70,000
Cost of materials used 35,80,000
Other expenses 13.45,000
Total 57,55,000
Net profit (¥ 57,80,000 -  57,55,000) 25,000

Determine the net income of 2G5 associates for the assessment year 2022-23, ass uming that:
s Taxable interest income is £ 90,000

* |ongterm capiial galn is £ 1,40,000 and

e  Firm s eligible for a deduction of = 15,000 under sec. B0G.

Solution:

Since turnover from business does not exceed = 2 crore, hence sec. 444D Is applicable. However, incoms
computed as per provision other than presumptive income ufs 44AD s less than estimated income.
Hence, the firm may be assessed for such lesser incame provided following conditions are satisfied:

= Maintain books of account as prescribed u/s 4444; and

= Gebaccounts audited u/s 4448

Where it Maintains Accounts and gets it Audited
Computation of total income of SGS associates for the A, 2022-23

Particulars Amount T
Profits and gains of business or profession: 25600
Income from cloth business ’
Capital gains: _ _ 140,000
Long term capital gain

Income from Other Sources: 30,000
Interest Income

Grozs Total Income 2,55,000
Less: Deduction u/s 80G 15000
Total Income 2,40,000

It i= assumed that all the expenditures are allowed.
Where it does not maintain account or fails to get accounts audited
Computation of total income of 5G5S associates for the AY.2022-23,




Particulars Amount 7 Amount 7

Profits and gains of business or profession: 1 50000
Income from cloth business (being 6% of ¥ 25,00,000) :ZTE.Er 400 412,400
income from cloth business (being 8% of ¥ 32,80,000) |7
Capital gains: .

pratgams: 1,40,000
Long term capital gain
Income from Other Scurces:

90,000

Interest Income
Gross Total Income 6,42,400
Less: Deduction u/s 806G 15,000
Total Income 6,27,400

8.14.2 Computation of Professional Income on Presumptive Basis [Sec. 44ADA]

« Applicability

Eligible business/ profession

Any profession specified u/s 44AA whose
gross receipis = ¥ 50 lakhs in the relevant PY.
Any resident individual and resident firm (other |(44AA: engaged in any profession Legal, med-
than LLP) ical, engineering, architectural profession or
profession of accountancy, technical consul
tancy, interior decoration, etc.)

= Estimated income
502 of the gross receipts. However, a taxpayer can voluntarily declare a higher income in his return.

Notes

* Deduction: The above estimated income is aggregated with other income of the assessee, from any
other business or under any other heads of income. Further deduction under chapter VIA shall be
available to the assessee as usual. Even in case of a firm, salary andinterestpaid to partners is not
deductible.

= Depreciation: Depreciation is deemed to have been already allowed. The written down value of
asset will be calculated, as if depraciation has been allowed.Maintenance of books of account and
audit: ifeligible assessee declares profitsand gains In accordance with the provisions of section
A4ADA, he is not required to maintain books of account u/s 44AA or get them audited u/fs 44AB,
Howewver, if  the assessee claims his profits to be lower than the profits computed by applying
the presumptive rate, he has to maintain books of account and other documents u/s 44A4(1) and
get his accounts audited u/fs 4448, if his total income exceeds the basic exemption limit for that
year

= Assessee can change his option from year to year




5.14.3 Business of plying, leasing or hiring goods carriage [Sec. 44AE]

+  Applicability

Eligible Assessee Eligible business/ profession
An assessee owning not more than 10 goods | Business of plying, hiring or leasing goods
carriages at any time during the PY. carriages.

s  Estimated income

Type of Goods Carriage Presumptive Income (Per month or part of a month)

Heavy 7 1,000 per ton of gross vehicle weight or unladen weight
Other than heavy goods vehicle | % 7,500

income shall be calculated from the month when assessee acquired the property whether it has been put
to use or not.
Meaning of certain terms for the purpose of section 44AE:

Heavy goods vehicle | Any goods carriage, the gross vehicle weight of which exceeds 12,000
kilograms.

Gross vehicle weight | Total weight of the vehicle and load certified and registered by the
registering authority as permissible for that vehicle.

Unladen weight The weight of a vehicle or trailer including all equipment ordinarily
used with the vehicle or trailer when working but excluding the weight
of driver or attendant and where alternative parts or bodies are used
the unladen weight of the vehicle means the weight of the vehicle with
the heaviest such alternative body or part.

MNotes

s Deduction: The above estimated income is aggregated with other income of the assessee, from any
other business or under any other heads of income. Further deduction under chapter VIA shall be
availabie to the assessee as usual. In the case of a firm, deduction in respect of remuneration and
interest to partner u/s 40{b) shall be further deductible from income so computed.

Depreciation: Depreciation is deemed to have been already allowed. The written down value of asset
will be calculated, as if depreciation has been allowed. Maintenance of books of account and audit:
If eligible assessee declares profits and gains in accordance with the provisions of section 44AE, he
is not required to maintain books of account u/fs 44AA or get them audited u/fs 44AB.

However, if the assessee claims his profits to be lower than the profits computed by applying the
presumptive rate, he has to maintain books of account u/s 44AA(2) and get his accounts audited u/s
44AB.

*  Assessee can change his option from year to year




Hlustration 10

Mr. Ravi is engaged in the businass of plying goods carriages. On 1st Agril, 2021, he owns 10 trucks (out of
which & are heavy good vehicles of [unladen weight of each Is 20 ton)). On 2nd May, 2021, he sold one of
the heavy goods vehicles & purchased a light goods vehicle on 6th May, 202 1. This new vehicle could howev-
er be put to use only on 15th June. 2021,

Compute the total income of Mr. Ravi for the AY. 2022-23, taking note of the following data:

Particulars Amount ¥
Freight Charges collected 870.000
Less: Operational expenses © 6,25,000 825,000

Depreciation as per Sec. 32 - 1,685,000
Other Office expenses : 15,000

Net Profit 45,000
Other business and non-business INncome 70,000
Solution

Alternative (1) Direct estimation of income u/s 44AF

Vehicle No. of No. of Details Amount ?
vehicle Month

Heavy 5 12 71,000 x 5 vehicles x 12 months x 20ton | 12.00,000

Heavy 1 2 71,000 % 1 vehicle x 2 months x 20 ton 40,000

Light 4 12 T 7,500 x4 vehicles x 12 months 3.60,000

Light 1 11 7 7,500 x 1 vehicles x 11 months 82,500

Income from business of plying goods carriage 16,682,500

Mote: Income shall be calculated from the month when assessee acguired the property whether it has
been put to use or not. For this purpose, any fraction of the month shall be considered as month.

Income from business of plying goods carriage u/s 44AE 16,82,500
Add- Other business and non-business income 70,000

Total Income 17,52,500
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Particulars Detaiis Amount ¥
Freight charges collected 8,70.000
Less: Expenditure related to business 6,25,000 825000
COperational expenses 1,85,000

Depreciation u/s 32 15,000

Other office expenses

income from business of plying goods carnage 45,000
Add: Other business and non-business income T0.000
Total Income 1,15,000

Since Mr. Ravi has lower taxable income in alternative 2 hence his total incoms is £ 1,15,000. But to elaim such
lower income than the estimated Income (computed In alternative 1) as per provision of section 44AF, he will
have to maintain books of account as required u//s 44AA and get his accounts audited.
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— Summary |8

Income from “Profits and Gains of Business or Profession” under the Income Tax Act
encompassas a broad range of earnings associated with the conduct of any trade, commerce,

or manufacturing activity, or the provision of services. This head of income includes nat anly

the net profit earned from business operations after deducting allowable expenses but also
gains arising from the professional services rendered by individuals. These profits or gains are
calculated based on the taxpayer’s accounting records, adhering to the tax rules regarding
permissible deductions and exclusions.

For taxation purposes, allowable expenses might include costs directly related to the generation:
of income, such as raw materials, salaries, and overhead. Additionaily, specific deductions far
depreciation of assets and certain types of reserves are permitted. Taxable business income also
covers profits on the sale of business assets and income fram business-related |eases or liceanses.
Business losses can be carried forward and set off against future profits under certain conditions.
This comprehensive approach ensures that the actual Income earned from business activities is
accurately taxad, reflecting both the income generated and the expenses incurred.
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— Exercise M

What does the income from “Profits and Gains of Business or Profession” generally include?
. A) Only fixed salaries from employment

B) Interest from savings accounts

C) Net profit from business operations and professional services

D) Capital gains from the sale of personal assets

Answer: C

- & = =

On what basis are profits or gains calculated for taxation?

. A) Market value of the business

. B) Personal assessment by the business owner

. C) Based on the taxpayer's accounting records according to tax rules
. D) Flat rate decided annually by the tax authorities

. Answer: C

Which type of expenses are dEducﬁblE when calculating taxable business Income?
A) Personal expenses

B} Entertainment expenses not related to business

C) Costs directly related to the generation of income

D] Political donations

Answer: C

-

Are depreciation of assets and certain types of reserves allowed as deductions?

. A) Yes, as specific deductions

. B} No, they are fully taxable

. C) Only in certain industries

. D} Only if audited by tax authorities
. Answer! A

What happens to business |losses under the Income Tax Act?
A} They are ignored for tax purposes
B) They can be carried forward and set off against future profits

. C) They are fully deductible in the year they occur
. D} They must be written off immediately
. Answer: B

What is included in the business income for tax purposes?

. A) Profits from non-profit activitias

B} Only the primary business activity

C} Profits on sale of business assets and income from leases or licenses
D) Income from employes wages

Answer: C

-

Whlch of the following is not a permissible deduction under business incoma?
A) Raw material costs

. B) Salaries to employees

. C) Capital expenses for expansion

. D) Overhead costs

. Answer: C (Capital expenditures are typically not immediately deductible.)

— B
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How are salaries related to business deducted for tax purposes?
. A} Not deductible at all

. B) Deducted as personal expenses

. C) Deducted as a business expense if paid to employess
. D) Fully taxable as extra Income

. Answer: C

Which statement best describes the treatment of Income from professional services under this
head of income?

. A) It is treated as a hobby and not taxed

. 8] Taxed separately under special rates

. ¢! Included and taxed under business income
. D) Exempt from taxation

. Answer: C

In what scenario might a business not be able to deduct certain expenses?

. A) When expenses are directly related to income generation

. B) When expenses are fully documented and necessary

. C) When expanses are not related to the businass or are personal in nature
. D) When expenses are audited externally

. Answer: C
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— Notes =




15. Capital Gains

|
i

Unit15.1 - Capital Asset [Sec 2(14)]

Unit 152 - Short Term and Long-Term Capital Assets

Unitd5.3 - Transfer [Secton 2{47)]

Unit154 - Scope and Year of Chargeability [Section 45]

Unit 155 - Capital Gains on Distribution of Assets by Companies in
Liguidation [Secton 45]

Unit15.6 - Capital Gains on Buyback of Shares or Specified
Securities [Section 46a]

Unit15.7 - Transactions Mot Regarded as Transfer [Section 47]

Uniti58 - Computation of Capital Gains [Sec. 48]

Unit 158 - Ascertainment of CostinSpecified Circumstances [Section 49]

Unit15.10 - Cost of Acquisition [Section 55(2)]

Unit 15,11 - Cost of improvement [Section 55{1)]

Unit 15.12 - Advance Money Received [Section 51]

Unit15.13 - Computation of Capital Gains in Case of Depreciahble Assets
[Sections 50 & 504]

Unit 15.14 - Capital Gains in Respect of Slump Sale Section 50B]

Unit 15.15 - Exempoon of Capital Gains

Unit 15,16 - Reference ta Valuation Officer [Section 55A]

Unit 15.17 - Tax on Short Term Capital Gains in Respect of Equity Shares/
Units of an Equity Oriented Fund [Section 111A]

Unit 15,18 - Tax on Long Term Capital Gains [Section 112]

Unit 15.19 - Taxon Long Term Capital Gains on Certain Assets [Section 112A]




Key Learning Outcomes

« |dentify Capital Assets

« Classification of Capital Gains

« Learn Computation of Capital Gains

« Understand Exemptions and Indexation

« Knowledge of Tax Rates and Applicability

« Understand Transfer of Capital Assets

« Apply Special Provisions and Adjustments
« Understand Loss Set-off and Carry Forward
« Knowledge of Reporting and Compliance

s Apply Tax Planning Strategies
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Unit 15 - Capital Gains

— Unit Objectives l@‘

At the end of the unit, you will be able to understand:

1, Residential status: Knowledge of provisions to determine the residential status of different

persons.
2. Scope of total income: Examine and ascertain the scope of income of a person on the basis of

residential Statu:..




Unit 15.1 - Capital Asset [Sec 2(14)]

=

=]

Property held by the assesses, whether ar not connected with business or profession.

Any securities held by a Foreign Institutional Investor which has invested in such securities in accor-
dance with SEBI repuiation by any securities held by foreign institutional investors.

Any unit linked insurance policy where 10{10D) exemption does not apply on account of

Far @y L] =R QuUTing the

Exceeding ¥ 2 50,000
. term of suc

Fig: 9.1

However, it does not include:

Stock-in trade: Any stock-in-trade other than:
Securities held by a foreign institutional investor.
Consumable stores or raw materials held for the purpose of the business or profession of the assessee.

Personal Effects: Personal effects, that is to say, movable property (including wearing apparel and furni-
ture) held for persanal use by the assessee or any member of his family dependent on him.

Exclusions:

lewellery

Archaeological collections
Drawings

Faintings

Sculptures

Any work of art

MNote:
For this purpose, the expression ‘jewellery’ includes the following:

Ornaments made of gold, silver, platinum or any other precious metal or any alloy containing one or
maore of such precious metals, whether or not containing any precious or semi-precious stones and
whether or not worked or sewn into any wearing apparel.

Precious or semi-precious stones, whether or not set in any furniture, utensil or other article or
worked or sewn into any wearing apparel.




Rural Agricultural land

* |nlndia l.e., agricultural 1and in India which Is not situated ir any specified araa.

»  Urban agricultural lands consttute capital assets.

e Agricultural land described below, being land situated within the specified urban limits, would fall
within the definition of “capital asset”, and transfer of such land would attract capital gains tax.

=)

Agricultural land situated in any area within the jurisdiction of a municipality or cantonment board
having population of not less than ten thousand,
ar

Agricultural land situated in any area within such distance, measured aerially, in relation to the
range of population.

Area within the
jurisdiction of a Population
municipality or cantonment ’ =10000
board where population 2 kms

Population Population

=100000 =1000000
6 kms 8 kms

Fig:- 9.2

» Specified Gold Bonds: 6%% Gold Bonds, 1977, or 7% Gold Bonds, 1980, or National Defence Gold
Bonds, 1580, issued by the Central Government.

»  Special Bearer Bonds, 1931 issued by the Central Government.

Gold Deposit Bonds issued under the Gold Deposit Scheme, 1595 or deposit certificates issued under

the Gold Monetsation Scheme, 2015 and Gold Monetisation Scheme, 2018 notified by the Central
Government.

Unit 15.2 - Short Term and Long-Term Capital Assets

Type of Capital Asset

Depents of period of holding

Shart Tearm Capital Asset Long term capltal Asset

Fig-9.3




Name of Capital Asset

1. Securly | othere Than it |
lintedd in g RSE I ndio

2. Unit ol undl truul-of adia U
2. Unit ot equity Grionlod fund

d. Tame ecupon bonds

1. Uniloted Shamaiahars not
Hetad In Rocognized olock Ariy athard Ansels

auahangs

2. Immowabieg proparty
|Land & Buiding]

Hesdsl oo Hhele Tor

Hald Tos
* 1T manths

Long term aapital Shart tam
Azeal LTCA Capital Auxat

Fig: 9.4

Haled tor
=74 modiking

Short Tearm

Capital Assat

=345 monthe = D6 momtis

Latq tarm

Copital Azset

Determination of period of holding [Clause (i} of Explanation 1 to section 2(42A}]:

:; Circumstances Period of holding
The period subsequent to the date
1 Shares held in a company in hquidation. of liquidation of company shall be
excluded.
Asset becomes the property of an assessee by e period for wikcn e pital
2 virtue of section 49(1) asset was held by the previous
g owner shall be included.
3 Inventory of business is converted as a capital Periad from the dae 6F Conversian.

asset

Share/s in the Indian company (amalgamated
company), becomes the property of an assessee
- in lieu of share/s held by him in the
amalgamating company at the time of transfer
referred under section 47(vii).

The period for which the share(s)
was held by the agssessee in the
amalgamating company shall be
included.

Share or any other security is subscribed by the
assessee on the basis of right to subscribe to

Period from the date of allotment

2 any share or security or by the person in whose nf S Ehare orsecunty shal be
W included.
favour such right is renounced by the assessee.
Specified security or sweat equity shares is Period from the date of allotment or
6 allotted or transferred, directly or indirectly, by the| transfer of such specified

employer free of cost or at concessional rate to
his employees (including former employees)

security or sweat equity shares

shall be included.




Equity share in a company becomes the property | The period for which the preference
T of the assessee by way of conversion of shares were held by the assessee
preference shares into equity shares. shall be included.
Share/s in the Indian company being a resulting et o) '..r.whmht.he sh_arefs
were held by the assessee in
8 company becomes the property of an assessee
in consideration of demerger. dermrged company -l be
TS included.
Any financial asset is allotted without any Period from the date of allotment of
9 payment and on the basis of holding of any other | such financial asset shall be
financial asset. included.
Right to subscribe to any share or security is Pennd_frﬁm the date Gf. offer of
H renounced in favour of any other person Such Aght by the company or
Y OIREr person. institution shall be included.

Unit 15.3 - Transfer [Section 2(47)]

The Act contains an inclusive not an exclusive definition of the terms transfer of capital assets and hence
transfer includes:

The sale, exchange or relinguishment of the asset.

The extinguishment of any rights therein,

The compulsory acguisition thereof undar any law.

The owner of 2 capital asset may canvert the same into the stock-in-trade of 3 business carried on by
him. Such conversion is treated as transfer.

The maturity or redemption of a zero-coupon bond.

Part-parformance of the contract: Sometimes, possession of an Immovable property is given in consid-
eration of part-performance of a contract.

Lastly, there are certain types of transactions which have the effect of transferring or enabling the enjoy-
ment of an immovable property.

Explanation To The Above Points.

Exchange: Includes bartar which means mutual transfer of ownership of one thing for the ownership of
another.

Though there Is only one transaction the tax liability arlses an both the parties.

The sale consideration shall be taken as the fair market value of assets received.

Relinquishment of the asset: Relinguish literally means “to withdmaw from’ or to zbandon’ or "to give
up anything or any right” or “te cease to hold’ or ‘to surrender”.

Notes:

Right of the assessee in the asset is given up or abandoned.

Asset itself continues to exist after such relinquishment and becomes the property of someone else.
There must be mutual consent of the parties. A unilateral action of writing off the claim in the books
of account cannot be treated as relinguishment.




e Extinguishment of Any Right in an Asset
Extinguishment |iterally means "to put a total end to’ or total destruction’ or ‘blat out of existence’ or “annihi-
lation”.

Example:
» (Cancellation of licences: Abandonment of a project and termination of industrial licence, shall be treated
as transfer,

* Reduction of share capital: When a part of the share capital Is paid to the shareholder by a company, such
reduction of share capital shall be treated as extinguishment of proportionate right in the shares and such
shareholder shall be liable to capital gain.

= Compulsory acquisition of an asset under any law
Nermally, sale means a mutual will full agreement between two or more parties. But for the purpose of sec.
2{47), transfer includes compulsory acgquisition of any property under any law in force.

*  Conversion of asset into stock in trade by the owner
Generzlly, a transfer reguires two or more parties, but in Income tax Act aven one party's involvemant may
constitute transfer.

As per sec. 2{47)(iv) where an asset is converted by the owner into or treated by him as ‘stock in trade’ of the
business carried on by him, such conversion or treatment shall constitute transfer.

Unit 15.4 - Scope and Year of Chargeability [Section 45]

* General Provision [Section 45(1)]

Any profits or gains arising from the transfer of a capital asset effected inthe previous year (otherthan exemp-
tions covered under this chapter) shall be chargeable to income tax under this head in the previous year in
which the transfer took place.

MNote:
The relevant date of transfer is not the date of the agreement to sell, but the actual date of sale i.e., the date
on which the effect of transfer of title to the property as contemplated by the parties has taken place.




Circumstances

Year of chargeability

Full value of Consideration

(i) | Insurance Receipts [Section | Previous year in which such | Fair market value of other
45(1A)] money or other asset was | assets on the date of such
received. receipt.
(i) | Unit Linked Insurance Policy | Previous year in which such
Receipts [Section 45{18)] amount was received.
(iv) |Conversion or treatmentof | Previous year in which such | Fair market value of the
a capital asset as stock-in- | stock-in-trade is sold or asset on the date of such
trade [Section 45(2) otherwise fransferred by conversion.
him.
(v} | Compensation on Chargeable as income of
compulsory acquisition the previous year in which
[Section 45(5)] such compensation is re-
ceived (refer note 1).
(vi) |Specified Agreement Refer note 2 Stamp duty value, on the
[Section 45(5A)] date of issue of certificate of
completion, of his share (+)
Cash consideration.
Note no: 1
3= =

b
1

| Compensation on Compulsory Acquisition [ sec 45(5)] |

A

Normally, chargeable in the year in which such
Compensation is recevied. In case of enhanced compensation,

Enhanced compensation

|
l |

Cost of acquisition Cost of acquisition

or ar

Cost of Improvement Cost of Improvement

Previous year in
which the final order
of court, tribunal or

authority is made

Fig:95




Accounts Assistant

Reduction of enhanced compensation| Capital gain of that year shall be recomputed by taking
into consideration the reduced amount.

Death of the transfercr The enhanced compensation will be chargeable 1o tak
in the hands of the person who receives the same.

Note no: 2

Taxahility of capital gain in caseof Specified agreement U/s 45(5A): in case of assessee being individual
or HUF, who enters in to a specified agreement for development of a project, the capital gain arising from
such transfer shall be chargeable into tax as income of the previous year in which the certificate of com-
pletion for the whole or part of the project is issued by the competent authority.

Indivitual /HUF entering into
specified agreement for
development of praject

If they are transferring the
share on or before the
date of issue of
completeion

If they are transferring their
share after the date of issue
of completion

Taxability would arise in the
previous year in which
certificate of completion for
whole or part is issued

Previous year in which
property is handed over to
the developer

Fig: 9.5




Unit 15.5 - Capital Gains on Distribution of Assets by Companies
In Liquidation [Section 46]

In-the hands of
company

In the hands of
shareholders

Distribution is
not & transfer
Money received
Distribution attributable (#) Full Value of
to accumulated profits consideration

[-}Deemed dividend

No Capital Gain
tax Hability

Taxable as Capital
Gain in the hand of
shareholders

Deemed dividend u/s
2(22)(c)

Taxable as Income from
other Sources

Fig: 9.6




Unit 15.6 - Capital Gains on Buyback of Shares or Specified
Securities [Section 46A]

Buyback of shares ordinarily means:

» FRepurchasing of shares by the company that issued them.

*+ He company pays the shareholders the market value of the shares and reclaims the ownership that
was previously distributed.

Taxability in the Buybackof shares by o whwck of specified
hands of . PR e S securities by any company
a domestic company y
S Subject to additional :'h{: ;:::g;t‘xx M| Not subject to tax in the
ey income taxz23 296% hands of the company
- company

ﬁg;r:rhgflderf Income arising to Income arising to Income arising to holder of
S shareholders exempt | shareholder taxable as| specified securities taxable
szemﬁfies under section 10(34A) | capital gains u/s 46A | as capital gains u/s 46A

Unit 15.7 - Transactions Not Regarded as Transfer [Section 47]

1. Any distribution of capital assets on the total or partial partition of a HUF
MNote: this clause shall not include transfer under a gift or an irrevocable trust of a capital asset being

shares, debentures or warrants allotted by a company directly or indirectly to its employees under
the Employees' Stock Option Plan or Scheme.

2. Any transfer of a capital asset under a gift or will or an irrevocable trust.
3. Any transfer of capital asset by a company to its subsidiary company

Conditions:

s The parent company or its nominee must hold the whole of the shares of the subsidiary company.

¢ Thesubsidiary company must be an Indlan company.

4. Transfer of capital asset by a subsidiary company to its 100% holding company, being an Indian company.
Exception - The exemption menticned in 3 or 4 above will not apply if a capital asset is transferred as
stock-in-trade.

5. Transfer of capital asset by amalgamating company to amalgamated Indian company, in a scheme of
amalgamation.

Note : The amalgamated company is an Indian company.
Amalgamation [Section 2{1B]] - “Amalgamation”, in relation to companies, means the merger of one or
more companies with another company or the merger of two or more companies to form one company.




Accounts Assistant

6. Transfer of capital asset by the demerged company to the resulting Indian company, In a scheme of
demergen

Note: “Demerger”, in relation to companies, means the transfer, pursuant to a scheme by a demerged
company of its one or more undertaking to any resulting company:.

7. Any transfer or Issue of shares by the resulting company, in a scheme of demerger to the shareholders
of the demerged company.

Note: Transfer is made in consideration of the demerger of the undertaking, Demerged Company
Demerged company means the company whose undertaking is transferred, pursuant to a demerger, to
a resulting company.

8. Any transfer by a shareholder, in a scheme of amalgamation, of shares held by him in the amaigamating
compgany.

Conditions

s The amalgamated company is an Indian company.

* The transfer is made in consideration of the allotment to him of any share/s in the amalgamated com-
pany, except where the shareholder itself is the amalgamated company.

9. Transfer of Rupee denominated bond outside India by a non-resident to ancther non-resident.
Note: Rupee denoted Bond is a bond issued by an Indian entity in foreign markets and the interest
payments and principal reimbursements are denominated (expressed) in rupees.

10. Transfer of Government Securlty outside India by a non-resident to another non-resident.
MNote: Government Security: Security carrying a periodic payment of interest, made out side India
through an intermediary.

11, Redemption of sovereign gold bonds by an Individual,

12. Transfer of specified capital asset to the government or university etc.

13. Conversion of preference shares into equity shares.

14, Transfer on conversion of bonds or debentures etc. Into shares or debentures.
15. Transfer of capital asset under Reverse Mortgage. '

Note: The Reverse Mortgage scheme is for the benefit of senior citizens, who own a residential house
property. In order to supplement their existing income, they can mortgage their house property

with a scheduled bankor housing finance company, in return for a lump-sum amount or for a regular
monthly/quarterly/annual income.




Captial Gain

Long term Capltal Gain short term Capltal Galn
|Section2(298)] [Secilonz(29 Y]

Galn anusrng on Galn enusring on
transfer of long term transfer of shorl term
capital Assot capital Assel

Fig: 9.6
Computation of Short-Term Capital Gain (5TCG)

Farticula et al - 0
Sale consideration (Full value of consideration) whix
Less: Expenses on transfer (ows)
Net sale consideration R
Less: i) Cost of acquisition i

i) Cost of improvement Exk

Short Term Capital Gain Rk
Less: Exemption u/s 548, 54D, 54G, 54GAetc. )
Taxable Short Term Capital Gain e

Mote: No deduction shall be allowed in computing the income chargeable under the head “"Capital gains”
in respect of any sum paid on account of securities transaction tax.

The meaning of terms used in the computation:
s Sale consideration [full value of consideration)
It refers to sale value of the asset (in form of money or money's worth)

*  Consideration in instalments: In case, consideration is receivable in instalment in different years, the
entire value of the consideration shall be taxable in the year of transfer.

*  Fair market value deemed to be full value of consideration: In certain cases [Sec. 500)where the
consideration received or accruing as a result of the transfer of a capital asset by an assessee is not
ascertainable or cannot be determined, then, for the purpose of capital gains, the fair market value of
the said asset on the date of transfer shall be deemed ta be the full value of the consideration.




= Expenses on Transfer

» [t means any expenditure Incurred wholly and excluslvely in connection with such transfer such as:
*  Brokerage or commission incurred for securing buyer.

»  Cost of stamp and registration fee by the vendor,

»  Traveling expenses, sic.

* It isreduced from sale consideration to get net sale consideration.

Notes:
Expenditure on transfer may be incurred prior to or after completion of transfer. If expenditure has been
allowed as deduction under any other heads of income, then the same cannot be claimed as deduction
u/s 48,

s (Cost of Acguisition [Sec. 55{2)]
Cost of acquisition includes expenditure incurred for acquiring the asset or completing the title of the asset.

Example:

*  Sum paid for discharge of mortgage debt to clear charge over the property (created by previous owner)
is a part of cost of acquisition.

»  |itigation expenditure incurred by a shareholder to get the shares registerad in his name will form part
of cost of acquisition of shares.

» Cost of Improvement [Sec. 55(1)({b}]
Cost of improvement means an expanditure incurred to increase the productive quality of the asset. It

includas all expenditures of a capital nature Incurred In making any additions or alierations to the capital
gszat,

Notes:

*  Any expenditure which is deductible in computing the income chargeable under any other head of
income shall not be treated as cost of improvement.

s An expenditure incurred by a shareholder to file a suit to amend articles of association, which results
in appreciation of value of share shall be treated as cost of improvement.

Hustration 1.

Mr. Sajan had purchased a golden ring as on 10th luly, 2020 for % 50,000. On 4th February, 2021, he has
sawn a diamond on it costing X 25,000. On 5th September, 2021, he sold such ring for ¥ 1,00,000 and
incurred brokerage for arranging customer 8,000. Compute capital gain.

Solution:
Particulars Detaiis Amount ¥
Sale consideration (Full value of consideration) 100,000
Less: Expenses on transfer (8000)
Net sale consideration 92000
Less: i) Cost of acquisition (50,000)
il) Cost of improvement (25,000) (75000)
Short Term Capital Gain 17.000




COMPUTATION OF LONGTERM CAPITAL GAIN (LTCG)

Particulars Details Amount
Sale consideration (Full value of consideration) mk ke
Less: Expenses on transfer (wxns)
Net sale consideration asin
Less: i) Indexed Cost of acquisition ki

il) Indexed Cost of improvement hms

Short Tenm Capital Gain wxhn
Less: Exemption u/s 54, 54B, 54D, 54EC, 54F etc (moes)
Taxable Long Term Capital Gain e

MNote: Mo deduction shall be allowed in computing the income chargeable under the head “Capital gains” in
respect of any sum paid on account of securities transaction tax. respect of any sum paid on account of
securities transaction tax.

The meaning of terms used in the computation:

= Indexed cost of acquisition

“Indexed cost of acquisition” means the cost of acquisition adjusted according to the price level of the year of
sale, cost of acquisition and cost of Improvement will be increased by applying the cost inflation index [Cl).
This means an amount which bears to the cost of acquisition, the same proportion as Cll for the year in which
the asset is transferred bears to the Cll for the first year in which the asset was held by the assessee or for the
year beginning on 1st April, 2001, whichever is later.

Indexed cost of acquisition =Cost of acquisition x Index of the year of transfer
Index of the year of acquisition

Indexed cost of improvement

“Indexed cost of improvement” means the ‘cost of iImprovement’ (as discussed in case of short-term capital
gain) adjusted according to the price level of year of sale. Indexed cost of any improvement means an amount
which bears to the cost of improvement, the same proportion as Cll for the year in which the asset is trans-
ferred bears to the Cll for the year in which the improvament to the asset took place.

Indexed cost of Improvement= Cost of Improvement *index of the Year of Transfer
Index of the Year of Improvement

Cost Inflation Index
Under section 48, for computation of long-term capital gains, the cost of acquisition and cost of improvement
will be increased by applying the cost inflation index [Cl1).

MNote-The benefit of indexation will not apply to the long-term capital gains arising from the transfer of
bonds or debentures other than:

* (Capital indexed bonds issued by the Government or
» Sovereipn Gold Bond issued by the RBI under the Sovereign Gold Bond Scheme, 2015.




The cost inflabon indices for the financial years so far have been notified as under:

Financial Year Cost Inflation Index

2001-02 100
2002-03 105
2003-04 108
2004-05 113
2005-06 117
2006-07 122
2007-08 125
2008-09 137
2009-10 148
2010-11 167
2011-12 184
2012-13 200
2013-14 220
2014-15 240
2015-16 254
2016-17 264
2017-18 272
2018-19 280
2018-20 289
2020-21 307
2021-22 a7

Note: Indexed cost of acquisition has to be ascertained with reference to the date of acquisition and not

with reference to the date when such asset became a capital asset.

Hustration 2:

Ms. Deepthi has purchased a house property as on 11th May, 2002 for < 1,00,000. On 3rd luly, 2004, she
constructed a new floor on the same house at a cost of X 4,50,000. On 6th November, 2021, she sold such

house for % 20,00,000 and incurred brokerage @ 2% for arranging customer. Compute capital gain.

Solution

Sale consideration 2000000
Expenses on transfer 2% on 20,00,000 (40,000)
Met sale consideration 18.60,000
Less: i) Indexed cost of acquisition 1.00,000 x 3,017,905
(317+105)
i) Indexed cost of improvement 450000 % 12.62 389 (15,64,294)
(317+113)
Long Term Capital Gain 395,706




Unit 15.9 - Ascertainment of Cost in Specified Circumstances
[Section 49]

In the following circumstances cost to previous owner deemed as cost of acquisition of asset:

On any distribution of assets on the total or partition of a HUFR,

Under a gift or will.

By succession, inheritance or devolution.

On any distribution of assets an the liguidation of a company.

Under a transfer to revocable or an irrevocable trust.

Under any transfer of capital asset by a holding company to its wholly owned subsidiary Indiancompany
or by a subsidiary company to its 100% holding Indian company.

Any transfer of 3 capital asset by amalgamating company to the amalgamated Indian company.

Any transfer of 3 capital ass=t by the demerged company to the resulting Indian company.

Conversion by an individual of his separate property Into a HUF property.

SRNO Cucumsiances Cost of acquisition

Z Shares received under the scheme of Cost of acquisition of the shares in the
Amalgamation amalgamating company

3 Shares recerved dunng the process of | cost of debentures, debenture stock, bond

conversion of bonds or debentures, de- | or deposit certificate in relation to which
benture stock or deposit certificates such asset is acquired by that person

e Cost of acquisition of specified security | Fair marxet value which has been taken
or sweal eguily shares into account for perguisite valuation
& Timeof conversion of preference shares | Cost of the preferance shares in relation fo
which such asset i1s acguired by the
3555588
B. Shares received in the resuiting Cost of acquisttion of the shares in the

comparny, in the scheme of demerger resulfing company shall be:

Cost of acguisition of shares in the

resulting company = AxB=C

+ A =Costof acqusition of shares held In
the demerged company
B = Net book value of the assets
transferred in & demerger

« = Net worth of the demerged
company

T Shares held in the demerged company | Cost of acquisition of the original shares

held by the shareholder in the demerged

company shall be deemed to have bean

reduced by the amount as so armived under
the suh-section (2C) [Section 49(2D0)]

& Cost of acguisition of capital asset, being| Amount which 15 deemed as full vatue
share in the project referred under sec- | of consideration in that sub-section e,
tion 45(54) stamp duty vaiue on the date of issue of

certificate of completion plus cash
consideration.

= Capital asset which was used by the Fair market value of the inventory ason the
3352332 35 an Inveniory date on such conversion

10 Cost of acquisition of property subject to | Value taken into account for the purposes
fax under section 56{2)(x) of section 56(2)(x) [Section 49(4)]




Zection 56(2)(x)- As per Section 56 (2)(x) of tha Income-tax Act, 19561 (ITA), you are required to pay taxes
if the gift value [s greater than % 50,000. While gifts recelved up to 50,000 are completely tax-free, If this
limit is crossed, the whole amount of gifts received becomes taxable in the hands of the recipient.

Unit 15.10 - Cost of Acquisition [Section 55(2)]

= Goodwill, trademark or brand name, right to manufacture, right to carry on any business or profes-
sion, tenancy rights, stage carriage permits and loom hours

Circumstances

(0

In case of acquisition from previous
owner

Cost of Acquisition
Cost of acquisition means the amount of the
purchase price.

(ii)

In case of circumstances mentioned
under section 49(71)(1)/ i)/ (iii)/ (iv)-

Cost of acquisition to the assessee will be the
amount of the purchase price for such previ-
OUS OWTer

(iii)

In case of self-generated assets

Cost of acquisition will be taken as Nil.

* Financial Assets

Circumsiances Cost of Acquisition

(i) | Original shares (which form the basis of | Amount actually paid for acquiring the original
entitlement of rights shares) financial assets.
(i) |Rights entittement (which i1s renounced | Nil
by the assessee in favour of a person)
(i) | Rights shares acquired by the assessee | Amount actually paid by him for acquiring such
asset
(iv) | Bonus Shares (Refer Note) Nil
(v) | Rights shares which are purchased by | Cost of acquisition means:
the person in whose favour the assessee| Amount of the purchase price+ Amount paid to
has renounced the nghts entitlement | the company or institution for acquiring stich
financial asset
Note:

Bonus shares allotted before 01st April, 2001 = fair market value as on 1st April, 2001




Circumstances

Where the capital asset became the prop-
erty of the assessee by any of the modes
specified in section 49(1)

Cost of acguisition
Cost of acquisition to the previous owner

Before 1st April, 2007 - fair market value as on Tst

April, 2007 as the cost of acquisition

In case of land or building or both, the fair market
value of such asset on 1st April, 2007 shall not
exceed the stamp duty value, wherever available,

of such asset as on 1st April, -4-2001.

Where the capital asset became the prop-
erty of the assessee on the distribution
of the capital assets of a company on its
liguidation

Fair market value of the asset on the date of
distribution.

A share or a stock of a company

The consolidation and division of all or any
of the share capital of the company into
shares of larger amount than its Eiist'lng
shares

The conversion of any shares of the
company into stock

Re-conversion of any stock of the company
into shares

Sub-division of any of the shares of the
company into shares of smaller amount.

The conversion of one kind of shares of the
company into another kind

Cost of acquisition of the asset calculated with
reference to the cost of acquisition of the shares

or stock from which such asset is derived.

Where the capital asset become the
property of the assessee before 15t April,
2000

Fair market value of the asset on 1st April, 2001,

at the option of the assessee.

In case of capital asset, being land or building or
both, the fair market value of such asset on 1st
April, 2001 shall not exceed the stamp duty value,
wherever available, of such asset as on 1st April,

2001.

Bonus shares allotted before Lst February, 2018, on which STT has been paid at the fime

of transfer = the cost would be the higher of:
*  Actwal cost of acguisition

= 13) In case of bonus shares allotted on or after 1st April, 2001 - Nil
s [b} In case of business shares allotted before 1st April, 2001 - FMV 1st April. 2001

Lower of:
= (a) FMV as en 31st January, 2018
= [b) Actual sale consideration




Accounts Assistant

s Long-term capital assets referred to in section 112A
The cost of acquisition in relation to the long-term caplital assets being:

*  Equity shares in a company on which STT is paid both at the time of purchase and transfer ar
*  /Unit of equity-oriented fund or unit of business trust on which STT is paid at the time of transfer.

Acquired before 1st February, 2018 shall be the higher of:
= (Cost of acquisition of such asset

=  Lower of:
*  The fair markat value of such asset
= The full value of consideration received or accruing as a result of the transfer of the capital asset.

v Anyother capital asset
*  ‘Whare the cost for which the previous owner acguired the propearty cannot be ascertained.
The cost of acquisition to the previous owner means the fair market value on the date on which the

capital asset became the property of the previous owner.

Unit 15.11 - Cost of Improvement [Section 55(1)]

» Goodwill of a business, etc. [Section 33(1)(b}{1}]: Nil

* Any ather capital asset [Section 53(1)(b){2]]

* Previous owner or the assessee before Ist April, 2001: expenditure of a capital nature incurred in
making any addition or alteration to the capital asset.

* |n any ather case: all expenditure of a capital nature incurrad in making any additions or alterations
to the capital assets,

Unit 15.12 - Advance Money Received [Section 51|

Section 51 provides that while calculating capital gains, in regard to the transfer of capital asset advanca
retained by the assessee must go to reduce the cost of acquisition.

However, if advance has been received and retained by the previous owner and not the assessee himself,
then the same will not go to reduce the cost of acquisition of the assesses.

Any sum of maney received as an advance or otherwise in the course of negotiations for transfer of a
capital asset shall be taxable as ‘income from other sources’, Ify

= Such sum is forfeited; and
= The negotiations do not result in transfer of such capital asset [Sec. 56{2){ix]]




Taxable in the year of Gain ernauring on
mpotunl wansiar of cophtal tranaier of shorl term
Azsegl caplinl Ansat

Fig: 9.7

Unit 15.13 - Computation of Capital Gains in Case of Depreciable

Assets [Sections 50 & 50a]

Transfer of Depreciable Assets [Section 50]:
Where the capital asset is a depreciable asset forming part of a block of assets, section 50 will have overrid-
dan effect in spite of anything contained in saction 2{424) which defines a short-term capital asset.

*  Where the full value of consideration received or accruing for the transfer of the asset plus the full
value of such consideration for the transfer of any other capital asset falling with the block of assets
during previous year exceeds the aggregate of the following amounts namely:

= Expenditure incurred wholly and exclusively in connection with such transfer,

¢ WDV of the block of assets at the beginning of the previous year.

¢ The actual cost of any asset falling within the block of assets acquired during the previous year,

Such excess shall be deemed to be the capital gains arising from the transfer of short-term capital assets.

«  \Where all assets in a black are transferred during the previous year, the block itself will cease to exist.

¢ The difference between the sale value of the assets and the WDV of the block of assets at the beginning
of the previous year together with the actual cost of any asset falling within that block of assets
acquired by the assessee during the previous year will be deemed to be the capital gains arising from
the transfer of short-term capital assats.




* |n 3 case where goodwill of 3 business or profession forms part of a block of asset 1 and depreciation
thereon has been obtained by the assessee under the Act,

= |f full value of consideration (v) = Opening WDV of Block (+) Actual Cost of Asset acquired in the Block
during the BY, (+} Expenses in connection with transfer of asset,{c) Then:

=, The Block Ceases to Exist:

= |fthe Block Exists:

C (-) V is the closing WDV
of the block

C()VisSTCL

* Cost of Acquisition In Case of Power Sector Assets [Section 504]

With respect to the power sector, in case of depreciable assets referrad to in section 32{1)(i), the provisions
of sections 48 and 49 shall apply subject to the modification that the WDV of the asset {as defined in section
43(8)), as adjusted, shall be taken to be the cost of acquisition.

Hlustration: 3

Johnson & Co., a sole proprietorship owns B machines, put in use for business In Feb, 2020. The depreciation
an these machines Is charged @15%. The opening balance of these machines after providing depreciation
for PY. 2020-21 was < 10,50,000. 4 of the old machines were soid on 11th August, 2021 for < 15,00,000. A
second-hand plant was bought for 29,00,000 on 15th December, 2021.

You are required to:

= Determine the clalm of depreciation for Assessment Year 2022-23.

= Compute the capital gains liable to tax for Assessment Year 2022-23.

= |f lohnson& Co. had sold the 4 machines in fune, 2021 for < 25,00,000, will there be any differencain
your above workings? Explain

Solution:

p
Opening balance of the block as on 1.4.2021 [ie, WDV ason 10.50,000
31.3.2021 after providing depreciation for PY. 2020-21]
Add: Purchase of second-hand plant during the year 9,00,000
Less: Sale consideration of old machinery during the year (15,00,000)
W.D V of the block as on 31.03.2022 450,000




2. Inthe given case, capital gains will not arise as the block of asset continues to exist, and some of the assets
are sold for a price which is lesser than the written down value of the block.

3. Ifthe 4 machines are sold in June, 2021 for % 25,00,000, then short term capital gains would arise; since the
zale consideration is more than the ageregate of the written down value of the block at the beginning of the year
and the addifions made during the year.

Particulars Amount T
Sale consideration 2500000
Less: Opening balance of the block ason 142021 [ie, WDV ason (10,50,000)
31.3.2021 after providing depreciation for PY. 2020-21]

Purchase of second plant during the year (9,00,000)
Short term capital gains 5,50,000

Unit 15.14 - Capital Gains in Respect of Slump Sale Section 50B]

Slump sale means transfer of one or more undertakings, by any means, for a lump sum consideration without
values being assigned to the Individual assets and liabilities in such sales.

* (Capital Gains:

If the undertaking held for more

than 36 months before transfer

Yes v Mo

Capital Gainis
long term
Capital Gain

Capital Gain is
short term
Capital Gain

Narmal rales

CG & (i "
LTCG taxable @ At taxation

Fig- 0.8




= Deemed cost of acquisition and cost of improvement [Section S0B(2}({i]]:

»  Thenet worth of the undertaking or the division, as the case may be, shall be deemed to be the cost of
acquisition and the cost of Improvement for the purposes of sections 48 and 45 in relation to capital

assets of such undertaking or division transferred.

= Mo indexation benefit would, however, be ayailable, even if the slump sale has taken place of an under-

taking held for more than 36 months, resulting in a long-term capital gain.

Metworth:

Aggregate value of total assets of the undertaking or division as reduced by the value of liabilities of such
undertaking or division as appearing in the books of account. Any change in the value of assets on account

of revaluation of assets shall not be considered for this purpose

s Deemed Full Value of Consideration [Section S0B([2}(ii]]
Fair market value of the capital assets as on the data of transfer.

Deemed Full Value Of Consideration For Computing Capital Gains [Sections 50C, S0CA & 50D]

Capilal Cicumsiances Deemed full value of
assel consideralion
Land or 1. If Stamp Duty Value =110% of consideration Stamp Doty Value
building or received or accruing as a result of transfer
both
+ [f date of agreement is different from the date of Stamp Duty Value on
transfer and whole or part of the consideration is the date of agreement
received by way of account payee chegue or account
payee bank draft or ECS or through such other
prescribed electronic modes on or before the date of
agreement.
If date of agreement is different from the date of Stamp Duty Value on
transfer but the whole or part of the consideration has| the date of transfer
not been received by any of the prescribed mode.
¢« [fthe stamp duty value on the date of agreementor | Consideration so re-
the date of transfer, as the case may be = 110% of the | ceived
sale considaration recejved,
2. Where the Assessing Officer refers the valuationto a
Valuation Officer, on the assessee’s claim
+  If Valuation by Valuation Officer > Stamp Duty Stamp Duty Value
Value
«  If Valuation by Valuation Officer < Stamp Duty Value | Valuation by Valuzation
Officer
3. If stamp duty value has been adopted as full value of | Value so revisedin
consideration, and subsequently the value is revised in such appeal or
any appeal or revision TevisSion
Ungquoted | consideration received or accruing as a result of transfer | FMV of such share
shares = FMV of such share determined in the prescribed determined in the
mianner prescribed manner
Any Where the consideration received or accruing is not FiV of the said asset
Capital ascertainable or cannot be determined on the daie of transfer
asset




Report of a Chartered Accountant

Every assessee In the case of slump sale shall furnish In the prescribed form on or before 30th Septem-
ber of the AN

A report of a chartered accountant indicating the computation of net worth of the undertaking or
division, as the case may be, and certifying that the net worth of the undertaking or division has been
correctly arrived at in accordance with the provisions of this section [Sub-saction {3}].

Unit 15.15 - Exemption of Capital Gains

Exemptions Under Section 10

Exemption of capital gains on compulsory acquisition of agricultural land situated within specified urban
limits [Section 10{37]]

Clause [37) of section 10 exempts the capital gains arising to an Individual or 3 HUF from transfer of
agricultural land by way of compulsory acquisition.

Such exemption I= available where the compensation or the enhancad compensation or consideration,
as the case may be, Is received on or after 1st April, 2004

The exemption is available only when such land has been used for agricultural purposes during the
preceding two years Immediately precading the date of transfer by such individual or a parent of his or
by such HUFR.

Exemption of Capital Gains under section 54/548/54D/54EC/54F

Capital Gains on sale of residential house [Section 54]

Eligible assessees— Individual & HUF

Conditions to be fulfilled:

There should be a transfer of residential house (bulldings or lands appurtenant thersto).

It must be a long-term capital asset.

Income from such house should be chargeable under the head "income from house property”.

Whiare the &mount of Capital Gain

Oees nnt
anpondy 2 Srop




* Quantum of Exemption

=  |f cost of new residential house er houses, as the case may be > long term capital gains, entire lang
term capital gains is exampt.

= |f cost of new residential house or houses, < long term capital gains, long term

* capital gains to the extent of cost of new residential house i= exempt.

= Conseguences of transfer of new asset before 3 years:
= |fthe naw asset s transferred before 3 years from the date of its acqulsition or construction, then cost
of the asset will be reduced by capital gains exempted earlier for computing capital gains.

Mustration:4

Mr. Vimal purchased a residential house on September 22, 2019 for  12,00,000 and made some additions
to the house incurring < 4,00,000 in January 2020. He sold the house property in April 2021 for %
25,00,000, Out of the sale proceeds, he spent % 10,00,000 to purchase another house property in Septem-
ber 2021, What is the amount of capital gains taxable in the hands of Mr. Vimal for the AY.2022-23?

Solution:
The house Is soid before 24 months from the date of purchase. Hence, the house is a short-term capital
asset and no benefit of indexation would be available.

Sale consideration 2500000
Less: Cost of acquisition (12,00,000)
Cost of improvement (4,00,000)
Short term Capital gain 500000
MNote:

The exemption of capital gains under section 54 is available only in case of long-term capital
asset. As the house is short-term capital asset, Mr. Vimal cannot claim exemption under section
54. Thus, the amount of taxable short-term capital gains is  9,00,000

* Capital gains on transfer of agricultural land [Section 548]

*  Eligible assessee — Individual & HUF

= Conditions:

=  There should be a transfer of urban agricultural land.

= Such land must have been used for agricultural purposes by the assessee, being an Individual or his
parent, or a HUF in the 2 years immediately preceding the date of transfer.

¢ He should purchase another agricultural land {urban or rural) within 2 years from the date of transfer.

= |fsuch investment is not made before the date of filing of return of income, then the caplital gain has
to be deposited under tha CGAS.

Mote: Capital Gains Account Scheme (CGAS)

Under sections 54, 54B, 54D and 54F, capital gains is exempt to the extent of investment of such
gains/ net consideration (in the case of section 54F) in specified assets within the specified
time. if such investmentis not made before the date of filing of return of income, then the
capital gain or net consideration (in case of exemption under section 54F) has to be deposited
under the CGAS.




= Time limit

Such deposit in CGAS should be made:

= Before filing the return of income.
Or

= On or before the due date of filing the return of income.

*  Whichever is Earlier

= Proof of such deposit should be attached with the return,

s The deposit can be withdrawn for utilization for the specified purposes in accordance with the
scheme,

*  Consequences: [f the amount depositad in CGAS is not utilized within the stipulated time of 2 years /
3 years.

The unutilized amount shall be charged as capital gain of the previous year in which the
specified period expires. In the case of section 54F, proportionate amount will be taxable.

*  Quantum of Exemption;

If cost of new agricultural land = capital gains | Capital gains is exempt.

Capital gains to the extent of cost of new

If cost of new agricultural land < capital gains agricultural land is exempt.

*  Consequences of transfer of new agricultural land before 3 years:

= [fthe new agricultural land is transferred before 3 years from the date of its acquisition, then cost of
the land will be reduced by capital gains exempted earlier for computing capital gains of new agricul-
tural land.

= However, if the new agricultural land is a rural agricultural land, there would be no capital gains on
transfer of such land.

illustration: 5 _
The capital gains is % 5 lakhs and the cost of the new agricultural land is < 8 lakhs if the new agricultural
land (urban land) is sold after, 1 year for % 10 lakhs.

Solutions:
Net consideration 10,00,000
Less: Cost of acquisition minus capital gains exempt earlier (3,00,000)

(8,00,000 — 5,00,000)
Short-term capital gains chargeable to tax 700,000




* (Capital Gains on transfer by way of compulsory acquisition of land and building of an industrial
undertaking [Section 54D]

*  Eligible assessee — Any assesses

Conditions to be fulfilled:

¢ There must be compulsory acquisition of land and building or any right in land or building forming part
of an industrial undertaking.

= Theland and building should have been used by the assessee for purposes of the business of the indus-
trial undertaking in the 2 years immediately preceding the date of transfer.

= The land and building should have been used by the assessee for purposes of the business of the indus-
trial undertaking in the 2 years immediately preceding the date of transfer.

= The assessee must purchase any other land or building or construct any building (for shifting or re-es-
tablishing the existing undertaking or setting up a new industrial undertaking) within 3 years from the
date of transfar.

It such investment is not made before the date of filing of return of Income, then the capital gain has to be
deposited under the CGAS.

= Quantum of Exemption:

If cost of new asset = capital gains | Entire capital gains is exempt

If cost of new asset < capital gains | Capital gains to the extent of cost of new asset is exempt.

= Consequences of transfer of new asset before 3 years
If the new asset is transferred before 3 years from the date of its acquisition, then cost of the asset will
be reduced by capital gains exempted earlier for computing capital gains.

(&)

* (apital Gains not chargeable on investment in certain bonds [Section 54EC]

*  Eligible assessee — Any assesses

*  Conditons:

= There should be transfer of a long-term capital asset being land or building or both.

= Such asset can also be a depreciable asset {in this case, building) held for more than 24 months.

= The capital gains arising from such transfer should be invested in a long-term specified asset within 6
mionths from the date of transfer.

= Long-term specified asset means specified bonds, redeemable after 5 years, issued on or after 1st
April, 2018 by the National Highways Authority of India (NHAI) or the Rural Electrification Corporation
Limited {RECL) or any other bond notified by the Central Government in this behalf [Bonds of Power
Finance Corporation (PFC) and Indian Railways Finance Corporation (IRFC)].

= The assessee should not transfer or convert or avail loan or advance on the security of such bonds for
a period of 5 years from the date of acquisition of such bonds.

= Quantum of exemption:

Capital gains

= OR

Amount invested in specifiead bonds,

(]

[

= Whichever is lower.

The maximum investment which can be made in notified bonds or bonds of NHAI and RECL, out of capital
gains arising from transfer of one or more assets, during the previous year in which the original asset is
transferred and in the subsequent financial year cannot exceed % 50 lakhs.

* \Violation of condition:

In case of transfer or conversion of such bonds or availing loan or advance on security of such bonds
before the expiry of 5 years. Capital gain exempted earlier shall be taxed as long-term capital gain in the
year of viclation of condition.




Capital gains in cases of investment in residential house [Section 54F]
Eligible assessees: Individuals / HUF

Conditions to be fulfilled:

There must be transfer of a long-term capital asset, not being a residential house.

Transfer of plot of land Is also eligible for exemption

The assessee should:

Purchase one residential house situated In India within a period of 1 year before or 2 years after the
date of transfer.

OR

Construct one residential house In India within 3 years from the date of transfer. If such Investment Is
not made before the date of filing of return of Income, then the net sale consideration has to be
deposited under the CGAS.

The assessea should not own mora than one residential house on the date of transfer,

The assessee should not:

Purchase any other residential house within a period of 2 years or

OR

Construct any other residential house within a period of 3 years from the date of transfer of the origi-
nal asset

Quantum of Exemption

Circumstances Exemption
If cost of new residential house = net | Entire capital gains is exempt
sale consideration of original asset

If cost of new residential house = net | Only proportionate capital gains is exempt ie,
sale consideration

LTCGx Amount invested in new residential house

MNet sale consideration

Consequences Where:

Assessee purchaszes any other residential house within a period of 2 years

Or

Constructs any other residential house within a perfod of 3 years from the date of transfer of original
asset,

The capital gains exempt earlier under section 54F shall be .deemed to be taxable as
long-term capital gains in the previous year in which such residential house is purchased or
constructed.

Consequences if the new house is transferred within a period of 3 years from the date of its purchase:

Capital gains would arise on transfer of the new house. And
The capital gains exempt earfier under section 54F would be taxable as long-tarm capital pains.

In case the new residential house is sold after 2 years, the capital gains would be long-term
capital gains and indexation benefit would be available.




Deduction from Capital Gain on Transfer of Capital Assets in case of shifting of industrial undertaking

from Urban areas [SEC. 54G]

icable to All assessee
Appi

Conditions

* Assessee must have transferred a capital asset, being:
0 A machinery or plant or building or land.
O Any rights in building or land.
0 used for the purposes of the business of an industrial
undertaking situated in an urban area.
= Such transfer is affected in the course of shifting of such
industrial undertaking to any area other than an urban area.
= Assessee has within a period of 1 year
before, or 3 years after, the date of transfer:

g Purchased new machinery or plant for the purpose of
husiness of the industnial undertaking in the area 1o
which the said undertaking is shifted.

0 Acquired building or land or constructed
building for the purposes of his business in the said area.

0 Shifted the original asset and transferred the
establishment of such undertaking to such area. and

0 Incurred expenses on such other purpose as may be

specified in a scheme framed by the central government
for the purposes of this section.

Time limit for acquiring new
asset

Within 1 year before, or 3 years after, the date of transfer.

Amount of Deduction

Minimum of the following:

+  Amount expended for the above purposes [as stated in (a)
to (d) above],

= Capital gain




¢ Deduction from capital gain on transfer of capital assets in case of shifting of industrial undertaking from

urban areas to special economic zone [SEC. S4GA]

Applicable to Bil assesses

Conditions .

g

Assessee must have transferred a capital asset, being:
A machinery or plant or building or land or

Any rights in building or land, used for the purposes of the
business of an industrial undertaking situated in an urban
area.

Such transfer is affected in the course of shifting of such
industrial undertaking to Special Economic Zone (SEZ).
Note: The SEZ may be developed in any urban area or any
other area.

Assessee has within a period of 1 year before, or 3 years
after the date of transfer:

Purchased new machinery or plant for the purpose of
business of the industrial undertaking in the SEZ to which
the said undertaking is shifted.

Acquired building or land or constructed building for the
purposes of his business in the SEZ.

Incurred expenditure on shifting the original asset and
transferred the establishment of such undertaking to such
SEZ and

Incurred expenses on such other purpose as may be
specified in a scheme framed by the central government
for the purposes of this section.

asset

Time limit for acquiring new | Within 1 year before or 3 years after, the date of transfer.

Amount of Deduction Minimum of the following:

Amount expended for the above purposes [as stated in (a)
to (d) above];

Capital gain




Deduction from capital gain on transfer of residential property for investment in eligible company

[SEC. 54GB] Amended

individual & HUF

Applicable to

Conditions

Assessee must have transferred a long-term capital asset being
residential property (i.e., a house or a plot of land)

Such transfer should take place between 01st April, 2012 and 31st
March, 2022
Assessee must subscribe in the equity shares of an

eligible company within the due date of furnishing income tax
return for the relevant assessment year.

Eligible company means a company which fulfils the following
conditions:

It is an Indian company.

The company should be incorporated during the period from the
1st day of Aprii of the previous year relevant to the assessment
year in which the capital gain arises 1o the due date of
furnishing of return of income u/s 139(1) by the assessee.

The company is engaged in the business of manufacture of an
article or a thing or in an eligible business.

Eligible business means a business which involves
innovation, development, deployment or
commercialisation of new products, processes or
services driven hy

technology or intellectual property.

it is a company in which the assessee has more than 25% share

capital or more than 25% voting nights after the subscription in
shares by the assessee

It is a company which qualifies to be a small or medium enter-
prise (i.e., SME) under the Micro, Small and Medium Enterprises
Act, 2006 or is an eligible start up (as referred to in sec. 80-1AC);

Time limit for acgquiring
new asset

The company should purchase new asset within 1 year from the date
of subscription in equity shares by the assessee.

Amount of Deduction

Minimum of the following:

Investment in the new asset by the eligible company = Capital gain

Net sale consideration = 5ale consideration — Expenditure on transfer.

Capital gain

Net Sale consideration




*  Extension of time for acquiring new asset or depositing or investing amount of Capital Gain

[Section 54H]
In case of compulsory acquisition of the original asset, where the compensation is not received on the date
of transfer, the period available for acquiring a new asset or making investment in CGAS under sections 54,
548, 540, S4EC and 54F would be considered from the date of receipt of such compensation and not from
the date of the transfer.

Unit 15.16 - Reference to Valuation Officer [Section 55A]

Section 55A provides that the assessing officer may refer the valuation of a capital asset to a valuation officer
in the following circumstances with a view to ascertaining the fair market value of the capital asset for the
purposes of capital gains:

» In a3 case where the value of the asset as claimed by the assessee Is in accordance with the estimate
made by a registerad valuer.

*  Under this provision, the assessing officer can make a reference to the valuation officer in certain cases
like:

= Where the fair market value is taken to be the sale consideration of the asset.

= Where the fair market value of the asset as on 01st April, 2001 is taken as the cost of the asset, Ifhelis
of the view that there is any variation between the value as on 01st April, 2001 claimed by the assessee.

* |ftheassessing officer Is of the opinion that the fair market value of the asset exceeds the value of the
asset as claimed by the assessee by moere than 15% of the value of asset as claimed or by more than
25,000 of the value of the asset as claimed by the assessee.

» The assessing officer Is of the opinion that, having regard to the nature of asset and other relevant
circumstances, it is necessary to make the reference




Unit 15.17 - Tax on Short Term Capital Gains in Respect of Equity
Shares/ Units of an Equity Oriented Fund

[Section 111A]

Exemption of Capital Gains [Sections 54 to 54F]

Section 54 Section 54B Section54D  Section54EC
1 Eligible Individual/ HUF | Individual/ |Any assessee | Any asses- | Individu-
Assessee HUF see al/ HUF
2 Asset trans- | Residential Urban Land & Land or Any LTCA
ferred House Agricultural | building buildingor | other
(LTCA) Land forming part | both (LTCA) |than
of an industri- Resi-
al undertaking dential
House.
3 Other income from Land should |Land & - Assessee
Conditions | such house be usad for | building have should
should be agricuftural | been used for not own
chargeable un- | purposes by | business of more
der the head assessee or | underfaking than one
“Income from his parents | for at least 2 residen-
house property” |or HUF for 2 |years tial house
years immediately on the
immediately | preceding the date of
preceding | date of trans-
the date of |transfer fer. He
transfer The transfer should
should be not
by way of purchase
‘compulsory within 2
acquisition of years or
the industnal construct
undertaking within
3 years
after the
date of
transfer,
another
resi-
dential

house.




Qualifying One Land for Land or Bonds of One
asset | e, as- | Residential being used | Building or NHAl or Resi-
setin which |House situated | for right in land or| RECL or any | dential
capital gains | in India/Two rest| agricultural | building other bond |House
has to be dential houses | purpose notified by situated
invested in India, at the (Urban/ C.G. in India
option of the Rural) (Redeemable
assessee, where after 5 years)
capital gains
does not exceed
~ 2 crore
Time limit Purchase within | Purchase Purchase/ Purchase Purchase
for 1 year beforeor |within a construct within a within
purchase/ 2 years afterthe |pericdof2 |within 3 years | period of 6 1 year
construction | date of transfer | years after | after the date | months after | before or
(or) construct thedate of |of transfer, the dateof |2 years
within 3 years transfer for shifting or | transfer after the
after the date of reestablishing date of
transfer the existing transfer
undertaking (or) Con-
or setting up a struct
new industrial within
undertaking. Jyears
after the
date of

transfer




6 Amountof | Cost of new Res- | Cost of new |Costofnew |Capital Gain | Costof
Exemption |idential House |Agricultur- |assetor or amount new
or two houses, al Land or Capital Gain, |invested Residen-
as the case may | Capital Gain, | whicheveris |in specified |tial
eor whichever lower. bonds, House =
Cost of new is lower, is whicheveris | Net
asset or Capital | exempt lower. sale
Gain, whichever Maximum consider-
is lower permissi- |ation
ble of origi-
investment | nal
out of asset,
capital entire
gains Capital
arising in | gain is
any exempt.
financial | Costof
yearis 50 |new
lakhs, Residen-
whether | 1ial
such House <
Investment | Net
Is made in | sale
the current | consider-
FY or ation
subse- of origi-
gquent FY |nal
or both. asset,
propor-
tionate
capital
gainis
exempt.

Concessional rate of taxin
respect of STCG on transfer of

This section provides for a concessional rate of tax (1.e.,15%)
on the short-term capital gains on transfer of:

certain assets

(1) An equity shares in a company or
(2) A unit of a business trust or
(3) A unit of an equity-oriented fund

Applicability

All assessee




Conditions (i) The transaction of sale of such equity share or unit should
be entered into on or after 1st October, 2004
(i) Such transaction should be chargeable to securities trans
action tax under the said chapter

Tax rate Such short-term capital gainsshall be taxed 7 15% + surcharge

+ Health and Eduecation Cess.

Deduction under Chapter VI-A
against STCG taxable under
section 1T11A

Deductions under Chapter VI-A cannot be availed in respect of
such short-term capital gains.

Adjustment of Unexhausted
Basic Exemption Limit

In the case of resident individuals or HUF

if the basic exemption is not fully exhausted by any other in
come, then, such short-term capital gain will be reduced by the
unexhausted basic exemption limit and only the balance would
be taxed at 15%.

However, short-term capital gains arising from transactions undertaken in foreign curr
cy on a recognized stock exchange located in an International Financial Services Centr
(IFSC) would be taxable at a concessional rate of 15% even though STT is not leviable i

respect of such transaction.

llustration:6

Shart term capital gain on transfer of shares on which STT is paid - < 1,20,000

ther income - 1,70,000

alculate tax of Mr, Lal aged 35 years,

Solution

Particulars Other income¥ SITCG?
Income 1,70,000 1,20,000
Exemption limit on which no tax is charged i.e, 2.50,000 1,70,000 80,080
{(note)

0 40,000
Tax rate Nil 15%
Tax Nil 6000
Less: Hebate u/s 87TA 6000
Tax after Rebate u/s 87A - -
Add: Health & Education Cess = x
Tax Liability (Rounded off) Nil Nil




MNote:

In the case of resident individuals or HUF,

If the basic exemption is not fully exhausted by any other income, then, such short-term
capital gain will be reduced by the unexhausted basic exemption limit.

5TCG - (basic exempfion limit - other income)

1,20,000 - (2,50,000 - 1,70,000)

1,20,000 - 80,000 = 40,000

Therefore 15% is charged on the balance amount of < 40,000.

Short-term capital gain in any other case

In any other case, short-term capital gain is to be taxed as per usual rates, as applicable to any other
income.

Unit 6.18 - Tax on Long Term Capital Gains [Section 112]

Where the total income of an assessee includes long-term capital gains, tax is payable by the assesses @20%
on such long-term capital gains.

The treatment of long-term capital gains in the hands of different types of assesseas are as follows:

Person Rate of tax
1. Resident individual or Hindu Income tax payable at normal rates on total income
undivided family as reduced by long-term capital gains plus 20% on
suich long-term capital gains. (Note)
2 Resident AOPs and BOIs 20%
3. Resident Firms and LLPs 20%
4 Domestic companies Long-term capital gains will be charged¥20%
5 Non-corporate non-residents 10%
and foreign companies
»  Unlisted securities or shares | 92,
of closely held companies
(without benefit of index-
ation or foreign currency
fluctuation)
» Inrespect of other long-term
capital gains
Note:

Where the total income as reduced by such long-term capital gains is below the maximum amount which
is not chargeable to income tax then such long-term capital gains shall be reduced by the amount by which
the total income as so reduced falls short of the maximum amount which is not chargeable to income tax.




Tax Computation

» Inthe case of an indlvidual or a Hindu undivided family [a resident]—
= \Where [Total Income - Long-term capital gains] > Exempted ceiling (i.2.,  2,50,000 or < 3,00,000 or =

5,00,000, as the case may be}

Taxon LTCG

@ 20%

Tax an [Total income - such long-term capital
gains]

As per the slab

»  Where [Total Income - Long-term capital gains] < Exempted ceiling (i.e. = 2,50,000 or X 3,00,000 or <

5,00,000, as the case may be)
Tax on LTCG — [Exempted ceiling — (Total Inn | @ 20%
come - Long-term capital gains)]
Tax on [Total income - Long-term capital gains] Nil

* |ower rate of tax for transfer of listed securities and zero-coupon bonds

In case of transfer of listed securities (other than units) and Zero-Coupon Bonds, LTCG would be taxable

at tha lower of the following rates:
= {1} 10% without indexation benefit and
= {2} 20% with indexation benefit.

* No Chapter VI-Adeduction against LTCG

Deductions under Chapter VIA cannot be availed in respect of the long term capital gains included in the

total income of the assessee,

Ilustration: 7
Ms. Riya a resident aged 52 years, has other income of 2 2,10,000 and LTCG % 70,000. Compute her Tax liabili-
ty.
Solution
oty Lt e 0
Taxable income 70,000 210,000
Exempted up to 2,50,000(2,50,000 — 2,10,000) 40000 210,000
Balance 30,000 Nil
Tax rate 20%. Slab
Tax liability before rebate 8,000 Nil
Less: Rebate u/s 87A 8,000 -
Tax payable Nil Nil




Unit 15.19 - Tax on Long Term Capital Gains on Certain Assets
[Section 112A]

Concessional rate of tax in Section 112A provides that notwithstanding anything contained
respect of LTCG on transfer of | in section 112, a concessional rate of tax310% will be leviable
certain assets on the long-term capital gains exceeding ¥ 1.00.000 on transfer
of:—

An equity shares in a company or

A unit of a business trust or

A unit of an equity-oriented fund
Applicability All assessee
Conditions (1) In case of equity share in 2 company, STT has been paid on
acquisition and transfer of such capital asset
(i1) In case of unit of an equity-oriented fund er unit of business
trust, STT has been paid on transfer of such capital asset.
Rebate under section 87A Rebate under section 87A is not avallable in respect of tax pay
ablez10% on LTCG under section 112A. 5
Deduction under Chapter VI-A | Deductions under Chapter VI-A cannot be availed in respect of
against LTCG taxable under such Long-term capital gains.

seciion 112A

Adjustment of Unexhausted In the case of resident individuals or HUF, if the basic exemp

Basic Exemption Limit tion is not fully exhausted by any other income, then such
long-term capital gain exceeding 1 lakh will be reduced by the
unexhausted basic exemption limit and only the balance would
he tayed at 10%

Note:

Long-term capital gains arising from transaction undertaken on a recognized stock exchange located in an
international Financial Service Centre (IFSC) would be taxable at a concessionairate of 10%, where the
consideration for transfer is received or receivable in foreign currency, even though STT is not leviable in
respect of such transaction.

Computation of cost of acquisition of such capital assets in certain cases:
The cost af acquisition for the long-term capital asset acquired on or before 31st of January, 2018 will be
higher of the following:
*  The actual cost of acquisition of such asset
»  The lower of!
¢ The fair markst value of such asset.
= The full value of consideration received or accrulng as a result of the transfer of the capital asset.

4

Motes:

= No Index benefit is available.

*  The holding period will be counted from the date of acguisition.

* The cost of acquisition of bonus ~ shares acquired before 31st January, 2018 will be determined as
per aforesaid rule. Therefore, the fair market value of the bonus shares as on 21st lanuary, 2018 will
be taken as cost of acquisition.




Mustration:8
Mr. Neeraj, a resident aged 55 years, has other income of 50,000 and [TCG u/fs 1124 % 4,25,000. Compute his
Tax liability.

Sclution
Particulars LTCG w/s 112A  Other income
Taxable income 425,000 50,000
Exempted up to 2,50,000 (2,50,000 — 50,000) 200,000 50,000
Balance 2,25,000 0
Tax rateTapplicable on income in excess of 1,00,000 10% Slab
Tax liability before rebate 22500 Nil
Less: Rebate u/s 87TA Mot applicable
Tax after rebate 22,500 Nil
Add: Health & Education Cess 900
Tax and Cess Payable 23400 Nil
Ilustration:9

During the previous year 2021-22, Krithi exchanges her agricultural land (being acguired on 1st lune, 2003 for
% 60,000) against the agricultural land of Varun [being acquired on 1st March, 2021 for  80,000). Fair market
value of such properties on the date of transfer 1s  5,00,000. Compute capital gain assuming that both the land
is situated in.urban area.

Solution:

In case of Krithi:
Particulars Working Amount ¥
Sale consideration 500,000
Less: Expenses on transfer Nil
Net sale consideration 5,00,000
Less: Indexed cost of acquisition 60,000% 317 =109 (1,74,495)
Less: Indexed cost of improvement Nil
Leng Term Capital Gain 3.25.505
Less: Exemption U/s 54B (3,25,505)
Taxable Long Term Capital Gain Nil

In case of Varun:

Particulars i Amount ¥
Sale consideration 5.00.000
Less: Expenses cn transfer Nil

Met sale consideration 500,000
Less: cost of acquisition (80,000)
Less: cost of improvement Ml

Short Term Capital Gain 420000
Less: Exemption U/s 54B Nil
Taxable short Term Capital Gain 4 20,000




Any income, profits or gains includible in the total income of an assessee, which canrot be included under any
of the preceding heads of income (Salary, income from house property, profit and gains of business or profes-
sion and capital gain), is chargeable under the head ‘Income from other sources’. In other word any income is

taxable undar this head if the following conditions are satisfied.

*  Thereisan Income.
* Such income is not exempt under the provisions of Income Tax Act.
*  Such Income is not taxable udder the first four heads of incoma.

Meaning of Certain Terms

Term Meaning
Property A capital asset of the assessee, namely:
= immovable property being land or building or both,
* shares and securities,
«  jewellery,
- archaeological collections,
« drawings,
+ painiings,
+  sculptures,
« anywork of art or
*  bullion.
Relative * In case of an individual:
0 spouse of the individual:
O brother or sister of the individual:
0 brother or sister of the spouse of the individual;
0 brother or sister of either of the parents of the individual;
o any lineal ascendant or descendant of the individual;
o any lineal ascendant or descendant of the spouse of the individual:
0 spouse of any of the persons referred in (1) to (6) above
« In case of Hindu Undivided Family, any member thereof.
Family For the purpose of calculating income from other source,
family in relation to an individual means:
« the spouse and children of the individual; and
« the parents, brothers and sisters of the individual or any of them, wholly or
mainly dependent on the individual
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- Summary

|Income from capital gains in India refers to the profit earned from the sale of capital assets such
as property, stocks, or bonds. This income is categorized under the head "Capital Gains” in the
|Incomie Tax Act and is taxable depending on the nature and duration of ownership of the asset.
There are two main types of capital gains: short-term capital gains (STCG) and long-term capital
gains (LTCG). STCG arizes when a capital asset Is held for a short period (typically less than 36
months for mest assets and 12 months for listed securities), and the gains are taxed at a higher
rate compared to LTCG, which applies to assets held for longer periods. LTCG benefits from lower
tax rates and various exemptions under sections like 54, which provide relief on reinvestments
in specified assets. The determination of capital galns involves subtracting the cost of acquisition
and improvements from the sale price of the asset, adjusted for inflation in the case of LTCG
(indexed cost of acquisition). This framework ensures that capital gains are taxed fairly,
encouraging investment while providing avenues for tax relief on reinvestment.
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— Exercise M

What constitutes income from capital gains in India?
A) Interest received from bank deposits

B) Profit from the sale of capital assets

C) Dividends received from investments

D) Rental income from property

Answer: B

How are capital gains classified for tax purposes in India?

. A) Fixed and Variable gains
. B) Short-term and Long-term capital gains
. C) Primary and Secondary gains
D) Realized and Unrealized gains
. Answer: B

What is the holding period for assets to qualify as short-term capital gains for most assets?
A) Less than 12 months

B} Less than 24 maoriths

C) Less than 36 months

D} Less than 48 months

Answer: C

For which type of asset is a holding period of 12 months applicable to qualify as short-term

capital gains?

. A} Unlisted stocks
. B) Real estate

. C) Listed securities
. D) Gold

. Answer: C

What are long-term capital gains taxed at in India for most assets?
. ‘A) A higher rate compared to short-term gains

B} A lower rate compared to short-term gains

C) The same rate as ordinary income

D} Mo tax is applicable

Answer: B

Which section of the Income Tax Act provides relief on reinvestment of capital gains into

specified assets?

. A} Section 54

. B) Section 80C

. C) Section 24

. D) Section 44AD

. Answer: A

How is the cost base of a capital asset adjusted for inflation in the case of long-term capital
‘Zains?

. A) Indexed cost of acquisition

. B} Standard deduction rate

— B
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. C) Fixed percentage of the cost
. D) It is not adjusted for inflation
. Answer: A

What is subtracted from the sale price to determine capital gains?
4} Initial purchase price only

B8) Cost of acquisition and improvements

€} Depreciation

D] Previous taxes paid on the assat

Answer: B

Which of the following is not considered a capital asset under the Income Tax Act?

v A) Shares

. 8] Bonds

. C) Personal car

. D) Eﬂni‘r.uﬁtahle goods usaed in a business
. Answer: D

What tax benefit does LTCG offer over STCG?

* A) Exemption from tax

. 8) Lower tax rates

. Cl Higher tax rates

. D) The same tax rates as STCG
. Answer: B
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— Notes %‘
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16. Income From Other Sources

Unit16.1 - Dividend income

Unit 16.2 - Deemed Dividend

Unit16:3 - Casual Income

Unit 16.4 - Income by way of inferest on securities

Unit16.5 - Income from hiring of machinery, etc

Unit 16.6 - Hiring out of building with machinery etec. [Section 56(2)(iii}]

Unit 16.7 - Share Premiums in Excess of The Fair Market Value To Be
Treated as Income

Unit16:8 - Income By way of Interest Received on Compensation or on

Enhanced Compensation Referred Ta in Clause (b) of Section
145A Shall Be Chargeable To Tax Under Income From Other
Sources. [Section 36{2) (viii)l

Unit 16.9 - Advance Maoney Recaived

Unit 16.10 - Any Sum of Money or Value of Property Received without Consideration
Or for Inadequate Consideration To Be Subject To Tax in The Hands of The
Reciplent [Section 56{2)(x)]

Unit16:11 - Immuovable property [Land or building or both]:

Unit 1612 - Movable Property [Property, other than Immovable Property]

Unit16.13 - Compensation or Any other Payment Received in Connection

With Termination of His Employment [Section 56{2)({xi]]
Unit 16:14
V‘ Unit 16.15
VA  / Unit16.16
Unit 1617

Keyman Insurance Palicy

Residual Income:

Deductons Allowable [Section 37]
Deductions Not Allowable [Section 58]




Key Learning Outcomes

« |dentify Income Sources

« Understand Taxability of Different Incomes
« Learn Computation of Income

« Identify Allowable Deductions

« Understand Taxation Rules for Interest Income
« Knowledge of Rental Income Taxation

« Understand Treatment of Dividend Income
« Learn Taxation on Gifts and Windfall Gains
« Understand Treatment of Insurance Income
+ Knowledge of Reporting and Compliance

= Apply Tax Planning Strategies
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Unit 16 - Income From Other Sources

— Unit Objectives l@‘
At The End of the Unit, You will Ba Abie To Understand:

identification Of Income which Comies Under “Income From Other Source”
Eligible Deductions

Taxable Transactions without or Inadequate Considerations
Understanding of Ineligible Deductions

Computation of Tax on Casual Income

Computation of Income Chargeable Under This Head

il L e
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Incomes Chargeable Undes, Income From Other Sources [Section 561

Unit 16.1 - Dividend income

Dividend means any distribution of accumulated profits, whether capitalised or not, by a company to Its
sharsholders is dividend, if it entails the release of all or any part of its assets. Meaning of “accumulated
profits” is all profits of the company, up to the date of distribution or payment of dividend. Some terms relat-
ing to dividend are as follows:

Dividend Declared : Dividend daclared by the company at its annual ganeral meeting 1= deemed to ba the
income of the sharehoider in the previous year in which it is so declared.

Interim Dividend : Interim dividend would be deemed to be the income of the previous year in which such
dividend is unconditionally made available by the company to the members who is entitled to it.

Unit 16.2 - Deemed Dividend

Any distribution to its shareholders by a company of debentures, debenture stock or deposit certificate
in any form, whether with or without interest, and any distribution of bonus shares to preference share-
holders to the extent to which the company possesses accumulated profits, whether capitalised or not,
will be deemed as dividend. The market value of such bonus shares Is deemed as dividend inthe hands
of the preference shareholder. Bonus shares given to equity shareholders are not treated as dividend.
Distribution on reduction of capital : Any distribution to its shareholders by 3 company on the reduction
of its capital to the extent to. which the company possessed accumulated profits, whether capitalised or
not, shall be deemed to be dividend.

e Advance or loan by a closely held company to its shareholder : A&ny payment by a company inwhich the
public are not substantially interested, of any sum by way of advance or loan to any shareholder who is
the beneficial owner of 10% or more of the equity capital of the company will be deemed to be dividend
ta the extent of the accumulated profits. If the loan is not covered by the accumulated profits, it is not
desmed to be dividend.

s Taxrate on dividend income - Any income by way of dividends received by a resident from a company,

whether domestic or fareign, is taxable in the hands of a resident shareholder at normal rates of tax.

U/s 115BBDA, where the total income of a “specified assessee”, resident in India, includes any income

in aggregate exceeding ten lakh rupees, by way of dividends declared, distributed or paid by a domestic

company,

The amount of income tax calculated on the income by way of such dividends in aggregate exceeding

ten lakh rupses, at the rate of ten per cent; and

= The amount of income tax with which the assessee would have been chargeable had the total income

of the assessee baen reduced by the amount of income by way of dividends.
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Unit 16.3 - Casual Income

Casual income means income in the nature of winnings from lotteries, crossword puzzles, races including horse
races, card games and other games of any sort, gambling, betting stc. Any winning from lotteries, crossward
puzzles race including horse races, card games and other games of any sort or from gambling or betting of any
form or nature shall be chargeable to tax under Income from other sources. The entire income of winnings,
with out any expenditure or allowance or deductions under Sections BOC to 80U. However, expenses relating
to the activity of owning and maintaining race horse are allowable. Such winnings are chargeable to tax at a flat
rate of 30% under section 11588 and tax is deductible at source<30% on such income in case it exceeds X
10,000,

Unit 16.4 - Income By Way of Interest on Securities

if the income by way of Interest on securities is not chargeable to incame tax under the head, "profits and
gains of business or profession”, then such income shall be taxable under ‘income from other sources’. It is
chargeable on "receipt" basis if books of accounts are maintained on "cash basis” however if books are main-
tained an "mercantile system" then interest is taxable on "accrual” basis.

Unit 16.5 - Income From Hiring of Machinery, Etc.

Income from machinery, plant or furniture belonging to the assessee and let on hire; if the income is not
chargeable to income tax under the head "profit and gains of business or profession” shall be taxable under
income from cther sources.

Unit 16.6 - Hiring Out of Building With Machinery Etc.

[Section 56(2) (iii)]

Where an assessee lets on hire machinery, piant or furniture belonging to him and also building and the letting
of the building is inseparable from the letting of the said machinery, plant or furniture, the income from such
letting, if it is not chargeable to income tax under the head "profits and gains of business or profession” shall
be taxable under Income from other sources.
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Unit 16.7 -Share Premiums In Excess of The Fair Market
Value To Be Treated as Income

Where a company, not being a company in which the public are substantially interasted, recaives, in any
previous year, from any parson being a resident, any consideration for issue of shares that exceeds the face
value of such shares, the aggregate consideration received for such shares as exceads the fair market value
of the shares shall be taxable under income from other sources.

Unit 16.8 - Income By Way of Interest Received on Compensation
Or on Enhanced Compensation Referred To in Clause (b)
Of Section 145A Shall Be Chargeable To Tax Under
Income From Other Sources. [Section 56(2) (viii)].

Unit 16.9 - Advance Money Received

Any sum of money, received as anadvance or otherwise in the course of negotiations for transfer of a capital
asset is chargeable to income tax under the head income from other sources, if such sum is forfeited and the
riegotiations do not result in transfer of such capital asset,

Unit 16.10 - Any Sum of Money or Value of Property Received
Without Consideration or For Inadequate Consideration
To Be Subject To Tax In The hands of The Recipient
[Section 56(2)(x)]

= |n orderto prevent the praciice of receiving sum of maoney or the property without consideration or for
inadequate consideration, section 56{2)(x) brings to tax any sum of money or the value of any property
received by any person without consideration ar the value of any property recelved for inadeguate
consideration.

*  Sum of Money: If any sum of money is received without consideration and the aggregate value of which
exceeds 50,000, the whole of the aggregate value of such sum is chargeable to tax
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Unit 16.11 - Immovable Property [Land or Building or Both]:

= Without Consideration: The stamp duty value of such property would be taxed as the income of the
recipient if it exceeds % 50,000

* For Inadequate consideration: If consideration is less than the stamp duty value of the property and the
difference between the stamp duty value and consideration is mars than the higher of:

= F50,000 and

= 10% of consideration,
The difference between the stamp duty value and the consideration shall be chargeable to tax in the
hands of the assessee as income from other sources.

In case immaovable property, baing a residential unit fulfilling the stipulated conditions mentionad below, is
received for inadequate consideration from a person who holds such property as his stock-in-trade, then,
only if the stamp duty value of the residential unit exceeds the sale consideration by 20% of the consider-
ation or % 50,000, whichever is higher, would the difference between the stamp duty value and the actual
consideration be chargeable to tax in the hands of the recipient of immovable property. The benefit of
higher threshold of 20% of consideration vis-a-vis 10% of considaration shall be available, subject to the
satisfaction of following conditions:

= The residential unit is transferred during the pericd between 12th November, 2020 and 30th lune, 2021;
= Such transfer is by way of first-time allotment of the residential unit and
*  The consideration paid or payable as a result of such transfer £ 2 crores.

Unit 16.12 - Movable Property

[Property, other than immovableproperty]:

If Movable Property Is Received:

* Without consideration: The aggregate fair market value of such property on the date of receipt would
be taxed as the income of the recipient, if it exceeds % 50,000,

* For inadequate consideration: If the difference between the aggregate fair market value and such
consideration exceads % 50,000, such difference would be taxed as the income of the recipient.

Applicability of section 56{2)(x}: The provisions of section 56{2}(x) wou!d apply only to praperty which Is the
nature of a capital asset of the recipient and not stock-in-trade, raw material or consumable stores of any
business of the reciplent. Therefore, only transfer of a capital asset, without consideration or for inadequate
consideration would attract the provisions of section 56{2)(x).




Gifts Taxability - Summary

Sr Mature of Assels Taxable Value

No

1. Money The whole amount if the same exceeds T 50,000

2 Movable property |- Without consideration: The aggregate fair market value of the
property, if it exceeds ¥ 50,000
Inadequate consideration: The difference between the aggregate
fair market value and the consideration, if such difference exceeds
T 50,000

3. Immovable - Without consideration: The stamp value of the property, if it

property exceeds T 50,000

« Inadequate consideration: The difference between the stamp duty
value and the consideration, if such difference is more than the
higher of ¥ 50,000 and 10% of consideration.

The difference between the stamp duty value and the
consideration, If such difference is more than the higher of 7
50,000 and 20% of consideration, in case the immovable property
iz a residential unit which is held as stock-in-trade by the seller
and the transfer is during the period between 12th November,
2020 and 30th June, 2021 by way of first-time

allotment to the buyer and the consideration for fransfer

< ¥ 7 crores.

Non-Applicability of Section 56(2)(x): Howsaver, any sum of money or value of property received, in the
following circumstances would be outside the ambit of section S6(2)(x):

From any relative; or

On the accasion of the marriage of the individual; ar

Under a will or by way of inheritance; or

In contemplation of death of the payer or donor, as the case may be; or

Fram any local autharity; or

From any fund or foundation ar university or other educational institution or hospital or other medical
institution or any trust or institution; or

From or by any trust or institution registered; or

By any fund or trust or Institution or any university or other educational institution or any hospital or
other medical institution.

From an individual by a trust created or established solely for the benefit of relative of the individual.
From such class of persons and subject to such conditions, as may be prescribed.

By an individual, from any person, in respect of any expenditure actually incurred by him:on his medi-
cal treatmeant or treatmeant of any mamber of his family, for any illness ralated to COVID-19 subject to

‘conditions notified by the central government.

By a member of the family of a deceased person:

(&) From the employer of the deceased person (without any limit); or

[B] From any other person or persons tothe extant that such sum or aggregate of such sums = < 10
lakhs, where the cause of death of such person is [liness related to COVID-19 and the payment Is:
Received within 12 months from the date of death of such person; and

Subject to such other conditions notified by the central povernment.




Ilustration 1

Mr. X, a dealer in shares; received the following without consideration during the PY. 2021-22 from his

friend Mr. Y: '

* Cash gift of X 75,000 on his anniversary, 15th April, 2021,

*  Bullion, the fair market value of which was < 60,000, on his birthday, 15th lune, 2021,

» A plot of land at Faridabad on 1st luly, 2021, the stamp value of which is 5 lakhs on that date. Mr. Y
had purchased the land in April, 2008.

Mr. ¥ purchased from his friend Mr. Z, who is also a dealer in shares, 1000 shares of X Ltd.% 400 each on
15th tune, 2021, the fair market value of whichwas 3 600 each on that date. Mr. X sold these shares in the
course of his business on 23rd June, 2021.Further, on 1st November, 2021, Mr. X took possession of prop-
erty [office bullding) booked by him two years back at 20 Iakhs. The stamp duty value of the property as
on 1st November, 2021 was % 32 Iakhs and on the date of booking was % 23 |akhs. He had paid % 1 lakh by
account payee cheque as down payment on the date of booking. On 1st March, 2022, he sold the plot of
land at Faridabad for 7 lakhs, Compute the income of Mr. X chargeable under the head “Income from
othar sources” for AY. 2022-23.

Solution
Computation of “Income from other sources” of Mr. X for the AY, 2022-23

K Cash gift is taxable under section 56(2)(x), since it exceeds ¥ 50,000 75,000
2. Since bullion is included in the definition of property, therefore, when 60,000
bullion is received without consideration, the same is taxable, since the
aggregate fair market value exceeds 7 50,000

3 Stamp value of plot of land at Faridabad, received without consideration) 5,00,000
is taxable under section 56(2)(x)
. § Difference of ¥ 2 lakhs in the value of shares of X Ltd. purchased from -

Mr. Z, a dealer in shares, is not taxable as it represents the stock-in-trade
of Mr. X. Since Mr. X 15 a dealer in shares and it has been mentioned that
the shares were subseguently sold in the course of his business, such
shares represent the stock-in-trade of Mr X_

b Difference between the stamp duty value of T 23 lakhs on the date of 3.00,000
booking and the actual consideration of ¥ 20 lakhs paid is taxable under
section 56(2)(x) since the difference exceeds ¥ 2,00,000, being the hight
er of 7 50,000 and 10% of consideration

Income from Other Sources g 35,000

Nustration 2

Discuss the taxability or otherwise of the following in the hands of the recipient under section 56{2)(x) the

Income tax Act, 1961:

* Akhil HUF recelved = 75,000 in cash from his niece (i.e., daughter of Akhil's sister). &khil is the Karta of
the HUF

+ Nitisha, a member of her father's HUF, transferred a house properiy to the HUF without consideration.
The stamp duty value of the house property is  5,00,200,

*  Mr. Akshat received 100 shares of A Ltd. from his friend as a gift on occasion of his 25th marriage anni-
versary. The fair market value on that date was X 100 per share. He also reczived jewellery worth =
45,000 (FMV) from his nephew on the same day.

¢ Kishan HUF gified 3 car to son of Karta for achieving good marks in Xl board examinabon. The fair
market value of the caris £ 5,25,000,

468
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Solution

Taxable/

Non-taxable

Amount liable
to tax (7)

Reason

1. | Taxable

75,000

Sum of money exceeding T 50,000 received without
consideration from a non-relative is taxable under section
56(2)(x). Daughter of Mr. Akhil's sister is not a relative of
Akhil HUF, since she is not a member of Akhil HUF

2. | Non-taxable

Nil

Immovable property received without consideration by a
HUF from its relative is not taxable under section 56(2)
(x). Since Nitisha is a member of the HUF, she is a relative
of the HUF. However, income from such asset would be
included in the hands of Nitisha under 64(2).

3. | Taxable

55,000

As per provisions of section 56{2)(x), in case the
aggregate fair market value of property, other than
immovable property, received without consideration
exceeds ¥ 50,000, the whole of the aggregate value shall
be taxable. In this case, the aggregate fair market value
of shares (¥ 10,000) and jewellery (% 45,000) exceeds

7 50,000. Hence, the entire amount of 7 55,000 shall be
taxable,

4 Non-
taxable

Nil

Car is not included in the definition of property for the
purpose under section 56(2)(x), therefore, the same shall
not be taxable.

Unit 7.13 - Compensation or Any Other Payment Received in
Connection with Termination of His Employment

[Section 56(2)(xi)]:

Any compensation or any other payment, due to or receivad by any person, by whataver name called, in
connection with the termination of his employment or the modification of the terms and conditions relat-
ing thereto shall be chargeable to tax under this head.
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Unit 16.14 - Keyman Insurance Policy:

Ary sum received under a keyman insurance policy including the sum allocated by way of bonus on such
palicy is chargeable under the head "Income from other spurces” If such income is not chargeable under
the head “profits and gains of business or profession” or under the head “salaries” i.e., if such sum is
received by any person other than the employer who took the policy and the employees in whose name the
policy was taken,

Unit 16.15 - Residual Income:

Any income chargeable to tax under the Act, but not falling under any other head of income shall be
chargeable to tax under the head "income from other sources” e.g., salary received by an MPs/MLAs will
not be chargeable to income tax under the head ‘salary’ but will be chargeable as "income from cther
sources” under section 56.

Unit 16.16 - Deductions Allowable [Section 57]

The income chargeabie under the head "income from other sources” shall be computed after making the

following deductions:

* |n case of dividend or income In respect of units of a rmutual fund or income in respect of units of 3
specified company: Interest expenditure to earn such income is allowed as deduction subject to a maxi-
mum of 20% of such income included in the total income, without deduction under this section.

* |nthe case of interest on securities: Any reasonable sum paid by, way of commission or remunsration,
to a banker or any other person for the purpose of realising such interest on behalf of the assesses.

* |ncome consists of recavery from employees as contribution to any provident fund etc. in terms of
section 2{24){x): A deduction will be allowed in accordance with the provisions of section 36(1)(va) i.e,
to the extent the contribution is remitted before the due date under the respective Acts.

*  Wheare the income to be charged undar this haad is from letting on hire of machinary, plant and furni-
ture, with or without building. The following ftems of deductions are allowable in the computation of
such income:

#  The amount paid on accaunt of any current repairs to the machinery, plant, furniture or building.

= The amount of any premium paid in respect of insurance against risk of damage or destruction of the
machinery or plant, furniture or building.

= The normal depreciation allowance in respect of the machinery, plant ar furniture, due therson,

* Incaseof income in the nature of family pension: A deduction of a sum equal to 33-1/3 per cent of such
income or < 15,000, whichever is less, is allowable. For the purposes of this deducton, “fa mily 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.
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* Incase of income by way of interest on compensation/ enhanced compensation received chargeable to
tax under section 56(2){viil): Deduction of 50% of such income. No deduction would be allowable under
any other clause of section 57 in respect of such income.

Unit 16.17 - Deductions Not Allowable [Section 58]

No deduction shall be made In computing the “income from other sources” of an assessee in respect of the
following items of expenses:

e Inthe Case of Any Assessee:

= Any personal expense of the assesseg;

*  Any interest chargeable to tax under the Act which is payable outside india on

*  which tax has not been paid or deducted at sourca.

»  Any payment chargeable to tax under the head “salaries”, if it is payable outside India unless tax has
been paid thereon or deducted at source.

* Any expenditure in respect of which a payment is made to a refated person: In addition to these disal-
lowances, section 58(2) specifically provides that the disallowance of any expenditure in respect of
which a payment is made to a related person, to the extent the same is considerad excassive or unrea-
sonable by the assessing officer, having regard to the FMV and disallowance of payment or aggrepate
of payments exceading % 10,000 made to a person during a day otherwise than by account .pEI'l,l'EE
cheque or draft or ECS through bank account ar through such other prescribed electronic mode such as
credit card, debit card, net banking, IMPS, UPI, RTGS, NEFT, and 8HIM Aadhar Pay covered by section
40A will be applicable to the computation of income under the head ‘income from other sources’ as
well,

» Disallowance of 30% of expenditure: 30% of expenditure shall not be allowed, In respect of a sum which
is payable to a resident and on which tax is deductible at source, if:

= 3uch tax has not been deducted or

= Such tax after deduction has not been paid on or before the due date of return specified in section
139{1).

* No deduction in respect of any expenditure incurred in connection with casual income:

No deduction in respect of any expenditurs or allowance in connection with income by way of earnings from
lotteries, cross word puzzles, races including horse races, card games and other games of any sort or from
gambling or betting of any form or nature whatsoever shall be allowed in computing the said income. The
prohibition will not, however, apply in respect of the income of an ass2ssee, being the owner of raca
horses, from the activity of owning and maintaining such horses. In respect of the activity of owning and
maintaining race horses, expenses incurred shall be allowed even in the absence of any stake money earned.
Such loss shall be allowed to be carried forward in accordance with the provisions of section 74A.
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- Summary

Income from Other Sources is a distinct head of income under the Indian Income Tax Act, which
encompassas various types of income that do not specifically fall under the other heads of
Income such as salaries, house property, business or profession, and capital gains. This category
typically includes earnings such as interest from bank deposits, dividends, lottery winnings, gifts,
and rental income from machinery. it acts as a catch-all secton to ensure that all income types
are taxed, preventing any potential leakage in the tax framework. Taxation under this head is
generally st the normal applicable rates unless specified otherwise by the law. Certain specific
deductions are also allowed under this head, such as expenses incurred to earn that income.
Mareaver, some receipts like gifts above a certain threshold or income from lotteries and game
shows are taxed at special rates or have specific rules regarding their taxability, highlighting the
broad and inclusive approach of this category to encompass a variety of income sources.
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— Exercise M

Which category does ‘Income from Other Sources’ fall under in the Indian Income Tax Act?
Al Salaries

B) House property

C) Business or profession

D) A catch-all category for miscellaneous income

Answer: D

What types of income typically fall under “Income from Other Sources"?

. &) Salary and wages

. B) Rent from land

. C} Interest from bank depaosits, dividends, and lottery winnings
. D) Capital gains

. Answer: C

How is income from other sources generally taxed?
A) At a special rate for all types

B} At the normal applicable rates

C) Completely exempt from tax

D} At a flat rate of 10%

Answer: B

Are expensas incurred to earn income from other sources deductibla?

. A) Yes, specific deductions are allowed

. B} No, no deductions are allowed

. C) Only if they exceed 50% of the income
. D] Only in the case of lottery income

. Answer! A

Which of the following is not typically categorized under “Income from Other Sources'?
. A} Dividend income
B) Income from freelance work
. C) Rental income from machinery
. D} Profits from a business
Answer: D (Business profits fall under “Profits and Gains of Business or Profession”)

What is the tax treatment for lottery winnings under ‘Income from Other Sources’?
. A Taxed at 3 special rate

B) Exempt from tax

C) Taxed at the normal rate

D) Mot considered taxable income

Answer: A

Huw are gifts treated under this head of income?
A) Always exempt from tax

. B} Taxed only if above a certain threshold
. C) Not taxable at any point

» D) Taxed only if from specific sources

. Answer: B

— B
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Which of the following income is not included under ‘Income from Other Sources'?

. A} Rental income from own property

. B) Interest received on compensation or enhanced compensation
. C) Pension received

. D) Capital gains from sale of shares

. Answer: D (Capital gains fall under the "Capital Gains” head)

Are any special deductions applicable to children’s income reported under ‘Income fram Other
Sources’?

. A) Yes, 3 standard deduction is applicable

. B} No, it's taxed at the parent’s rate without deductions

. €1 Yes, but only if the child is a minor

. D) No, it'staxed as it is

Answer: C (Income earned by minors may be clubbed with the income of the parent)

What is a necessary condition for deducting expenses under ‘Income from Other Sources’?
. A} Expenses must be documented

. B) Expenses must be related to the earning of the taxable income
. C) Expenses must exceed 25% of the income
. D) No conditions, all expenses are deductible

. Answer: B




Participant Handbook

— Notes =




5

S
Initiative ef

A

17. Aggregation Of Income;Set-Off,Or
Carry Forward And Set-Off Of Losses

Unit17.1
Unit17.2
Unit17.3
Unit17.4
Uit 175

Unit 17.6
Unit 17.7
Unit 17.8

Unit17.9

Unit17.10 -

Ageregation of Incorme

Set Off and Carry Forward

Inter Source Adjustment (Section 70)

Inter Head Adjustment

Carry Forward & Set-Off of Loss from House Property
[Section 71B]

Carry Forward and Set-Off of Business Losses [Sections 72]
Losses in Speculation Business [Section 73]

Carry Forward & Setoff Of Losses Of Specified
Business {Section 73a]

Losses Under the Head ‘Capital Gains’ [Section 74]
Lasses from the Activity of Owning and Maintaining
Race Horses [Section 744 (3)]

Unit 17.11 - Order of Set-Of of Losses
Unit17.12 - Submission Of Return of Losses [SECTION 80]




Key Learning Outcomes g

« Understand Aggregation of Income

« Learn Set-Off of Losses

« Understand Carry Forward of Losses

« Identify Types of Losses

« Learn Inter-Source & Intra-Source Set-Off
« Knowledge of Reporting and Compliance
« Consider Impact on Tax Planning

« Recognise Anti-Avoidance Provisions

« Understand Legal Considerations
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Unit 17 - Aggregation Of Income; Set-Off, Or Carry
Forward And Set-Off Losses

— Unit Objectives [@
At The End of The Unit, You Will Be Able To Understand:

Ageregation of Income
Sat Off Same Head And Other Head of Income

Carry Forward The Loss For Future Years To 5at Off
Ordear of Set off

TR PN
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Unit 17.1 - Aggregation of Income

Under Income tax Act 1961 there are certain provisions as per which an income of, though legally belonging
to one person, is to be included in the total income of another person. Term is also used to denote the
adding together of the taxpayer's income from all sources in order to determine the applicable tax rate for
income tax purpose. In cartaln cases, some amounts are deemed as income in the hands of the assessee
though they are actually not in the nature of income. These cases are contained in sections 68, 89, 69A, G9B,
B9C and 630. These are discussed in detall in chapter 1. The assessing officer may require the assesses to
furnish explanation in such cases. If the assessee does not offer any explanation or the explanation offered
by the assessee is not satisfactory, the amounts referred to in these sections would be deemed to be the
income of the assessee. Such amounts have to be aggregated with the assessee’s income.

Unit 17.2 - Set Off and Carry Forward

Specific provisions have been made in the Income tax Act, 1951 for the set-off and carry forward of losses.
in simple words, “Set-off” means adjustment of losses against the profits from another source/head of
income in the same assessment year. If losses cannot be set-off in the same year due to inadeguacy of
eligible profits, then such losses are carried forward to the next assessment year for adjustment against the
eligible profits of that year. The maximum period for which different losses can be carried forward for set-off
has besn provided in the Act.

Unit 17.3 - Inter Source Adjustment (Section 70)

Inter-source set-off of losses: Under this section, the losses incurred by the assessee in respect of one source
shall ba set-off against income from any other source under the same haad of income, sinca the income
under each head is to be computed by grouping together the net result of the activities of all the sources
covered by that head. In simpler terms, loss from ane source of income can be adjusted against income
from another source, both the sources being under the same head.

Examples:

*  Short-term capital loss of % 1,00,000 can be adjusted against long-term capital gains of £ 1,50,000. Total
Income under the head capital gains = < 50,000/- (LTCG)

»  Long-term capital loss of = 1,00,000 can be adjusted against long-term capital gains of X 1,20,000. Total
income from capital gains = < 20,000/- {LTCG)

*  Long-term capital loss of £ 1,00,000 can’t be adjusted against short-term capital gains of < 1,240,000,
Income under the head capital gains = X 1,40,000 (STCG) & % 1,00,000 losses of long-tarm which will be
carried forward.
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=  Normal business loss of X 6,00,000 can be adjusted against speculation income of % 8 Lacs. Income
under the head business =< 2,00,000 which is speculation income.
Normal business loss of 5 Lakhs can be adjusted against Section 35A0 Income of 4 Lakhs. Net result of
PGBP head will be losses of £ 1 Lakh which will be adjusted against other heads of income.

* |mpermissible inter-source set-off: Inter-source set-off, however, is not permissible in the following
cases:

*  Long-term capital loss [Section 70(3]]

Short-tarm capital loss is allowed to be sat off against both short-term capital gain and long-term capital
gain. However, long-term capital loss can be set-off only againﬁt long-term capital gain and not against
short-term capital gain.

»  Speculation loss [Section 73{1]]

A& loss In speculation business can be s=t-off only agalnst the profits of any othar speculation business and
not against any other business or professional income. However, losses from other business can be adjust-
ed against profits from speculation business.

*  Loss from the activity of owning and maintaining race horses [Section 74A(3]]
Such loss can be set-off only against income from the activity of owning and malntaining race horses.

* Losses from Specified business [Section 73A(1)]

A loss in any specified business referred in section 35AD can be set-off only against any other specified
business. However, losses from other business can be set-off against profits from specified business.

It must be noted that loss fromy an exempt source cannot be set-off against profits from a taxable sourca
of income.

Exampie: Share of |oss from a partnership firm cannot be set-off against business income, since share of
income of the firm is exempt under section 10({24).

Unit 17.4 - Inter Head Adjustment

Loss under one head of income can be adjusted or set off against income undar another head. However, the
following points should be considered:

» Loss undar any head other than capital gains: Where the net result of the computation undar any head
of income (other than "capital gains") Is 3 loss, the assessee can set-off such loss against his iIncomea
assessable for that assessment year under any other head, including “capital gains”,

* | poss under the head “Profits and gains from business or profession: Where the net result of the compu-
tation under the head "profits and gains of business or profession” is a loss, such loss cannot be set off
3gainst Income undear the head "salaries”.

» |oss under the head "Capital Gains": Where the net result of computation under the head ‘tapital gaing’
is a loss, such capital loss cannot be set-off against income under any other head.




* |loss under the head "Income from house property”: Where the net result of the computation under
the head “income from house property” is a loss and the assessee has income assessable under any
other head of income, the amount of such loss exceeding % 2 lakhs would not be allowable to be
set-off agalnst income under the other head. In other words, the maximum loss from house property
which can be set-off against income from any other head is 2 lakhs.

* Speculation loss, loss from the activity of owning and maintaining race horses and losses from spedi-
fied business referred to in section 3540 cannot be set off against income under any other head.

Hlustration 1
Mr. A (aged 35 years) submits the following particulars pertaining to the AY.2022-23:

Particulars Amount ¥

Income from salary (computed) 400,000
Loss from self-occupied property (-) 70,000
Logs from let-out property (-) 1,50,000
Business loss (-) 1,00,000
Bank interest (FD) received (-} 80,000

Compute the total income of Mr. A for the AY.2022-23, assuming that he does not apt for the provisions of
section 115BAC.

Solution
Computation of total income of Mr. A for the AX.2022-23

Particulars Amount T Amount 7
Income from salary 400,000
Less: Loss from house property of ¥ 2,20,000 to be restricted to | (<) 2,00,000 Z2.00,000

¥ 2,00,000 by virtue of section 71(3A)

Balance loss of ¥ 20,000 from house property to be carried f
orward to next assessment year

Income from other sources (interest on fixed deposit with bank) 80.000
Business loss of ¥ 1,00,000 set-off to the extent of 7 80,000 (-) 80,000
Business loss of 7 20,000 to be carried forward for set-off
against business income of the next assessment year

Gross total income [See Note below] 2.00,000
Less: Deduction under Chapter VI-A Nil
Total income 2,00,000
Motes:

# Gross total income includes salary income of  2,00,000 after adjusting loss of $2,00,000 from house
property. The balance loss of % 20,000 from house property to be carried forward to next assessment
year for set-off against income from house property of that year.

# Business loss of X 1,00,000 is set off against bank interest of X 80,000 and remaining business loss of
= 20,000 will be carried forward as it cannot be set off against salary income.




Accounts Assistant

Unit 17.5 - Carry Forward & Set-Off of Loss from House Property
[Section 71b]

» Setoff and Carry Forward & Set-off of losses: In any assessment year, if there is a loss under the head
“income from hause property”, such loss will first be set-off against income from any other head to the
extent of T 2,00,000 during the same year. The unabsorbed loss will be carried forward to the following
assessment year to be set-off against income under the head “income from house property”.

¢ Maximum peariod for carry forward & set-off of losses: The loss under this head is allowad to be carried
forward up to 8 assessment years immediately succeeding the assessment year in which the loss was
first computed.

In other words; loss from one house property can be adjusted against the income from another house
praperty in the same assessment year. Thereafter, any loss under the head ‘income from house property’
can be set off against any income under any other head to the extent of % 2,00,000 in the same assessment
year, However, if after such set off, there Is still any loss remaining to be set-off under the head “income
from house property”, then, the same shall be carried forward to the next year.

Note: It is to be remembered that once a particular loss is carried forward, it can be set off only against
the income from the same head in the forthcoming assessment years.

Unit 17.6 - Carry Forward and Set-Off of Business Losses

[Sections 72]

Under the Act, the assessee has the right to carry forward the loss from business and profession in cases
where such loss cannat be set-off due to the absence or, inadequacy of income under any other head inthe
same year. The loss so carried forward can be set-off against the profits of subsequent previous years,
Section 72 covers the carry forward and set-off of lasses arising from a business or profession.

Conditions

The assessee’s right to carry forward business losses under this secton Is, however, subject to the follow-

Ing conditions: ' '

* The loss should have been incurred in business, profession or vocation.

* The loss should not be in the nature of a loss in the business of speculation.

» loss from one business can be carried forward & set-off against the income from any other businaess:
The loss may be carried forward and set off against the income from same business or profession In
which the loss was incurred. However, a loss carried forward cannot, under any circumstances, be
set-off against the income from any head other than “profits and gains of business or profassion”.

* Person who incurred the loss alone is entitled to carry forward & set off the loss: The loss can be carried
forward and set off only against tha profits of the assessee who incurred the loss. That is, only the
person who has incurred the loss is entitled to carry forward & set off the same. Consequently, the
successor of a business cannot carry forward & set off the losses of his predecessor except in the case
of succession by inheritance.




Maximum period for carry forward & set-off of losses; A business loss can be carried forward for a maxi-
mum pericd of 8 assessment years immediately succeeding the assessment year in which the loss was
incurred.

Mustration 2
Mr. B, a resident individual, furnishes the following particulars for the PY.2021-22:

Particulars Amount T

Income from salary (computed) 45000
income from house property (24.000)
Income from non-speculative business (22,000)
income from speculative business (4.000)
Short-term capital losses (25,000)
Long-term capital gains taxable u/s 112 19.000

What is the total Income chargeable to tax for the AY.2022-23, assuming that he does not opt for the provi-
slons of section 115BAC?

Solution
Total income of M. B for the &Y. 2022-23.

Particulars Amount T Amount3
Income from salaries 45000

income from house property (24 000) 21,000
Profits and gains of business and profession

Business loss to be carried forward [Note (i)] (22,000)
Speculative loss to be carried forward [Note (ii)] (4.000)

Capital Gains

Long term capital gain taxable u/s 112 19,000

Short term capital loss ¥ 25,000 set off against long-term capital gaing|  (19,000)
to the extent of ¥ 19,000 [Note (i)}

Nil

Balance short term capital loss of ¥ 6,000 to be carried forward
[Mote (iii)]

Taxable income 21,000

MNotes:

I. Business loss cannot be set-off against salary income. Therefore, loss of % 22,000 from the
non-speculative business cannot be set off against the income from salaries. Hence, such loss has to
be carried forward to the next year for set off against business profits, if any.

Ii. Lpssof 4,000 from the speculative business can be set off only against  the income from the
speculative business. Hence, such loss has to be carried forward.

lll. Short term capital loss can be set off against both short term capital gain and long-term capital gain.
Therefore, short term capital loss of X 25,000 can be set-offagainst long-term capital gainsto the
extent of X 19,000, The balance short term capital loss of X 6,000 cannot be set-off against any other
income and has to be carried forward to the next year for set-off against capital gains, if any
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Unit 17.7 - Losses In Speculation Business [Section 73]

The meaning of the expression ‘speculative transaction” as defined in section 43(5) and the treatment of
incomea from speculation businass has already been discussed under the head "profits and gains of business
or profession”.

Set-off and Carry forward 8 set-off of loss from speculation business: Since speculation isdeemed to be
a business distinct and separate from any other business carried on by the assessee, the losses incurred
in speculation can be neither set off in the same year against any other non-speculation income nor be
carried forward and set off against other income in the subsequent years. Therefore, if the losses
sustained by an assessee in a speculation business cannot be set-off in the same year against any other
speculation profit, they can be carried forward to subseguent years and set-off only against Income
from any speculation business carried on by the assessee. Loss from the activity of trading In deriva-
tives, however, is not o be treated as speculative loss.

Maximum period for carry forward & set-off of losses: The loss in speculation business can be carried
forward anly for a maximum period of 4 years from the end of the relevant assessment year in respect
of which the loss was computed.

When a business of a company deemed to be carrying on a speculation business: The explanation to
this section provides that, where any part of the business of 3 company consists in the purchase and
sale of the shares of other companies, such company shall be deemed to be carrying on speculation
business to the extent to which the business consists of the purchase and sale of such shares.

However, this deeming provision does not apply to the following companies:

4..

o a

A company whose gross tetal income consists of malnly income chargeable under the heads "interest
on securities”, “income from house property”, “capital gains” and "Income from other sources”;

A company, the principal business of which is:

The business of trading in shares; or

The business of banking; or

The granting of loans and advances.

Thus, these companies would be exempted from the operation of this explanation. Accordingly, if these
companies carry on the business of purchase and sale of shares of other companies, they would not be
deemed to be carrying on speculation businass.
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Unit 17.8 - Carry Forward & Set Off Of Losses Of Specified
Businesses [Section 73A]

» Set-off and carry forward & set-off of losses of specified business: Any loss computed in respect of the
specified business referred to in secton 35AD shall be set off only against profits and gains, if any, of
any other specified business. The unabsorbed loss, if any, will be carried forward for set off against
profits and gains of any specified business in the following assessment year and so on.

* | oss can be set-off indefinitely! There is no time limit specified for carry forward and set-off and there-
fore, such loss can be carried forwarded indefinitely for set-off against income from specified business.

Mote - The loss of an assessee claiming deduction under section 354D in respect of a specified business
can be set-off against the profit of another specified business under section 734, irrespective of whether
the latter is eligible for deduction under section 35AD. An assessee can, therefore, set-off the losses of a
hospital or hotel which begins to operate after 1st April, 2010 and which is efigible for deduction under
section 35AD, against the profits of the existing business of operating a hospital (with at least100 beds
for patients) or a hotel (of two-star or above category), even if the latter is not eligible for deduction
under section 354AD.

Unit 17.9 - Losses Under the Head ‘Capital Gains’ [Section 74]

Carry forward & set-off of losses: Section 74 provides that , for any assessment year, the net result under
the head ‘capital galns’ is short term capital lass or long-term capital loss, the loss shall be carried forward
to the following assessment year to be set off in the following manner;

Short-Term Capil:al Loss: Where the loss so carried forward is a short-term capital loss, it shall be set off
against any capital gains; short term or long term, arising in that year

Long-Term capital Loss: Where tha loss o carried forward is a long-tarm capltal loss, it shall be sat off only
against long term capital gain arising in that year.

Loss Under Head Capital Gains: Net loss under the head capital gains cannot be set off against income
undar any other head.

Maximum period for carry forward & set-off of loss: Any unabsorbed |oss shall be carried forward to the
following assessment year up to a maximum of 8 assessment years Immediately succeeding the assess-
ment year for which the loss was first computed.

Mote- With effect from 1st April, 2018, the long-term capital gain exceeding % 1,00,000 arising on sale of
equity shares or units of equity-oriented fund or unit of business trust on which STT is paid:

¢ In respect of equity shares, both at the time of acquisition and sale and

= |nrespect of units of equity-oriented fund or unit of business trust, at the time of sale is taxable under
section 1124310%. Long-term capital loss on sale of such shares/units can, therefore; be set-off and
carried forward for set-off against long-term capital gains by virtue of section 70(3) and section 74.
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Hllustration 3
During the BY, 2021-22, Mr. C has the following income and the brought forward losses:

Particulars Amount ¥

Short term capital gains on sale of shares (96,000)
Long term capital loss of AY.2020-21 (37,000)
Short term capital loss of A Y 2021-22 75.000
Long term capital gain u/s 112 1,50,000

What js the capital gain taxable in the hands of Mr. € for the AY.2022-237

Solution

Taxable capital gains of Mr, T for the AY. 2022-23.
Particulars Amount ? Amount ¥
Short term capital gains on sale of shares 1,50,000
Less: Brought forward short-term capital loss of the A Y. 2021-27 (37,000) 1,13.000
Long term capital gain 75,000
Less: Brought forward long-term capital loss of A Y 2020-21 Nil
7 96,000 set off to the extent of 7 75,000 [See Note below] (75,000)
Taxable short-term capital gains 1,13,000

Note: Long-term capital loss cannot be set off against short-term capital gain. Hence, the unadjusted
long-term capital loss of AY.2020-21 of X 21,000 (i.e.,X 96,000 —%75,000) can be carried forward to the next
year to be set-off against long-term capital gains of that year.

Unit 17.10 - Losses From The Activity of Owning and Maintaining

Race Horses [Section 74a(3)]

Set-off and carry forward & set-off of loss: According to the previsions of section 744(3), the lessesincurred by
an assessee from the activity of owning and maintaining race horses cannot be set-off against the income from
any other source other than the activity of owning and maintaining race horses.

Maximum period for carry forward & set-off of losses: Such loss can be carried forward for a maximum period
of 4 assessment years for being set-off against the income from the activity of owning and maintaining race
horses in tha subsequent years.




Meaning of Cartain Terms:

Term Meaning

Amount of loss (i) In case assesszee has no income by way of stake money — amount of

incurred by the revenue expenditure incurred by the assessee wholly & exclusively for the

assessee in the purpose of maintaining race horses.

activity of owning | (jj) In case assessee has income by way of stake money - The amount by

and maintaining | which such income, by way of stake money falls short of the amount of

racehorses revenue expenditure incurred by the assessee wholly & exclusively for the
purpose of maintaining race horses. 1.e, Loss = Stake money — revenue
expenditure for the purpose of maintaining race horses.

Horse race A horse race upon which wagering or betting maybe lawfully made.

Income by way of | The gross amount of prize money received on a race horse or race horses

stake money by the owner thereof on account of the horse or horses or anyone or more
of the horses winning or being placed second or in any lower position in
horse races.

lustration 4

Mr. D has the following income for the FY.2021-22:

Particulars Amount 7
Income from the activity of owning and maintaining the race horses 75,000
Income from textile business 85.000
Brought forward textile business loss (relating to AY. 2022-23) 50,000
Brought forward loss from the activity of owning and maintaining the race horses
(relating to A Y 2019-20) 96,000
What is the total income [n the hands of Mr. D for the AY. 2022-237
Solution
Total income of Mr. D for the AY. 2022-23.
Particulars Amount 7 Amount 7
income from the activity of owning and maintaining race horses 75,000
Less: Brought forward loss of ¥ 86,000 from the activity of
owning and maintaining race horses set-off to the extent of 75,000 Nil
75,000
Balance loss of ¥ 21,000 (¥ 96,000 — ¥ 75,000) from the activity
of owning and maintaining race horses to be carried forward to
AY2023-24
Income from textile business 85,000
Less: Brought forward business loss from textile business: 50,000 35.000
Total income 35000

Mote: Loss from the activity of owning and maintaining race horses cannot be set-off against any other
source/head of income.




Unit 17.11 - Order of Set-Off of Losses

Accounts Assistant

As per the provisions of section 72(2), brought forward business loss is to be set-off before setting off unab-
sorbed depreciation. Therefore, the order in which set-off will be effected are as follows —

* Current year depreciation [Section 32(1)];

= Current year capital expenditure on scientific research and current year expenditure on family planning,

to the extent allowed.

* Brought forward loss from business/profession [Section 72{1)];

Unabsorbed depraciation [Section 32(2)];

* Unabsorbed capital expenditure on scientific research [Section 35{4)];

+ Unabsorbed expenditure on family planning [Section 36{1){ix)].

lustration 5
M E has furnished his details for the AY.2022-23 as under:

Particulars Amount ¥
Income from salaries (computed) 1,50,000
Income from speculation business 60,000
Loss from non-speculation business (40,000)
Short term capital gain 80,000
Long term capital loss of A Y 2021-22 (30,000)
Winning from lotteries (Gross) 20,000

What is the taxable income of Mr. E for the AY.2022-23?

Solution

Computation of taxable income of Mr. E for the AY.2022-23,
Particulars Amount ¥ Amount ¥
Income from salaries 1,50,000
Income from speculation business 60,000
Less: Loss from non-speculation business (40,000) 20,000
Short-term capital gain 80,000
Winnings from lotteries 20,000
Taxahle income 2,70,000

* Note: Long term capital loss can be set off only against long term capital gain. Therefore, long term
capital loss of X 30,000 has to be carried forward to the next assessment year.




Unit 17.12 - Submission Of Return of Losses [Section 80]

As per section 80,

*  Business loss under section 72({1),

Speculation business loss under section 73(2),

Lass from specified business under section 73A[2),

Loss under the head "Capital Gains” under section 74{1) and

Loss from activity of owning and maintaining race horses under section 744(3),

Which has not bean determined in pursuance of a return filed under section 133{3) cannot be carried
forward and sat-off, Thus, the assessee must have filed a return of loss under section 135(3) In order to
‘carry forward and set off of such losses.

Such a return of loss should be filed within the time allowed under section 135(1). However, this condition
doesnot apply to a loss from housse property carried forward under section 718 and unabsorbed deprecia-
tion carried forward under sectan 32(2).

Nlustration 6
Compute the gross total income of Mr. F for the AY. 2022-23 from the information given below:

Income from house property (computed) 1,25,000
Income from business (before providing for depreciation) 1,35,000
Short term capital gains on sale of unlisted shares 56,000

Long term capital loss from sale of property (brought forward from A'Y 20271-22) (90,000)
Income from tea business

Dividends from Indian companies carrying on agricultural operations (Gross) 1,20,000
Current year depreciation 80,000
Brought forward business loss (loss incurred six years ago) 26,000

(45,000)
Solution

Gross Total Income of Mr, F for the AY. 2022-23

Particulars Amount ¥ Amount ¥
income from house property (Computed) 1,25,000

Income from business

Profits before depreciation 1,35,000

Less: Current year depreciation 26,000

Less: Brought forward business loss 45 000

Income from tea business (40% is business income) 64,000

Capital gains A48 000 1,712,000

Short term capital gains 56,000

Income from Other Sources

Dividend income (taxable in the hands of shareholders) 80,000

Gross Total Income 3.73.000
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Notes:

* Dividend from Indian companies is taxable at normal rates of tax in the hands of resident sharehold-
ers.

» 650% of the income from tea business is treated as agricultural income and therefore, exempt from
tax.

* long-term capital loss can be set-off only against long-term capital gains. Therefore, long-term
capital loss of % 90,000 brought forward from AY.2021-22 cannot be set-off in the AY.2022-23, since
there is no long-term capital gains in that year. It has to be carried forward for set-off against
long-term capital gains, if any, during A.Y.2023-24.
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- Summary

The Income Tax Act provisions for “Set Off and Carry Forward” of losses allow taxpayers to
manage losses efficiently across different sources and heads of income. Inter Source Adjustment
under Section 70 permits the set-off of losses from one source against income from another
within the same head of income. Following this, Inter Head Adjustment enables the set-off

of losses from one head against Income from another, optimizing tax liabilities across diverse
income streams.
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— Exercise (M

Specific sections detail the carry forward and set-off rules for various types of losses:

* Section 71B deals with losses from house property, which can be carried forward for set-off
in subsequent years against income from house property.

* Saction 72 addresses business losses, allowing them to be carried forward to offset future
business income.,

* Saction 73 outlines the treatment of losses in speculative businesses, which are typically
maore restrictive due to their volatile nature.

» Section 73A focuses on losses from specified businesses, granting different conditions and
time limits for carry forward,

+  Section 74 periains to losses under the head "Capital Eainﬁj’ distinguishing between short-
term and long-term capital gains for set-off purposes.

» Section 74A(3) specifically regulates losses from the activity of owning and maintaining race
harses, recagnizing the unigue aspects of such activities.

The Order of Set-0ff of Losses determines the sequence in which losses are to be adjusted,
ensuring systematic and fair utilization of losses. Furtharmeore, Section 80 mandates the
submission of a return of |osses ta carry forward certain losses, which Is critical for compliance
and to benefit from the provisions

What is the purpose of Inter Source Adjustment under Section 70?

. A) To set off losses from one head of income against another
. B) To allow losses from one source to be set off against income from ancther source
within the same head

C) To carry forward business losses indefinitely
D} To exempt certain incomes from taxes
. Answer! B

Which section deals with the carry forward and set-off of losses from house property?

A} Section 718
B} Section 72
. C) Section 73
. D} Section 744
. Answer: &

What restriction applies to the set-off of losses in speculative businesses as per Section 73?
. A) Losses can ba set off against any income

B) Losses can only be set off against speculative gains

C) There are no restrictions; losses are fully deductible

D) Losses must be carried forward for a minimum of five years
Answer: B

-

- PE—



Participant Handbook

Under Section 74, what is differentiated when setting off capital gains losses?

A) The type of asset

B) The duration for which the asset was held

C) Whether the asset was domestically or internationally based
D) The taxpayer’s tax bracket

Answer: B

What is required by Section 80 in relation to the return of losses?

A} The return must be filed to carry forward losses
B) All losses must be reported on the return, regardless of their nature

(C} The return Is only for declaring capital gains losses

D) The taxpayer must file a return in the subsequent year to utillze the losses
Answer: &
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18. Computation Of Total
Income And Tax Liability

Of Individuals

Unmit 18.1 - Meaning of Total Income

Unit 18.2 - Income to be Considered While Computing Total
Income of Individuals

Unit183 - Computation of Total Income and Tax Liability of

individuals




Key Learning Outcomes

« Recognise Total Income Components

« Understand Gross Total Income Calculation

« |dentify Deductions from Gross Total Income

« Learn Arriving at Total Income

« Understand Tax Slabs and Rates

« Knowledge to Apply Rebates and Relief

« Determine Computing Taxable Income & Tax Liability
« Understand Advance Tax and TDS

« Knowledge of Filing Income Tax Returns

s Apply Tax Planning Strategies




Unit 18 - Computation Of Total Income And Tax Liability
Of Individuals

— Unit Objectives [@

At the end of the unit, you will be able to undarstand:

Computation of taxable income and tax liability of an individual

Examine the applicability of the provisions of Alternate Minimum Tax (AMT)

Computation of tax lability of an individual

Compare the tax liability computed under the regular provisions of the Act with the tax liability
computed under section 115BAC.

i s




Unit 18.1 - Meaning of Total Income

The total income of an Individual is arrived at, after making daductions under Chapter VI-A (80 c to B0 u) from
the gross total income. The gross total income is the aggregate of the income computed under the 5 heads of

income, after giving effect to the provisions for clubbing the income and set-off and carry forward & set-off of
losses,

Total Income = Gross Total income - Chapter VI-A deductions (80 c to 80 u)

Computation of Total Income of........... for the AY. 2022-23

Particulars Amount
Income from salaries KK
Income from house property XXK
Income from profits and gains of business or profession XXX
Income from capital gains XXX
Income from other sources XXX
Gross Total Income XXX
Less: Deductions u/s BOC to BOU (subject to Max. of GTI before casual income, (XXX)
STCG covered u/s 111A& LTCG)

Total income / taxable income (Rounded off u/s 2884) KX

Unit 18.2 - Income to be Considered While Computing Total
Income of Individuals

Total Income of
ndividuals

In his parsonal

lcame of other
capagity

person included in the
incoma of individual

Fig 141




* In his Personal Capacity
Income from salaries, income from house property, profits and gains of business or profession, capital gains
and income from other sources.,

® Ac 3 Partner of a firm

i Salary, bonus etc. received by a partner Taxable as his business income.

i Interest on capital and loans to the firm Takahle agHuginess ficoma of the
partner,

jii Share of profit in the firm is exemnpt in the hands of the partner.

The income mentioned in (i) and (ii}) above are taxable to the extent that they are allowed as deduction to
the firm.

s Az s Member of HUF

i Share of income of HUF exempt in the hands of the member.

Taxable in the hands of the holder of the
i Income from an impartible estate of HUR, estate who is the eldest member of the
HUF,

Income from self-acquired property
iii converted into joint family property, without | Taxable in the hands of transferor,
adequate consideration,

* |ncome of other persons included In the income of the individual

i. Transfer of income without transfer of assets,

ii. Income arising to transferee from a revocable transfer of an asset. (Not applicable if transfer is irrevoca-
ble. e.g., transfer of asset or income to any trust, such transfer is not revocable during the life time of the
beneficiary).

Irrnnng e Royocalide
Trareler Tranafar

Asemt por s A=getar itn incame rranslamed ean
FrCames b Lekwrs ack
tranmiferreg 'l
b Takdn DadH

Can by taken
bk anly #fter

i & Apast trnstered [Caan ba taken bock
canmd e Ll ibud g whirirg bstinme
Iisetiivia 0 drinTe s
noneficiary m cang of st
&
Ho Clutibing
clubhing applicabla
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In cases (i} and (i}, income is includible in the hands of the transferor.

ili. Any salary, commission, fees or any other remuneration received by spouse from a concern in which
other spouse has substantial interest.

Iv. Income from assets transferred without adequate consideration.

v. Income frem assets transferred without adequate consideration to son’s wife or to any person for the
benefit of son’s wife.

vi. Income of minor child as mentioned in section 64(1A).

Unit 18.3 - Computation of Total Income and Tax Liability of

Individuals

Income tax is levied on an assessee’s total income. Such total income has to be computed as per the provi-
sipns contained in the Income tax Act, 1961,
The procedure for computation of total income for the purpose of levy of income tax s detalled heraunder:

COMPUTATION OF TOTAL INCOME

Classification of incpme

disiies S hasils

g & desming

| gnible o B ihareunde

Tirtal bncoma (TT)

Fig 14.3




# Step 1-— Determination of residential status

= According to the Income Tax Act, 1961, the residential status of a persan s one of the important crite-
ria in determining the tax implications.

* Incase of an individual, the duration for which he is present in India in relevant previous year and the
‘earlier previous years, as the case may be, determines his residential status.

An individual/HUF can be either a;

= Resident and ordinarily resident

= Resident but not ordinarily resident

= Neon-resident

»  Anindividual who is 3 citizan of India, having total income, other than the income from foreign sourc-
es, exceeding 15 lakhs during the previous year, would be deemed resident in India in that previ-
ousyear. Such deemed resident would be a resident but not ordinarily resident in Indla in that previous
YEarn

»  Parsons, otherthan an individual and HUF, can be either resident or non-resident.

= An Indian company is resident in India. A company, not being an Indian company and having Its place
of effective management in india in a particular year, would be resident in India for that year.

*  The residential status af a person determines the scope of his taxable income. For example, income
which accrues outside India and is received outside india is taxable in the hands of a resident and
ordinarily resident but is not taxable in the case of a non-resident.

#  Step 2 — Classification of income under different heads
There are five heads of income, namely:

N

Salary House Property Capital gain

Business & Profession Other Sources

5 Head of Income

Fig 14.4
The income of a person should be identified and grouped under the respective head of income.

* Step 3 — Computation of income under each head

Assess the income under each head by:

=  Applying the charging and deeming provisions.

=  Excluding ftems of income relating to that head provided in section 10,
[Section 10 of income Tax Act, 1961 includes such income that does not form part of
the total income while caiculating the total tax liability of any person, These incomes
are also known as exempted income.)There are cartain incomes which are “whaolly exempt from
income tax” e.g., agricultural income. These incomes have to be excluded and will not form part of
gross total income. Also, some incomas are "partially exempt from Income tax" e.g., house rent allow-
ance, education allowance. These Incomes are excluded while computing income under the relevant
head only to the extent of the limits specified in the Act.




Allowing the permissible deductions under that head.

For example, while calculating income from house property, municipal taxes paid by the owner and
irmterest on loan are allowed as deduction, Similarly, deductons and allowances are prescribed under
other heads of income.

Disallowing the non-permissible deductions.

For example, while computing Income under the head "profits and gains from business or prefession”
expenditure of personal nature and expenditure which is in the nature of offence are not allowable as
deduction. Hence, such expenditure, If any, deblted to profits and loss account, has to be addad back
while computing income under this head. '

While computing net consideration for capital gains, brokerage is a permissible deduction from gross
sale consideration but, securities transaction tax paid is not permissible,

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

Many taxpayers attempt to reduce their income tax liability by transferring their income and asset to
their family member. An individual who has higher tax llability may have a tendency to divert his
income to another person who is not subject to tax or who has lower tax liability.

For example, an individual may open a fixed deposit in the name of his minor son, so that income from
such deposit would accrue to his son, who does not have any other income,

I order to prevent tax evasion, clubbing provisions have been incorporated in the income tax, under
which income arising to certain persons (like spouse, son's wife etc.) have to be included In the income
of the person who has diverted his income to such persons for the purpose of computing tax liability,
Where the minor child's income [not being a minor child suffering from any disabllity of the nature
specified in section 80U) has been clubbed in the total income of his/har parent, whose total Income is
higher befare including minor's income. The exemption entitled to extent of such income or £ 1,500
whichever is less, in respect of each minor child whose income is so included (under section 10(32).

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

An individual may have different sources of income under the same head of income. He might have profit
from one source and loss from the other

For example, an individual may have profit from his let-out house property and loss from his self~occupied
property. This loss can be set-off against the profits of the let-out property to arrive at the net income
chargeable under the head "income from house property”.

Intra - Head Inter - Head
Adjustment Adjustment

!

within the same
head of income

with other
head of income

(Section -70) (Section -71)

Fig 145
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s Inter-source set-off of losses (Intra Head adjustments)

“# person may have income from one source and loss from another source under the same head of
income”,

Sat-off of loss from one source against income from another source within the same head of income is
permissible, subject to certaln exceptions, like;

*  long-term capital loss cannot be set-off against short ternt capital gains.
= Short-term capital loss can be set-off against long-term capital gains.

® Inter-head set-off of losses (Inter Head adjustments)

Set-off of loss from one head (e.g, loss from house property) against Income from another head (e.g.,

salaries) is also permissible, subject to certain exceptions, like;

=  Business loss cannat be set-off against salary income;

* Lossunder the head “capital gains" cannot be set-off against any other head of income.

*  Loss under the head, house property can be set-off against income under any other head only to the
extent of % 2 lakhs. '

s Carry forward and set-off of losses

Unabsorbed losses of the current year can be carried forward to the next year for set-off enly against the

respective head of income. For example, long-term capital loss which s carried forward can be set-off only

against long-term capital gains and not short-term capital gains of a later year.

The maximum number of years up to which any particular loss can be carried forward is also provided

under the Act.

* Business loss can be carried forward for a maximum of 8 assessment years to be set-off against
business income.

*  Loss from specified business referred to in section 35AD can be carried forward indefinitely for set-off
against profits of any specified business.

* Step 6 — Computation of Gross Total Income
The income computed under each head, after adjusting tha clubbing provisions and provisions for set-off
and carry forward and set-oif of losses, have to arrive at the gross total income.

The process of computing gross total income is:

Step 1: Add income computed under each head

Step 2: Apply clubbing provisions

Step 3: Apply the provisions for set-off and carry forward of losses,

= Step 7— Deductions from Gross Total Income
Certain deductions are allowable from gross total income to arrive at the total income. These deductions
contained in Chapter VI-A can be classified as:
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Section Nature of Payment/Depaosit
Payment of life insurance premium, tuition fees of
g0c children, deposit in public provident fund, repayment
of housing loan etc.
Medical insurance premium paid by an individual/ Deduction in respect of
80D HUF for the specified persons/ contribution to CGHS | certain payments,
eic
S0F Payment of interest on educational loan taken for self
or relative
80QQB Royalty income of authors of certain books other Deduction in respect of
than text books h
BORRB Royalty on patents certaincames.
Interest on savings account with a bank, co-operative
80TTA o
society and post office, Deduction in respect of
80TTB Interest on deposit with a bank, co-operative society | other incomes.
and post office in case of senior citizens
80U Person with disability Other Deductions.

These deductions are allowable subject to satisfaction of the conditions prescribed in the relevant sections.
There are limits in respect of deduction under certain sections. The payments/incomes are allowable as
deduction subject to such limits. For example, the maximum deduction:

u/s BORRB % 3,00,000
u/s BOTTA < 10,000
u/s BOTTB ¥ 50,000

s Step 8—Total income

Computation of Tax Liability of M X ..o for the AY. 2022-23
Particulars Amount
Salaries =
Income from house property e
Profits and gains of business or profession R
Capital gains s
Income from other sources e
Gross Total Income ol

Less: Deductions u/s 80C to 80U (subject to Max. of GTI before casual in- | #==
come, STCG covered u/s 111A & LTCG)

Total Income / Taxable Income (Rounded off u/s 2884) Kk




Total income = GTI — Deductions under Chapter Vi-A

Mote:Total income should be rounded off to the nearest multiple of T10.

s Step 9 — Application of the rates of tax on the total income

The rates of tax are spacified in the Finance Act.

For individuals, there is a slab rate and basic exemption limit.

Below 60 years of ageComputation of Tax Liability of Mr. X ........... for the AY. 2022-24
Particulars Rate Details Amount
Total Income other than STCG u/s 1114, LTCG & casual
income
Up to 2,50,000 Nil Nil
Add: From 2,50,001 to * 5,00,000 5% exes
Add: From 5,00,001 to 10,00,000 20% Ern
Add: Above 10,00,000 30% EEkk.

Add: Tax on casual income 30% wran XYZ
Add: Tax on LTCG 20% /10% b
Add: Tax on STCG covered u/s 111A 15% e
Total tax liability before rebate and cess POR
Less: Rebate u/s 87A *
STY
Add: Surcharge *x
ABC

=  For individuals, there is a slab rate and basic exemption limit.

= Below 60 years of age

] Where the total income does not exceed NIL
©|? 250,000

5 Where the total income exceeds ¥ 2,50,000 | 5% of the amount by which the total income
" | but does not exceed ¥ 5,00,000 exceeds 7 2,50,000

3 Where the total income exceeds ¥ 5,00,000 |# 12,500 plus 20% of the amount by which
" | but does not exceed ¥ 10,00,000 the total income exceeds ¥ 5,00,000

4 Where the total income exceeds ¥ 1,12,500 plus 30% of the amount by which
©|F10,00,000 the total income exceeds ¥ 10,00,000

*  Senior citizens (being resident individuals of the age of 60 years or more but not more than 80 years)




Notes
Companies and

Under section 1124, long term capital gains exceeding % 1,00,000 on transfer of equity shares of a company

Where the total income does not exceed
< 3,00,000

NIL

Where the total income exceeds 7 3,00,000
but does not exceed ¥ 5,00,000

5% of the amount by which the total in-
come exceeds ¥ 3,00,000

Where the total income exceeds ¥ 5,00,000
but does not exceed ¥ 10,00,000

710,000 plus 20% of the amount by which
the total income exceeds ¥ 5,00,000

Where the total income exceeds
#10,00,000

#1,10,000 plus 30% of the amount by
which the total income exceeds

Z10,00,000

Resident individuals of the age of 80 years or above

Where the total income does not exceed
< 5,00,000

NIL

Where the total income exceeds T 5,00,000
but does not exceed ¥ 10,00,000

20% of the amount by which the total
income exceeds ¥ 500,000

Where the total income exceeds 7 10,00,000

¥1,00,000 plus 30% of the amount by
which the total income exceeds
£10,00,000

firms are subject to a flat rate of tax, without any basic exemption limit.
The rates of tax have to be applied on the total income to compute the tax liability.
Rates of tax in respect of certain income are provided under the Income tax Act, 1961 itself.

Particulars Rates of tax
Long term capital gains on certain assets (u/s 112) 20%
Long-term capital gains on other assets (u/s 11 2A) 10%
Short-term capital gains (u/s 111A) 15%
Winnings from lotteries, crossword puzzles, races (u/s 115BB) 30%

or unit of equity-oriented fund or a unit of a business trust is taxable @10%.

The special rates of tax have to be applied on the respective compeonent of total income and the
general slab rates have to be applied on the balance of total income after adjusting the basic exemp-
tion limit.




The unexhausted basic exemption llmit can, however, be adjusted against long-term capital gains taxable
under section 112/112A and shori-term capital gains taxabie under section 1114 in case of resident individu-
al or HUR

s Step 10— Rebate under section 87A(where total income< 5,00,000)/Surcharge(where total income >
% 50,00,000)

*  Rebate under section 87A: In order to provide tax refief to the individual tax payers who are in the 5%
tax siab, section 87A provides a rebate from the tax payable by an assesses, being an individual resident
in India, whose “total income does not exceed ﬁ,m,m&. The rebate shall be equal to, the amount of
income tax payable on the total income for any assessment year or an amount of £ 12,500, whichaver is
less,

*  However, rebate under section 874 is not available in respect of tax payable @10% on long-term capital
gains taxable under section 1124,

= Surcharge: Surcharge Is an additional tax payable over and above the income tax, Surcharge is levied as
3 percentage of income tax.

s Individual /HUF/AOP/BOI/Artificial juridical person (the rate of surcharge applicable would be as
follows):

Total Income Rate of Surcharge

Total income does not exceed 50 lakhs Nil

Total income exceeds 50 lakhs but does not exceed 1 crore 10% of tax
Total income exceeds 1 crore but does naot exceed 2 crores 15% of tax
Total income exceeds 2 crores but does not exceed 5 crores 25% of tax
Total income exceeds 5 crores 37% of tax

Note: Where the total income includes dividend, any income chargeable ufs 1114, 112 and 1124,
the surcharge on the amount of income tax computed on that part of income shall not
excead15%. In other words, surcharge higher than 15% is applicable

only ontax onincome other than dividend, income covered u/s 111A, 112 and 112A.

An ADP consisting of only companies as members

Total income > ¥ 50 lakhs but is = ¥ 1 crore. Surcharge is payable at the rate of 10% of
income tax computed on total income
Total income = ¥ 1 crore Surcharge |s payable at the rate of 15% of
income tax computed on total income.




=  Step 11- Health and Education cess (HEC) on Income tax

The income tax is to be increased by health and education cess @4% on income tax plus surcharge/ minus
rebate under section 87A, wherever applicable. This cess Is payable by all assessees who are liable to pay
income tax imespective of their level of total income.

Total Tax Liability of an individual = Total Tax Liability of an individual + Surcharge, (5t applicable rates, if
total income > % 50 lakhs), or rebate u/s 874, {if total income < %5 lakhs) + HEC @4%.

*  Step 12 — AlternateMinimum Tax (AMT] u/fs 115iC

= Applicable to

All assassee (other than company) who has daimed any deduction under:
= Sec. B0H to Sec. 80RRE (other than sec. BOP); or

Sec. 10AA

5ec.35AD

L

o

= Exception:
The provisions of AMT would, however, not be applicabie to an individual, HUF, AGPs, 80ls, whather incor-
porated or not, or artificial juridical person, If the adjusted total income of such person does  not

exceed %20 lakhs [Section 115JEE(2)].

MNote:

* The exception is not applicable in case of firm and  limitedliability partnership. That
means, AMT is applicable on LLP / Firm (claiming deduction under aforesaid section) even
though  adjusted total income does not  exceedI 20 lakhs.

* The provisions of this section shall not apply to a person who has exercised the option
referred to in sec. 115BAC or 115BAD [alternative tax regime].

Compute regular income tax liability (before Cess) of the assessee A -

covered under these provisions

Compute Adjusted Total income of the assessee i.e. w

Total income of the assessee wnn B

Add:

Deduction claimed u/s 80H to sec. 80RRE s c

(other than sec. 80P)

Deduction claimed u/s 35AD less Depreciation u/s 32 il D

Deduction u/s 10AA *an E

Adjusted Total Income . F

Compute Alternate Minimum Tax (AMT) [Being 18.5% of Adjusted G= -

Total Income] F*1B.5%
Higher of

Income Tax liability A E_G *hk

Add: Health & Education Cess =

Tax liability after Cess e




MNote:
If 'C', 'D' and 'E' is zero, then these provisions are not applicable to any assessee.

® |if 'F' does not exceed X 20 lakh,then these provisions are not applicable in case of an
Individual/HUF/AOP/BOI/Artificial juridical person. However, the provision is applicable
on LLP/Firm.

If AMT is greater than tax computed as per regular provisions, then the adjusted total income would
deemed to be the total income. (When Step 3 is higher in value than Step 1)

In case of an individual Alternate minimum tax would be 18.5% of adjusted total income
plus surcharge, if applicable, and HEC @4%.

In case of a co-operative Alternate minimum tax would be 15% of adjusted total

society income plus surcharge, if applicable, and HEC @4%.

Tax credit for AMT [Section 115JD]

Normal amount of tax payable is less than the tax amount payable under AMT. Any difference between
normal taxpayer and tax paid with respect to AMT is allowed as an AMT credit, Such tax credit shall be
carried forward and set-off against income tax payable in the later year to the extent of excess of regular
income tax payable under the pravisions of the Act over the AMT payable in that year.

Tax Credit allowable even if adjusted total income does not exceed = 20 lakhs in the year of set-off [Section
115JEE(3]]

=  AMT credit can be carried forward for set-off upto a maximum period of 15 assessment years succeed-
ing the assessment year in which the credit becomes allowable.

Note: The provisions of the Income tax Act, 1961 relating to advance tax, interest under

sections 2344, 234B and 234C etc., shall also apply to an assessee paying alternate minimum
tax.

= Step 13 — Examine whether or not to exercise the option under section 115BAC for availing conces-
sional tax slab rates

*  Option to pay income tax at concessional tax slab rates
As per section 115BAC, individuals or HUFs have an option to pay tax in respect of their total income
[other than income chargeable to tax at special rates under Chapter Xl such as section 1114, 113,
1124, 1158B etc.,) at the foilowing concessional rates, if they do not avall certain exemptions/deduc-
tions like LTC, standard deduction under the head "salaries”, interest on housing loan on self-occupied
property, deductions under Chapter VI-A (other than 80CCD(2) or section 801AA), set-off of brought
forward loss or depreciation, if they relate to any of the above deductions, set-off of loss from house
property against income under any other head, etc.

Upto ¥ 2,50,000 Nil
From ¥ 2,50,001 to ¥ 5,00,000 5%
From ¥ 5,00,001 to ¥ 7,50,000 10%
From % 7,50,001 to ¥ 10,00,000 15%
From ¥ 10,00,007 to ¥ 12,50,000 20%




From ¥ 12,50,007 to ¥ 15,00,000 25%
Above ¥ 15,00,000 30%

AMT liability not attracted: Individuals or HUFs exercising option u/s 115BAC are not liable to alternate
minimum tax u/s 115JC.

#* (Conditions to be satisfied for availing concessionalrates of tax:

*  Certain deductions/exemptions not allowable for new tax regime or Concessional rate of Tax u/fs
115BAC:

Section 115BAC{2) provides that while computing total income, the following deductions/exemptions

wiould not be allowed, if an individual or HUF opts for concessional rates of taxes under section 115BAC{1):

Leave travel concession
House rent allowance
Exemption in respect of special allowances or benefit to meet expenses
relating to duties or personal expenses
Daily allowance of MPs and MLAs
Exemption in respect of income of minor child included in the income of parent
Tax holiday for units established in SEZ
Standard deduction under the head "salaries”

Entertainment allowance

Professional tax

Interest on loan in respect of self-occupied property

Additional depreciation

Ceduction in respect of contribution to
Notified approved research association/ university/ college/ other
institutions for scientific research [Section 35(1)(ii)]
Approved Indian company for scientific research [Section 35(1)(iia)] -
notified approved research association/ university/ college/ other
institutions for
research in social science or statistical research [Section 35(1)(iii)]
An approved National laboratory/ university/ IT/ specified person for
scientific research undertaken under an approved programme
[Section 35(2AA)]

Investment linked tax incentives for specified businesses

Deduction in respect of family pension

Deductions under Chapter VI-A

Other than:

Employers' contribution towards NPS under section BOCCD(2)

deduction in respect of employment of new employees under [section 80JJAA]

35(1)(ii),

(iiia), (i) or

35(2AA
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» Certain losses not allowed to be set-off:

*  Any losses carried forward or depreciation, If such loss or depreciation is attributable to any of the
deductions mentionad abova.

*  Under the head house property or any other income

* Depreciation or additional depreciation:

*  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 asssts.

*  Additional depreciation under section 32{1){iia} also cannot be claimed.

* Exemption or deduction for allowances or perquisite:
Any exemption or deduction for allowances or perquisite, provided under any othar law, for the time baing,
forced in India would not be allowed,

= Time limit to exercise the cption:
The concessional rate would be applicable only if option is exercised in the prescribed manner;

Indiwitual or HLF
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*  Consequences for failure to satisfy conditions mentioned in section 115BAC(2):
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Step 14 — Credit for advance tax, TDS and TCS

*  Taxis deductible at source at the fime of payment of salary, rent, interest, fees for professional seryices,
royaity etc. The payer has to-deduct tax at source at the rates specified in the respective sections. The
payer has to deduct tax at source at the rates spacified in the respective sections.

*  Tax Is collectible by the seller in case of certain goods at the rate specified in the respective section.
Credit of such tax collection at source is allowabie to determine the tax liability.

»  Payment of advance tax in Instalments during the previous year itself on the basis of estimatad Income,
if the tax payable, after reducing TD5/TCS, is £ 10,000 or more.

*  Both Corporate and non-corporate assessees are reguired to pay advance tax in four instalments.

Due Date % of Advance Tax Payable

On or before 15th June 15%
On or before 15th September 45%
On or before 15th December 75%
On or before 15th March 100%

MNote: Assessees opting for presumptive provisions under section 44AD or under section 44ADA
can, however, pay the entire advance tax on or before 15th March of the financial year.

Tax payable =Total tax liability - TDS - TCS - Advance tax paid

* Step 15— Tax payable/ Tax refundable

*  Tax payable should be rounded off to the nearest multiple of = 10.

*  The assessee has to pay the amount of tax payable {called self-assessment tax) at the time of filing of
the return. '

+  |fany refund is due, assessee will gt the same after filing the return of income.

lllustration 1
Detarmine the tax liability of Mr. Amal, who Is a handicap, for the AY.2022-23:

Net salary 2,85,000
Annual value of let-out house property 60,000
Lottery income 50,000
Taxable business & profession income 50,000
He paid LIC premium 10,000

Mr. Amal deposited in LIC annuity plan % 12,000 & paid medical insurance premium % 5,000.




Solution:
Computation of Total Income of Mr. Amal for the AY. 2022-23

Income from Salary - 285,000
Income from House property
Annual value of let-out house property: 60,000
Less: Standard deduction u/s 24(a) (30 % of NAV): (18,000)
42,000
Income from Profits & gains of business or profession - 50,000
Income from other sources
Lottery income: 50,000 50,000
Gross Total Income 4,27,000
Less: Deductions under Chapter VI-A
80C (LIC Premium) 10,000
BOCCC (Deposit in LIC annuity plan) 12,000
80D (Medical insurance premium paid) 5,000
80U (Assessee is handicap) 75,000
1,02,000
Total Income 3,25,000
Tax Liability on Lottery income (u/s 115BB) @ 30 % 15,000 15,000
Tax Liability on Other Income (Note 1)
Upto ¥ 2,50,000 Nil
From ¥ 2,50,001 to ¥ 2,75,000 @ 5% 1,250 1,250
) Tax Liability 16,250
Less: Rebate u/s 87A 12,500
3,750
Add: 4 % Health & Education cess (3,750 * 4%) 150
Tax and cess payable 3,900

(Note 1) Income other than casual income (Lottery income (u/s 115BB) X 2,75,000 (being

%3,25,000 — % 50,000) on which slab is applicable.

Hlustration 2

x 2,000 p.m.'bnnus Z 50,000

He and his employer contribute to RPF & 6% of salary.
His income from business & profession is 52,000
During the year, interest on fixed deposit 5,000

UC premium paid < 4,000

®pan o

Compute taxable income and tax liability of Arun from the following information:
He is warking with X Ltd. for a basic of T 24,000 p.m. and dearness allowance




Solution:
Computation of Total Income of Arun for the AY. 2022-23

Particulars Amount ¥
Income from Salary
Basic 2,888,000
Dearness allowance 24,000
Bonus 50,000
Employer's contribution to RPF il
Gross Salary 3,62,000
Less: Standard Deduction u/s 16(ia) 50,000 3,12,000
Income from Profits & gains of business or profession 52,000
Income from other sources
Interest on Fixed deposit 5,000
Gross Total Income 3,69,000
Less; Deductions under Chapter VI-A
80C Deductions
:LIC Premium 4,000
: Employees contribution to RPF (6% of basic and DA) 18,720 22,720
Total Income 3,456,280
Tax Liability on income
Upto # 2,50,000 Nil
From 2 2,50,001 to ¥ 3,46,280 @ 5% 4,814 4814
Tax Liability 4814
Less; Rebate u/s B7A 4814
Mil
Add: 4 % Health & Education cess Nil
Tax and cess payable Nil

lustration 3

Raghu [aged &7 years) is an employee of a government organisation at Kochi. During the
vear anding 31st March, 2022, he received the following Income from his employer:
Salary = 20,000 g.m.

Dearness allowance 4,000 p.m.

Entertainment allowance E,St]ﬁ p.m,

Annual bonus % 20,000

Rent-free unfurmished accommodation of which licence fee Is % 320,000 whereas fair rental
value is £ 1,00,000.

Find his taxable income and tax liability for the assessment year 2022-73 on the basis of the following further
information:

a. His own contribution to a provident fund is % 30,000 and his employer’s contributed

the same amaunt.

b. He pays life insurance premium % 30,000 p.a.




Solution:
Computation of Total Income of Raghu for the AY. 2022-23

Particulars Amount ¥
Income from Salary
Basic 2,40,000
Dearness allowance 48,000
Entertainment allowance 78,000
Bonus 20,000
3,86,000
Perquisite u/s 17(2):
Rent free accommodation 30,000
Employer's contribution to PF Nil
Gross Salary 4,16,000
Less: Deduction u/s
16(ia) Standard Deduction 50,000
16(ii) Entertainment allowance (Least of the followings): 5,000
20% of basic : 48,000
: Maximum limit : 5,000
: Actual amount : 78,000 55,000
Gross Total Income 3,61,000
Less: Deductions under Chapter VI-A
80C Deductions:
Employees contribution to PF 30,000
Life insurance premium 30,000 60,000
Total Income 3,01,000

Tax Liability on income (Senior citizen)

Upto ¥ 3,00,000 Nil
From 2 3,00,001 to ¥ 3,01,000 @ 5% 30 50
Tax Liability 50
Less: Rebate u/s 87A 50
Nil
Add: 4 % Health & Education cess Nil
Tax and cess payable Nil




llustration 4

Rohith 45 years, has provided following details relating to his income for the previous year 2021-22;
Income from business % 15,00,000, Income from saving bank interest 12, 000. Interest on PPF = 36,000.
Investment in PPF % 1,50,000. You are requested to compute his tax liability and advise him whether he
should opt for alternative tax regime u/s 1158AC.

Solution:
Computation of Income and tax liability of Mr. Rohith for AY. 2022-23

Particulars Regular Tax Regime ¥ Alternative Tax Regime ¥
Incnmﬂ_frum profits & gains of business or 15,00,000 15,00,000
profession
Income from other source
Interest on saving bank deposit 12,000 12,000
Interest on PPF Exempt Exempt

Gross Total Income 15,12,000 15,12,000
Less: Deduction
U/s 80C (PPF Contribution) 1,50,000 NA
L/s 8OTTA (}merest on Saving Bank 10,000 M4,
Interest*) (*Maximum limit Rs 10,000)

Total Income 13,52,000 15,12,000

Tax on above 2,18,100 (N-i) 191100 (N-ii)
Less: Rebate u/s 87A NA NA
Add: Surcharge Nil Nil
Tax and surcharge 2,18,100 1,91,100
Add: Health & Education cess 8,724 7.644
Tax liability (Rounded off u/s 288B) 2,26,820 1,988,740

In the above case, tax liability under alternative tax regime u/s 115BAC is lower, hence it is advisable to opt
for provision of sec. 115BAC,

Working Note
) (N-i)
Up to ¥ 2,50,000 Nil Up to ¥ 2,50,000
¥2,50,000 - T 500,000 @ 5% 12,500 ¥ 2,50,000 - ? 500,000 @5% 12,500

¥ 5,00,007 -%10,00,000 @ 20% | 1,00,000 | ¥5,00,001-%750,000@10% 25,000

¥10,00,001 -¥ 13,52,000 @ 30% | 1,05600 | ¥7,50,001-%10,00,000 @15% 37,500

¥10,00,007 - ¥ 12,50,000 @20% 50,000

¥ 12,50,001 - ¥ 15,00,000 @25% 62,500

¥15,00,000-F 15,12,000 @30% 3600

Total 2,18,100 | Total 1,91,100

*
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— Summary |8

The computation of total income and tax liability for individuals under the Indian Income Tax Act
involves several systematic steps to determine the taxable income and the corresponding tax
amount due. Initially, an individual must calculate their gross total income [GT1) by aggregating
income from various sources such as salaries, house property, business/profession, capital gains,
and other sources. From this GTI, allowable deductions under sections like 80C (investments,
insurance, etc.), 80D (medical insurance), and other relevant sections are subtracted to arrive at
‘the net taxable income.

Once the taxable income Is determined, the next step is to apply the applicable tax rates, which
vary based on the individual's age group and income slab—resulting In a basic tax computation.
Special rates may apply to specific types of income, such as long-term capital gains or business
income from specified activities.

Additionally, any applicable cess and surcharge are added to the basic tax liability to compute
the final tax payable, Individuals can also reduce their tax liability through credits for advance
tax paid, TDS (Tax Deducted at Source), and relief under sections like 89(1) for arrears of salary.
‘The resulting figure after these credits is the actual tax liability of the individual. This systematic
approach ensures that the tax computation is fair, transparent, and in accordance with legal
provisions, allowing individuals to plan their finances effectively and comply with tax obligations
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— Exercise M

What is the first step in computing the total income and tax liability for individuals?

A) Calculating the gross total income (GTI) by aggregating Incomes from all sources
B) Deducting applicable cess and surcharge

C) Applying the tax rates based on income slab

D) Subtracting deductions under Section 80C

Answer: A

Under which section can individuals deduct investments and insurance premiums from their
-gross total income?

. A} Section BOC

. B) Section 80D

. C) Section 89(1)

. D) Section 80TTA
Answer: A

Which of the following is not a source of income when calculating gross total income?

Al Salary

B) Capital gains

C) Gifts from friends

D) Income from house property

Answer: C (Gifts from friends are generally not considered a source of income unless
‘they meet certain criteria under other sources of income.)

How is the final tax liability of an individual determined?

. A} By adding cess and surcharge to the basic tax computation

. B) By simply applying the highest tax rate to the gross total income
. C) By deducting TDS from gross total income

. D} By subtracting deductions under Section 80G

. Answer: A

What can reduce an individual's tax liability aside from deductions?
A) Inflation adjustments

B} Credits for advance tax paid and TDS

C) Reduction in cess applied

D) Increases in tax slab thresholds

Answer: B
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— Notes =




19. Advance Tax, TDS And TCS

Unit 19.1 - Deduction of Tax at Source and Advance Payment [Section 190]
Unit 19.2 - Direct Payment [Section 121]
Unit 12.3 - Consequences of Fallure To Deduct Or Pay [Section 201]
Unit19.4 - Due Date of Depositing Deducted Tds
Unit 19:5 - Liability for Payment of Advance Tax
Unit 19.6 - Computation of Advance Tax
Unit 19.7 - Instalments of Advance Tax and Due Dates
Unit19.8 - Interest For Non-Payment Or Shart-Payment Of
Advance Tax [Section 2348]
Unit199 - Interest Payable for Deferment of Advance Tax
[Section 234(]

Unit19.10 - Tax Collection At Source — Basic Concept
Umit 19.11 - Rate of Tos in Case of Collection by an Authorized Dealer
Unit19.12 - Higher Rate Of Tcs For Non-Furnishers OF Pan

[Section 206CC]




Key Learning Outcomes

+ Understand the Concept of Advance Tax

« Learn Calculation of Advance Tax

« Understand Due Dates and Installments

« Knowledge of TDS & TCS

« |dentify Types of Payments Covered by TDS

« Understand Compliance and Filing Requirements

« Learn Adjustment of TDS/TCS Against Tax Liability
« Consider Impact on Tax Planning




Unit 19 - Advance Tax, TDS,TCS

— Unit Objecﬁuesl@ﬂ

At the end of the unit, you will be able to understand:

TAX DEDUCTED AT SOURCE

lg DEDUCTION OF TAX AT SOURCE
AND ADVANCE PAYMENT [SECTION 180)

DIRECT PAYMENT [SECTION 141]

Fig15.1

ADVANCE PAYMENT OF TAX

Fig15.2

Consequance of failurs to deduol or pay
13 [Saction 201]

Y Cup dute.of depositing deducted TS

Compuftalion of advance tax

Instalmeants afl advance tax and
y  due dates

Interest on defaul
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TAX COLLECTION AT SOURCE

Fig 15.2

Applicability and Rates

Higher rate of TCS for

non-furnishers of PAN
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Unit 19.1 - Deduction of Tax at Source and Advance Payment
[Section 190]

The total income of an assessee for the previous year is taxable in the relevant assessment year. For
example, the total income for the PY. 2021-22 is taxable in the AY. 2022-23. However, income tax is
recaoverad from the assessee In the previous year itself through:

* Tax deduction at source (TDS)
* Tax collection at source (TCS)
=  Payment of advance tax

Another mode of recovery of tax Is from the employer through tax paid by him under section 192{14)
on the non-monetary perquisites provided to the employee These taxes are deductibie from the total tax
due from the assessee, The assessee, while filing his return of income, has to pay self-assessment tax
under section 1404, If tax is due on the total Income as per his return of income after adjusting, inter alia,
TDS, TCS, relief of tax claimed under section 89, tax credit claimed to be set off in accordance with the
provisions of section 11510, any tax or interest payable according to the provisions of section 191{2) and
advance tax,

Unit 19.2 - Direct Payment [Section 191]

s Direct payment of tax [Section 191(1}]

Section 121 provides that in the following cases, tax is payable by the assesses diractly:

= |n the case of income in respect of which tax is not required to be deducted at source; and
»  Income in respect of which tax is liable to be deducted but is not actually deducted.

In view of this provision, the proceedings for recovery of tak necessarlly had to be taken against the
assessee whose tax was liable to be deducted, but not deducted. In order to overcome this difficulty, the
exptanation to this sectien provides that if any person, including the principal officer of a company:

*  Whois reguired to deduct tax at source; or
»  Apnemployer paying tax on non-monetary perguisites under section 192(1A),

Does not deduct, or after deducting fails to pay such tax, or does not pay, the whole or part of the tax,
then, such persen shall be deemed to be an assessee-in-default. However, if the assessee himself has
paid the tax; this provision will not appiy.

* Direct payment of tax, where income of the assessee includes value of specified security or sweat
equity shares allotted or transferred free of cost or at a concessional rate to the assessee by an
employer being an eligible start up1 [Section 191(2]]
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Deduction of Tax at Source
Section Deductee  Mature of transaction Threshold Limit (¥) TDS Rate
= T Normal
192 R, NR Payment of salary EESIT:::Z"_'F“O" limatot Slab
ey Rates
Premature .
Tgan RiNR withdrawal from EPF TRR00 0%
Debentures-F 5,000
8% Savings (Taxable)
Interest on Bonds 2003 or 7.75%
193 R 10%
securities Savings (Taxable) Bonds g
2018-% 10,000
Other securities- No limit
194 R Payment of any dividend ¥ 5,000 10%
Interest other than interest
194A R from securities (from deposits | Senior Citizens- ¥ 50,000 St
with banks/post office Others- ¥ 40,000
/co-operative society)




Interest other than interest on
securities u/s 193 and interest
2 from banks/post office/
12 co-operative society, ¥Bi000 16%
For e.g., interest from friends
and relatives
Income from lottery winnings,
card games, crossword
1948 B Wi PG puzzles, and other games of €10,000 S0%
any type
iGiEE  |RMREG |'mecisimm horse mes 210,000 30%
winn}ngs
Single
Payment to contractor/ transaction- % 30,000
194C R sub-contractor: A 1%
, ggregate
Indivjacaly/HUR transactions- ¥ 1,00,000
Single
Payment to contractor/ :
- ¥ 30,000
194C R sub-contractor: :a neactions T3l 29,
ggregate
E
Other than Individuals/HU transactions- & 1,00,000
194D q Insurance commission to 15,000 10%
domestic companies
194D R Insurance cummiszv_.iun to 215,000 5%
other than companies
Income for the insurance
194DA q pay-out, while payment of any %1,00,000 5%
sum in respect of a life
insurance policy.
Payment to non-resident
194E NR, FC ) No limit 20%
sportsmen/sports association
Payment of amount standing
to the credit of a person under
[ RNR National Savings Scheme 2,500 10%
(NSS)
Payment for the repurchase of
194F R, NR the unit, by Unit Trust of India | No limit 20%
(UT1) or a Mutual Fund
Payments, commission, etc.,
LS R NIRCFC on the sale of lottery tickets eiaae %
194H R b raslal % 15,000 5%
brokerage
194+ R Rent o plantand % 2,40,000 2%
machinery

*




194-|

Rent on land/building/
furniture/fitting

¥2,40,000

10%

194-1A

Payment in consideration of
transfer of certain
immovable property

other than agricultural land.

¥50,00,000

1%

194-1B

Rent payment by an individual
or HUF not covered u/s. 194-1

¥ 50,000 per month

5%

194-IC

Payment under Joint
Development Agreements
(JDA) to Individual/HUF

Mo limit

10

194J

Any sum paid by way of fee for
professional services

¥30,000

10%

194J

Any sum paid by way of
remuneration/fee/commission
to a director

730,000

10%

1944

Any sum paid for not carrying
out any activity concerning
any business

30,000

10%

1944

Any sum paid for not sharing
any know-how, patent,
capyright, etc.

¥ 30,000

10%

194J

Any sum paid as a fee for
technical services

¥30,000

2%

1944

Any sum paid by way of
royalty towards the sale or
distribution, or exhibition of
cinematographic films

30,000

2%

194J

Any sum paid as fees for
technical services, but the
payee is engaged in the
business of operation of the
call centre,

30,000

2%

194K

Payment of any income for
units of a mutual fund, for
example, dividend

No limit

10%

194LA

Payment in respect of
compensation on acquiring
certain immovable property

¥ 2,50,000

10%

194LB

NR, FC

Payment of interest on
infrastructure debt fund to
Mon-Resident

No limit

5%




194LC

NR, FC

Payment of interest for the
loan borrowed in foreign
currency by an Indian
company or business trust
against loan agreement or the
issue of long-term bonds

No limit

5%

194LC

NR, FC

Payment of interest for the
loan barrowed in foreign cur-
rency by an Indian

company or business trust
against the issue of long-term
bonds listed in IFSC

No limit

4%

194LD

NR, FC

Payment of interest on bond
(rupee-denominated) to Fll or
a QFl

Mo limit

5%

194LBA(1)

Certain income distributed
by a business trust to its
unitholder

MNo limit

10%

194LBA(2)

NR, FC

Interest income of a business
trust from SPV distribution to
its unitholders

No limit

5%

194LBA(2)

NR, FC

Dividend income of a business
trust from SPV in which it
holds the entire share capital
exempt the capital held by the
government, and distribution
to its unitholders

Mo limit

10%

194LBA(3)

NR

Rental income payment of
assets owned by the business
trust to the unitholders of such
business trust

No limit

30%

194LBA(3)

FC

Rental income payment of
assets owned by the business
trust to the unitholders of such
business trust

Mo limit

40%

194LBB

R, NR

Certain income paid to a
unitholder in respect of units
of an investment fund

Mo limit

10%

194LBB

FC

Certain income paid to a
unitholder in respect of units
of an investment fund

Mo limit

40%

194LBC

Income from investment in
securitisation fund received to
an individual and HUF

No limit

25%




Income from investment in

194LBC R securitisation fund received to | No limit 10%
a domestic company
Income from investment in

194LBC FC securitisation fund received to | No limit 40%
a foreign company
Income from investment in

194LBC NR securitisation fund received to | No limit 10%
NRI
Certain payments by
Individual/HUF not liable to

195M . deduct TDS under Section ¥ 20,00,000 %
194C, 194H, and 194J
Cash withdrawal exceeding a

194N R, NR - 1 crore 2%
Cash wnhdraiwal in case %20 lakh 10 1 crore 2%
person not filing ITR for last

194N R, NR L
three years and the original
ITR filing due date expired ¥ oroe o4
Payment for the sale of goods
or provision of services by the

1940 R e-commerce operator through | ¥ 5,00,000 1%
its digital or electronic facility
or platform.
Paymgrﬂ OF papeton SF {terest Basic exemption limit of | Normal
to specified senior sl

194P R = senior citizens or super | tax slab
citizens of age 75 years or A

senior citizens rates

maore

194Q a Payments for the purchase of % 50,00,000 0.10%
goods

1948 P isit benefit t

(Refer a erquisite or bene |. o0a 220,000 10%
business or profession

notes)

i TDS on the transfer of virtual ~peified

on the transfer of virtua
Persons- 50,000

(Refer o digital assets _ e

notes) Others- 10,000

195 NR Income ﬂl’] investments made No limit 0%
by NRI citizen
Income by way of LTCG

195 NR referred to in section T1SEin [ No limit 10%
the case of NRI

195 NR, EC Income by way of LTCG under No limit 10%

section 112(71 )(e)(iii)




195

NR, FC

Income by way of LTCG under
section 1124

MNo limit

10%

195

NR, FC

Income by way of STCG under
section 111A

No limit

15%

195

NR, FC

Any other income by way of
LTCG

Mo limit

20%

195

NR, FC

Interest payable on money
borrowed by the government
or Indian concern in foreign
currency

No limit

20%

195

NR, FC

Income from royalty payable
by the Indian concern or the
government, for the copyright
in a subject referred in the first
provision of section 115A or
computer software referred

to in the second proviso of
section T15A

Mo limit

10%

195

Income from royalty payable
by government or Indian
cancern in pursuance of an
agreement on matters
included in the industrial

policy

No limit

10%

195

FC

Income from royalty payable
by government or Indian
concern in pursuance of an
agreement on matters
included in the industrial
policy

If the agreement for such
royalty payment is entered in
between 31st March 1961 and
1st April 1976

Mo limit

50%

195

FC

Income from royalty payable
by government or Indian
concern in pursuance of an
agreement on matters
included in the industrial
policy

If the agreement for such
royalty payment is entered in
between 31st March 1961 and
1st April 1976

Mo limit

10%




195

NR

Income from technical fees
payable by government or
Indian concern in pursuance
of an agreement on matters
related to industrial policy

Mo limit

10%

195

FC

Income from technical fees
payable by government or
Indian concern in pursuance
of an agreement on matters
related to industrial policy

if the agreement for such
payment is entered in between
29th February 1964 and 1st
April 1976

Mo limit

50%

195

FC

Income from technical fees
payable by government or
Indian concern in pursuance
of an agreement on matters
related to industrial policy

Mo limit

10%

If the agreement for such
payment is entered after 31st
March 1976

195

NR

Any other income

No limit

30%

195

FC

Any other income

Mo limit

40%

1968

NR, FC

Income (including LTCG) from
units of an offshore fund

Mo limit

10%

196C

NR, FC

Income (including LTCG) from
foreign currency bonds or GDR
of an Indian company

Mo limit

10%

196D

NR, FC

Income (excluding dividend
and capital gain) from Foreign

Institutional Investors.

Mo limit

20%

MNote: R = Resident, NR = Non-resident, FC = Foreign Citize




Unit 19.3 - Consequences of failure to deduct or pay
[Section 201]

* [Deemed assesses-in-dafault
Any person Including the principal officer of a company:

= Who is required to deduct any sum in accordance with the provisions of the Act;
or

« An employer paying tax on non-monetary perquisites under section 1592(14).
$hall be deemed to be an assessee-In-default, if he does not deduct, or does nat pay or after deducting,
fails to pay, the whole or any part of the tax, as required by or under the provisions of the Income tax
Act, 1951

* Non-applicability of deeming provision

Any person (including the principal officer of the company) who falls to deduct the whole or any part of the
tax on the amount credited or paid to a payee shall not be deemed to be an assessee-in-default in respect
of such tax if such payee:

»  Has furnished his return of income under section 139;

»  Has taken into accourit such sum for computing income In such return of income;
and

*  Has paid the tax due on the income declared by him in such return of income,and the payer furnishes a
certificate to this effect from an accountant in such form as may be prescribed.

Unit 19.4 - Due Date Of Depositing Deducted TDS

The tax deducted at source must be deposited to the government by the 7th of the subsequent month.
Tax deducted at source has to be deposited using Challan ITNS-281 on the government portal. Filing tax
deducted at source returns, is mandatory for all the persons who have deducted TDS. TDS return is to be
submitted gquarterly and various detalls need to be furnished like TAN, amount of TDS deducted, type of
payment, PAN of deductee, etc. Also, different farms are prescribed for filing returns depending upen the
purpose of the deduction of TDS. Various types of return forms are as follows

Furnishing Statement of TDS [Rule 31A] [Form 240/260/270)

Quarter ending Due date
30th June I1st July
30th September 31st October
31st December 31st January
31st March 31st May
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*  Interest Liahility

A person deemed to be an assesses-in-default under section 201{1), for failure to deduct tax or to pay the tax
after deduction, is liable to pay simple interest @ 1% for every month or part of month, on the amount of such
tax from the date on which tax was deductible, to the date on which such tax was actually deducted and
simple interest @ 1.5% for every manth ar part of month from the date on which tax was deducted, to the
date on which such tax Is actually paid [Section Z01({14]].

llustration 1

An amount of 40,000 was paid to Mr. X on 1st July, 2022 towards fees for professional services without
deduction of tax at source, Subseguently, another payment of < 50,000 was due to Mr. X on 28th February,
2023, from which tax @10% (3 mounting to £9,000) on the entire amount of < 90,000 was deducted. However,
this tax of £ 9,000 was deposited only on 22nd July, 2023. Compute the interest chargeable under section
201(14).

Solution

Interest under section 201(14) would be computed as follows:

1% on tax deductible but not deducted i.e., 1% on £ 4,000 for 8 months 320
1.5% on tax deducted but not deposited i.e., 1.5% on % 9,000 for 4 months 3540

» Such interest should be paid before furnishing the statements in accordance with section 200(3).

= Where the payer falls to deduct the whale or any part of the tax onthe amount creditaed or payment made
to a payee and Is not deemed to be an assessee-in- default under section 201{1) on account of payment
of taxes by such payee, interest under section 201{14)(i) l.e., @12 p.m. or part of month, shall be payable
by the payer from the date on which such tax was deductible to the date of furnishing of return of income
by such payee. The date of deduction and payment of taxes by the payer shall be deemed to be the date
on which raturn of income has been furnished by the payee.

However, where an order is made by the assessing officer for assessee-in-defauit, the interest shall be paid

by the person in accordance with such order.

= ‘Where the tax has not been paid after it Is deducted, the amount of the tax together with the amount of

simple interast thereon shall be a charge upon all the assets of the parson or the company, as the case may
be.

Advance Payment of Tax
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Unit 19.5 - Liability For Payment Of Advance tax

* Tax shall be payable in advance during any financial year, in accordance with the provisions of sections
208 to 219, in respect of an assessee’s current income i.e., the total income of the assessee which would
ba chargeable to tax for the assessment year
immediately following that financial year [Section 207].

* Under section 208, obligation to pay advance tax arises in every case where the advance tax payabie is
% 10,000 or more.

MNote- An assessee who is liable to pay advance tax of less than 10,000 will not be saddled with inter-
est under sections 2348 and 234C for defaults in payment of advance tax. However, the consequences
under section 234A regarding interest for belated filing of return would be attracted.

* |n case of senior citizens who have passive source of income like interest, rent, etc., the requirement of
payment of advance tax causes genuine compliance hardship. Therefare, in order to reduce the compli-
ance burden on such senior citizens, exemption from payment of advance tax has been provided to a
resident individual;

*  Not having any income chargeable under the head “profits and gains of business or profession”; and

= (Of the age of 80 years or more. Such senior citizens need not pay advance tax and are allowed to
discharge theirtax liability [other than TDS) by payment of self-assessment tax.

Unit 19.2 - Direct Payment [Section 191]

*  An assassea has to estimate his current income and pay advance tax theracn. He need not submit any
estimate or statement of income to the assessing officer, except where he has been served with notice
by the assessing officer,

* Where an obligation to pay advance tax has arisen, the assessee shall himself compute the advance tax
payable on his current income at the rates in force inthe Financial year and deposit the same, whether
or not he has been earliar assessad to tax

=  Inthecase of 3 person who has been already assessed by way of a regular assessment Inrespect of the
total income of any previous year, the assessing officer, if he is of the opinion that such person is liable
to pay advance tax, may serve an order under section 210{3) requiring the assessee fo pay advance tax.

* Forthis purpose, the total income of the latest previous year in respect of which the assesses has bean
assescad by way of regular assessment or the total income raturnad by the assessee In any retum of
income for any subsequent previous year, whichever is higher, shall be taken as the basis for computa-
tion of advance tax payable.

* The above order can be served by the assessing officer at any time during the financdial year but not later
than the last date of February.

= |f, after sending the above notice, but before 1st of Marchof the financial year, the assessee furnishes a
return relating te any later previous y=ar or an assessment s completed in respect of a later return of
income, the assessing officer may amend the order for payment of advance tax on the basis of the com-
putation of the Income so returned or assessed.
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= |fthe assessee feels that his own estimate of advance tax payable would be less than the one sent by the
assessing officer, he can file estimate of his current income and advance tax payable thereon,

*  ‘Where the advance tax payable on assessee’s estimation is higher than the tax computed by the assess-
ing officer, then, the advance tax shall be paid based upon such higher amount.

= |n all cases, the tax calculated shall be reduced by the amount of tax deductible at source.

{As per the provisions of section 209, the amount of advance tax payable by a person is computed by
reducing the amount of income tax which would be deductible at source during the financial year from
any income which has been taken into  accountin computing the total income.)

¢ The amount of advance tax payable by an assessee in the financial year calculated by:

*  The assesses himself based on his estimation of current income; or

»  The assessing officer as a result of an order under section 210(3) or amended order under section 210{4)
is subject to the provisions of section 208(2), as per which the net agricultural income has to be consid-
ered for the purpose of computing advance tax,

Unit 19.7 - Instalments of Advance Tax and Due Dates

= Common advance tax payment schedule for both corporates and non-corporates [other than assessees
computing profits on presumptive basis under section 44AD(1) or secton 44ADA[1}]:

Due date of instaiment Amount payable

On or before 15th June Mot less than 15% of advance tax liability

On or before 15th September | Not less than 45% of advance tax liability, as reduced by the
amount, if any, paid in the earlier instalment.

On or before 15th December | Not less than 75% of advance tax liability, as reduced by the
amount or amounts, if any, paid in the earlier instalment or
instalments.

On or before 15th March The whole amount of advance tax liability as reduced by the
amount or amounts, if any, paid in the earlier instalment or
instalments.

Note - Any amount paid by way of advance tax on or before 315t March shall also be treated as
advance tax paid during each financial year endingon 31st March.

Advance tax payment by assessees computing profits on presumptive basis under section 44AD{1)or section
44A04(1)

An eligible assessee, opting for computation of profits or gains of business on presumpftive basis in respect
of eligible business referred to in section 44AD{1) or for computation of profits or gains of profession on
presumptive basis in respect of eligible profession referred to in section 44ADA[1), shall be required to pay
advance tax of the whole amount in one instalment on or before 15th March of the financial year. Howewer,
any amount paid by way of advance tax on or before 31st March shall also be treated as advance tax paid
during each financial year ending on 31st March.
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|f the last day for payment of any instalment of advance tax is a day on which the recsiving bank is clesed,
the gssessea can make the payment on the next immediate following working day, and In such cases, the
interast leviable under sections 2348 and 234C would not be charged.

Where advance tax is payable by virtue of the notice of demand issued 11 by the assessing officer, the
whole or the appropriate part of the advance tax spacified in such notice shall be payable on or before
each of such due dates as fall after the date of service of notice of demand.

Where the assessee does not pay any instalmant by the due date, he shall be deemed to be an assessee in
default in respect of such Instalment.

Unit 19.8 - Interest for non-payment or short-payment of

advance tax [Section 234B]

» Interest undersection 2348 is attracted for non-payment of advance tax or payment of advance tax of

an amount less than 90% of assessed tax.

* Theinterest liability would be 1% per month or part of the month from 1st April following the finandal
year up to the date of determination of income under section 143(1) and where a regular assessment
is made, up to the date of such regular assessment.

* Such interest is calculated on the amount of difference between the assessed tax and the advance tax
paid.

*  Assessed tax is the tax calculated on total income determined under section 143{1) and where a regu-
lar assessment is made, the tax an the total income determined under such regular assessment less:

= Tax deducted or collected at sourca.

= Any relief of tax allowed under section 83

* Any tax credit allowed to be set off in accordance with the provisions of section 115D

* However, where self-assessment tax is paid by the assessee under section 1404 or otherwise, interest
shall be calculated up to the date of payment of such tax and reduced by the interest, if any, paid
under section 1404 towards the interest chargeahle under this section. Thereafter, interast shall be
calculated at 1% on the amount by which the tax so pald together with the advance tax pald falls short
of the assessed tax.




Unit 19.9 - Interest Payable for Deferment of Advance tax
[Section 234(]

=  Manner of computation of interest under section 234C for deferment of advance tax by corporate and
nop-corporate assessees:

In case an assessee, other than an assessee who declares profits and galns in accordance with the
provisions of section 44AD(1) orsection 44ADA(1), wha is liable to pay advance tax under section 208
has failed to pay such tax or the advance tax paid by such assessee on Its current income on or before
the dates specified in column (1) is less than the specified percentage [given in column (2] of tax due
on returned income, then simple interest @ 1% per month for the period specified in column (4) on
the amount of shortfall, as per column (3} is leviable under section 234C.

Specified date  Specified % Shorifall in advance tax Pesiod
15% of tax due on returned income (-) advance tax
15th June 15% osid Up'to 15th June 3 months

45% of tax due on returned income (-) advance tax

15th September |45% paid up 1o 15th September 3 months
; : 75% of tax due on returned income (-)

TathBessmber | (7ot advance tax paid up to 15th December Smerhe

15th March 100% 100% of tax due on returned income (-) T~

advance tax paid up to 15th March

Note = However, if the advance tax paid by the assessee on the current income, on or before
15th June or 15th September, is not less than 12% or 36% of the tax due on the returned
income, respectively, then, the assessee shall not be liable to pay any interest on the amount of
the shortfall on those dates.

=  Computation of interest under section 234C in case of an assessee who declares profits and gains in
accordance with the provisions of section 444D(1) or section 44ADA{1):

In case an assessee who declares profits and gains in accordance with the section 44AD(1) or saction

44ADA(1}, as the case may be, who Is liable to pay advanice tax under section 208 has failed to pay such tax

or the advance tax paid by the assessee on its current income on ar before 15th March is |2ss than the tax

due on the retumed income, then, the assessee shall be liable to pay simple Interest at the rate of 1% on

the amount of the shortfall from the tax due on the returned income.

= Non-applicability of interest under section 234C in certain cases:

Interest under section 234C shall not be leviable in respect of any shortfall in  payment of tax due on

returned income, where such shortfall is on account of under-sstimation of or fallure to estimate:

= The amount of capital gains;

= Income of nature referred to in section 2(24)(ix) .e., winnings from lotteries, crossword puzzles stc.;

¢ |ncome under the head “profits and gains of business or profession” in cases where the income
accrues or arises under the said head for the first time.

= The amaunt of dividend income u/fs 2{22}{a)/(b)/(c)/(d)
However, the assessee should have paid the whole of the amount of tax payabla in respect of such
Income referred to in (1), {il), (i) or {iv), as the case may be, had suchincome been a part of the total
income, as part of the remaining instalments of advance tax which are due or where no such instal-
ments are dug, by 31st March of the financial vear.




Unit 19.10 - Tax Collection at Source — Basic Concept

» Applicability and Rates
= Sale of certain goods under section 206C(1), sellers of certain goods are required to collect tax from
the buyers at the specified rates, The specified percentage for collection of tax at source is as follows:

Nature of Goods Percentage
(a) Alcohalic liquor for human cansumption 1%

(b) Tendu leaves 5%

(c) Timber obtained under a forest lease 2.5%

(d) Timber obtained by any mode other than (c) 2.5%

(e) Any other forest produces not being timber or tendu leaves 2.5%

(f) Scrap 1%

(g) Minerals, being coal or lignite or iron ore 1%

Lease or a licence of parking lot, toll plaza or mine or a guarmy Section 206C{1C) provides for collectien
of tax by every person who grants a lease or a licence or enters into a contract or otherwise transfers
any right or interest In any!

Parking lot or
Toll plaza or
A mine or a quarry

i

i

To another person (other than a public sector company) for the use of such parking lot or toll plaza or mine
or quarry for the purposes of business. The tax shall be coliected as provided, from the licensee or lesses
of any such licence, contract or lease of the specified nature, at the rate of 2%.

* 5ale of motor vehicle of value exceeding 10 Iakhs
Section 206C(1F) provides that every person, being a seller, who receives any amount as consideration
for sale of a motor vehicle of the value exceeding % 10 lakhs, shall collect tax from the buyer @1% of
the sale consideration. _

» Overseas remittance or an overseas tour package Section 206C(1G) provides for collection of tax by
BYEry pErson:

= Being an authorizad dealer, who receives amount, under the Liberalised Remittance Scheme of the

RBI, for overseas remittance from a buyer, bejng a person remitting such amount out of India;

Being a seiler of an overseas tour programme package who receives any amount from the buyer who

purchases the package at the rate of 5% of such amount.

Tax has to be collected at the time of debiting the amount payable by the buyer or at the time of recsipt of
such amount from the said buyer, by any mode, whichever is earlier,




Unit 19.11 - Rate Of TCS In Case Of Collection By an Authorized
Dealer

SrNo. Amount and purpose of remittance Hate of TCS

(a) Where the amount is remitted for a purpose, other than
purchase of overseas tour programme package; and Nil (No tax to be

(b) the amount or aggregate of the amounts being remitted by | collected at source)
a buyer is less than ¥ 7 lakhs in a financial year

(a) Where the amount is remitted for a purpose other than
purchase of overseas tour programme package; and

5% of the amt or
aggregate of amts in

(b) the amount or aggregate of the amounts in excess of cxtassoF 27 Jakh

7 7 lakhs is remitted by the buyer in a financial year
(a) Where the amount being remitted out is a loan obtained
from any financial institution as defined in section BOE, for the | 0.5% of the amt or

i purpose of pursuing any education; and aggregate of amounts
(b) the amount or aggregate of the amounts in excess of in excess of
T 7 lakhs is remitted by the buyer in a T 7 lakhs

financial year

Cases where no tax is to be collected

No TCS by the authorized dealer on an amount in respect of which the sum has been
collected by the seller.

No TCS, if the buyer is liable to deduct tax at source under any other provision of the Act
and has deducted such tax,

No TCS, if the buyer is the central government, a state government, an embassy,

a high commission, a legation, a commission, a consulate, the trade representation of

a foreign state, a local authority or any other person notified by the central government,
(i) | subject to fulfilment of conditions stipulated thereunder.

Accordingly, the CBDT has, vide notification no. 20/200 dated 30th March, 2022,

notified that the provisions of section 206C(1G) would not apply to an individual who is
not resident in India as per section 6(1) and 6(1A), and who is visiting India.

(i)

(if)

Sale of goods of value excaeding 50 lakhs

* (3] As persection 206C(1H), tax is also reguired to be collected by a seller, who receives any amount as
consideration for sale of goods of the value or aggregate of such value exceading % 50 lakhs in a previ-
ous year [other than exported goods or goods coverad under sub-sections (1)/{1F}/[1G]].

* (b) Tax Is to be collected at source @ 0.1% u/s 206C(1H) of the sale consideration exceeding % 50 |akhs,
at the time of receipt of consideration.

* (] Taxis, howsver, not required to be collected if the buyer is liabie to deduct tax at source under any
cther provision of the Act on the goods purchased by him from the seller and has deducted such tax.
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Unit 19.12 - Higher rate of TCS for non-furnishers of PAN
[Section 206CC]

The pravisions of section 206€C require tax collection at the higher af the following two rates, in case of
failure by the person paying any sum or amount on which tax is collectible at source (collectee) to
furnish PAN [PAN or Aadhar number in case of section 206C(1H]] to the person responsible for collact-
ing tax at source (collector):

At twice the rate specified in the relevant provision of the Act

At 5% [124, in case tax is required to be collected at source u/s 206C{1H)]

Tax would be collectible at the rates mentioned above also in case where the person furnishes a declara-
tion under section 206C(14) but does not provide his PAN.

Both the collectee and the collectar have to compulsorily quote the PAN of the collectee in all corre-
spondence, bills, vouchers and other documents exchanged betweesn them.

If the PAN provided to the collector is invalid or it does not belong to the collectes, It shall be deemed
that the collectes has not furnished his PAN to the collector. Accordingly, tax would be collectible at the
rate specified in (i) above.

The pravisions of section 206CC doas not apply to a non-resident who does not have a permaneant estab-
lishrent in India.
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- Summary

‘Advance Tax, TDS {Tax Deducted at Source), and TCS (Tax Collected at Source) are critical
componerits of the Indian Incoma Tax system aimed at collecting tax incrementally to reduce
taxpayer burden at the end of the fiscal year, Advance Tax is paid by taxpayers who have a tax
liability exceeding 10,000 in a financial year, requiring them to pay income tax in installments
as per prescribed due dates, rather than a lump sum at year-end. TDS is a method where tax

is automatically deducted at the source of income, such as salaries, interest payments, and
professional fees, ensuring a steady flow of revenue to the government throughout the year.
Similarly, TCS Is collected by the seller from the buyer at the point of sale on certain goods
specified under the tax laws. Both TOS and TCS are aimed at minimizing tax evaslon by collecting
tax at the generation point of income and ensuring that tax cmnplhnce is built into the financial
transactions. These machanisms help in regulating the flow of funds to the government and
easing the final tax computation process for taxpayers.
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— Exercise M

What is the threshold limit above which advance tax payment is mandatory?

. A) 5,000

. B} 10,000 {Correct Answer)

. C] 15,000

. D) %20,000

. Explanation: Taxpayers whose tax liability exceeds 10,000 in a year must pay Advance
Tax.

TDS stands for:

. A} Tax Deduction at Source {Correct Answer)
. B) Tax Deduction at Supply

. C) Tax Demand at Source

. D) Tax Dividend at Source

Explanation: TDS refers to Tax Deducted at Source.

Which of the following incomes js not subject to TDS?

Al Salary

B) Agriculture Income (Correct Answer)

C) Interest from Banks

D) Commission

Explanation: Agricultural income is exempt from TDS under the Income Tax Act.

Advance Tax is applicable to which of the following categories of taxpayers?

. A) Szlaried Employees

. B) Businessmen

. C) Freelancers

. D) All of the above (Correct Answer)

. Explanation: All categories of taxpayers with a tax liability over 10,000 need to pay

Advance Tax.

When is the final installment of Advance Tax due for individual taxpayers?

A) 15th March (Correct Answer)

B) 15th lune

C) 30th September

D) 31st December

Explanation; The final instaliment of Advance Tax is due on 15th March for individuals.

TCS is collected primarily from the buyer by the seller on the sale of which of the following.

items?

. A} Books

. B) lewelry (Carrect Answer)

. C) Software

. D} Educational Services

. Explanation: TCS is applicable on items like jewelry, among others specified by the

Income Tax Act.

- P
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Under which section of the Income Tax Act s TDS on salary covered?

A) Section 192 (Correct Answer)

B) 3ection 1544

C) Section 195

D) Section 198

Explanation: TDS on salary is governed by Section 192 of the Income Tax Act.

What is the purpose of collecting TDS?

A} To increase povernment revenus.

B) To ensure tax Is collected at the point of Income generation (Correct Answer)
C) To penalize the taxpayers

D) To provide subsidies

Explanation; TDS ensures that tax Is collected as the income is generated.

Which of the following Is not a benefit of TDS?

A4) Prevents tax evasion

B) Reduces the burden of lump sum tax payment

€} Increases the refund amount

D) Ensures steady revenue for the government (Correct Answer)

Explanation: The primary benefits of TDS inciude preventing tax evasion and spreading
the tax payment throughout the year.

If TDS is deducted in excess, what can the taxpayer do?

A) File for bankruptcy

B) Request immediate cash reimbursement from the employer

C) Ciaim a refund in the income tax return (Correct Answer)

D) There is no recourse available

Explanation: If TDS is.deducted in excess, the taxpayer can claim a refund when filing
their income tax return.
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