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What is tax and why are they levied ?

1)Tax is your contribution to Government
from your Income. It is a fee charged by the
Government on a product, income or activity.
There are two tvpes oftaxes :

Direct and Indirect Taxes

2)Taxes constitute the basic source of revenue
to the Government. Revenue raised is used

to meet the expenses of the government like
defense, providing education, infrastructure

facilities.

Chart 1.1 Basic Concepts

Difference between Direct & Indirect Tax

Direct Tax Indirect Tax

1)The person paying the tax to |1)The person paying the tax to
the Government directly bears |Government collects the same
the incidence of the tax. from the ultimate consumer.
Thus, incidence of the tax is
shifted to the other person.
2)Regressive in nature - All
the consumers equally bear
the burden, irrespective of
their ability to pay.

Eg: GST, Customs Duty.

2)Progressive in nature-high
rate of taxes for people having
ability to pay.

eg: Income Tax, etc.

Since When ? - History of Income tax
1)Kings Levied Taxes on Artists, Farmers &
Traders etc. Taxes were to be paid in form of
gold coins, cattle, food grains, raw materials.

2)Income tax was 1stintroduced in 1860 by

James Wilson who was the then Finance

Member of British Government

3)The levy of income-tax in India is governed
by the Income-Tax Act 1961.

a) It came into force on 1st April 1962

b)It contains 298 sections & XIV schedules
4)Every year, the Finance Minister of the
Government of India introduces the Finance
Bill in the Parliament’s Budget Session.
When the Finance Bill is passed by both
the houses of the Parliament and gets the

assent of the President, it becomes the
Finance Act. Amendments are made every
year to the Income-tax Act, 1961 and other
tax laws by the Finance Act.

About Income Tax Act, 1961

XIV Schedules

Proviso:Proviso to Section/sub- section

or clause spells out exception to provision

contained in the respective section or sub -

section or clause

Explanation -Explanation to a section/
sub-section/clause gives a clarification
relating to the provision contained in the

respective section/sub-section/clause

Section 4 - Charging Section

This is the charging section of the Act. Income tax is payable for
any assessment year at the rate specified in the annual finance
Actin respect of total income of any person in the previous year

1)Article 246 of the Constitution empowers
the State and Union Government to levy tax.
2)The Constitution contains the 3 lists under
which the Union and State Government have
the authority to make laws for the purpose of
levy of taxes

3)The following are the lists contained in
Article 246:

Union List

Central Government has the exclusive power
to make laws on the matters contained in
Union List.

State List

State Government has the exclusive power to
make laws on the matters contained in the
State List.

Concurrent List

Both Central and State governments have the
power to make laws on the matters contained
in the Concurrent list

Entry No 82 of the Union List has given the
power to the Central Government to levy

taxes on Income i.e. Income Tax

Section 1: The Actis called as IT Act,1961 &
come into force from 1-4-1962. Extends to

whole of India. s
ThankYou

Sakshi Agarwal
for helpi ith
Saransh
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Components of Income Tax Law
Income Tax Act

Chart 1.2 Basic Concepts

The first Schedule to the Finance Act 2021 contains
4 parts which specify the rates of tax

Revenue receipt
1)Itis recurring receipt

Capital Receipt

1) Itis a one time receipt

The levy of Income tax in India is governed by the
Income tax Act, 1961. This Act came into force on

1st April 1962. The Act contains 298 sections and

X1V schedules. These sections and schedules undergo
changes every year with additions and deletions
|Jbrought about by the Finance Act passed by Parliament.

Finance Act

Part A of budget speech given by the finance minister
Jevery year contains the proposed policies of the govt.

in the Fiscal areas. Part B of the budget speech contains
detailed tax proposals. Once the Finance Bill is approved
by the Parliament and gets the assent of the President, it

becomes the Finance Act.

income

1)Part I of the First Schedule to the Finance Act specifies
the rates of tax applicable for the current AY 2021-22.
2)Part I1 specifies the rates at which tax is deductible at
source for the current Financial Year 2021-22

3)Part I1I gives the rates for calculating income-tax for
deducting tax from income chargeable under the head

" Salaries" and computation of advanve tax for FY 2021-22.
4)Part IV gives the rules for computing net agricultural

2)Revenue Receipt are generally
taxable unless specifically
made exempt

2)capital receipts are generally
exempt unless specifically made
taxable.Capital receipts are
sometimes included in the
definition of income in I. Tax.

2022 and so on.

Part III of I Schedule to the Finance Act, 2021 will
become Part I of the First Schedule to the Finance Act,

3)Itis receipt referable to

circulating capital. The circulating
capital is one which is turned

over and yields income or loss
in the process

3)Itis areceipt referable to
fixed Capital

Tangible and intangible asset
which the owner keeps in his
possession for making profits
are in the nature of fixed capitalj

Income Tax Rules

Regular Income

Casual Income

The Central Board of Direct Taxes(CBDT) is empowered
Jto make rules for carrying out the purposes of the Act. These
rules which are framed from time to time for the proper
administration of the Income Tax Actare known as the
Income tax rules, 1962.

1)Itis a periodic monetary
return

1) It does not arise regularly

2)It accrues regularly from
definite sources

2) It has no definite source

4)Income arising from the sale
of a trading asset are of revenue

in nature and taxable as
business income

4)Profits arising from sale of a
capital asset are capital receipt.

It is taxable as capital gains
because it is covered in the

definition of income

3)It is treated as Income for

Circulars And Notifications

tax purpose

3)Itis also treated as income
for tax purpose

ICirculars are issued by CBDT to address certain problems &
clarify doubts regarding the scope & meaning of provisions.
ICirculars are issued for the guidance of the officers and/or
assessees. Circulars are not binding on the assessees, but
|they can take advantage of beneficial circulars.

Notifications are issued by the Central Government to give
effect to provisions of the Act. The CBDT is also empowered

to make & amend rules for the purposes of the Act by
issue of notifications.

E.g. Salary Income

1) Income means Net Receipt
and not Gross receipt

E.g. Winning from lotteries

Net Receipt Gross Receipt

It cannot be treated as
Income.

5) Transaction entered in the
courses of business will yield
business Income

E.g. traders of Computer sells
computer(computer will be
stock in trade)

5)For a trader in computer,
building and land would be a
capital asset

2) Net receipts are arrived at

after deducting expenditure
incurred

Legal decisions(Case Laws)

The judiciary hears cases of disputes between assessees

and the department and gives decisions on various issues.
These are known as case laws & can be referred in future
disputes. The law laid down by Supreme Courtis law of land.
Decisions made by High courts will apply to specific States.

assessee.

2)Gross Receipts are the

total receipts without
deducting expenses

1)Assessee can maintain books on cash system or
mercantile system.(2) In cash system expenses are recorded
on payment basis and income on receipt basis.

(3)In mercantile system receipt and expenses are recorded
on due basis. (4)However, only in PGBP & |0S income is
calculated as per method of accounting followed by the

6)Even a single transaction can
constitute business. Repetition

of such transactions is not
necessary.

6)These are usually one time
receipts Eg: liquated damages

linked with procurement of a
capital asset is a capital receipt.

Evenillegal Income is taxable

Eg: Smuggling goods outside India without paying customs duty,

betting in sports ie., Cricket,
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Who will pay Income Tax?

Every person who earns income will pay Income

Tax (subject to some conditions) .

Chart 1.3 Basic Concepts - Definition of Person

3. Company

AAPNLERIDLS

5.Body of Individuals (BOI)

Following 8 are included in definition of person

1.Individual

‘Individual’ means only a natural person,ie.human
being.It includes both males and females.It also
includes a minor or a person of unsound mind.
In such a case assessment is made on the guardian
or the manager of the minor or the lunatic person.

1)Company means, any Indian company as defined

in section

2(26)

2)Any B ody corporate incorporated by or under the

laws of country outside India,ie.any foreign company
3)Any institution, association or body, whether
incorporated or not and whether Indian/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

[t denotes the status of persons like executors or
trustees who merely receive the income jointly
and who may be assessable in like manner and to
same extent as the beneficiaries individually.
Thus, co-executors/co-trustees are assessable as
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
BOI and on which tax has already been paid by

Classes of companies and their definition

such BOI
v

2.HUF

Domestic
Company

Indian company or any company which has
made arrangements for payments of

dividends

6.Local Authority

Under the income-tax Act, 1961, a Hindu undivided
family (HUF) is treated as a separate entity.

Therefore, income-tax is payable by a HUF. It has
not been defined under the Income tax Act. It meang

a family which consists of all males lineally
descended from a common ancestor and includes

their wives and daughter.Some members of the
HUF are called co-parceners. Earlier, only male
descendents were considered as coparceners.
With effect from 6th September, 2005, daughters
have also been accorded coparcenary status.

It may be noted that only the coparceners have a
right to partition.Under the Income-tax Act, 1961,

Jain undivided families and Sikh undivided
families would also be assessed as HUF .

The term means a municipal committee, district

board, body of port commissioners or other authority
legally entitled to or entrusted by the Government

Indian  |A company registered under India Companies  |with the control or management of a municipal
Company|Act and having registered office in India or local fund.

Foreign |It means a company which is not a domestic v

Company|not a domestic company 7.Artificial Juridical Persons (AJP)

4.Firm

A firm means a firm as defined in the Indian
Partnership Act,1932 and also includes LLP.

This category could cover every Artificial
Juridical Person not falling under other heads.

An idol or deity would be assessable in the
status of an artificial juridical person.

Association of Persons (AOP)

When persons combine together for promotion of
joint enterprise they are assessable as on AOP when they

do not constitute a partnership. Co-heirs,legatees,donees,
joining together for a common purpose/action would be

chargeable as AOP

CA Pooja Kamdar Date
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SWAPIL PATI'S
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Chart 1.4 Basic Concepts - Some definitions

Previous year (Sec 3)

Assesseef{Sec2(7)}

Two Schools of HUF

¥

&

It means the financial year immediately
preceding the assessment year. The income

Dayabaga School

Mitakshara School

earned in the previous year is taxed in the AY

In case of - Business or profession newly set up

l

!

during the FY - the PY shall be the period
beginning on the date of setting up of the

West Bengal & Assam

1) Prevalent in West Bengal
and Assam

Rest of India except West
Bengal and Assam.

1)Prevalent in rest of India

business/profession & ending with 31st March

of the said of FY. If a source of income comes

- into existence in the said FY then PY will
Daya baga SChOOI MltakShara SChOOI commence from the date on which the source

of income newly comes into existence & will end
with 31st March of the FY

2)Nobody acquires the right share
in the property by birth as long as
the head of family is living

2)One acquires the right to the
family property by his birth and
not by succession irrespective
of the fact that his elders are
living

Assessment Year{Sec 2(9)}
Assessment year means a period of 12 months
commencing on 1st April every year. The year in
which tax is paid is called the Assessment Year
while the year in respect of income of which tax
is levied is called the previous year.

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

brothers would be the co-parceners
of the HUF

Deduction

3) Every child born in the family
acquires a right/share in the

family property

From the gross total income of the assessee,deductions are allowed on

fulfillment of conditions as prescribed in the various sections of
Chapter VIA of the Act (comprises of Sections 80C to 80U) provides for
various deductions from Gross Total Income .

Gross total Income
Under section 14, income of a person is computed
under the following five heads: (1) Income from salary
(2) Income from House Property (3) Income from
business & profession (4) Capital Gains
(5)Income from other Sources

Before any deduction under Chapter VI A
Definition of India

The term India means:(1)Territory of India as per
Article 1 of constitution(2)Its territorial waters, seabed
& subsoil underlying such waters (3) Continental shelf
(4)Exclusive economic Zone (5) Any other specified
maritime zone & the air space above its territory and
territorial waters. (6) Specified Maritime zone means
the maritime zone as referred to Territorial Waters,
Continental Shelf, Exclusive Economic Zone and

other Maritime Zones Act

Assessee means a person by whom any tax

or any other sum of money is payable

under this Act. It Includes:

1.Every person in respect of whom any
proceeding has been taken for the assessment
of his income or assessment of fringe benefits.

2 A person who is assessable in respect of

income of some other person
3) Every person who is deemed to be an
assessee or an assessee in default under the
provisions of this Act

Relief
Income tax liability of assessee is computed
on the total income. After allowing various
exemption & deductions under several
sections of the Act. Relief are reduced from
the amount of income tax liability so

computed on fulfillment of conditions as
prescribed in Sec. 86, 89, etc.
Net Taxable Income

Total income is income after reducing the
deduction under chapter VI-A from the GTI. This
income is also called taxable income on which

tax has to be imposed.

Exemptions(Sec10 of IT Act, 1961)

Every income of the assessee is charged to tax

unless specifically exempted under the Act, Sec. 10
provides list of incomes which are not to be included
in the total income of the assessee for tax purpose.
These incomes are out of the purview of income tax
and for tax purpose, total income is computed without
without taking these incomes into consideration.
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Normally income of the PY is assessed in the AY. However in

following 5 cases income of the PY is assessed in the PY itself.
1. Shipping business of a non-resident [Section 172]

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

Chart 1.5 Basic Concepts - Other Points

Special Point

a) If it appears to the assessing officer that a person is likely
to charge, sell, transfer, dispose of or otherwise part with

a)Where a ship belonging to or chartered by a non-resident
carries passengers, livestock, mail or goods shipped at a port
in India.

b) The ship is allowed to leave the port only when the tax has
been paid or satisfactory arrangement for payment thereof

has been made.

c) 7.5% of the freight paid or payable to the owner or the
charter or to any other person on his behalf, whether in
India or outside India on account of such carriage is

deemed to be his income.
d) This income is charged to tax in the same year in which it

any of his assets to avoid payment of any liability under
this Act.b) The total income of such income for the period
from the expiry of the previous year to the date when the
assessing officer commences proceedings under this section
is chargeable to tax in that assessment year.

A resident individual whose 60th birthday falls on 1.4.22
would be treated as having attained age of 60 years in
the P.Y. 2021-22 & would be eligible for higher basic
exemption limit of Rs. 300000 in computing tax liability
for AY 2022-23.Likewise, Individual(R ) whose 80th
birthday falls on 1.4.2022 would be treated as having
attained age of 80 years in PY 2021-22 & would be

I

eligible for higher basic exemption limit of Rs. 500000

5) Discontinued business [Section 176]

in computing tax liability.

a) Where any business/profession is discontinued in AY
b) The income of the period from the expiry of the
previous year up to the date of such discontinuance may,
at the discretion of the assessing officer, be charged to
tax in that assessment year c) In this case it is at the

is earned.

discretion of the AO

Rounding Off

Sec 288 A - round off of total income
Sec 288 B - round off of total tax.
rounding off is done to nearest rupee in multiple of 10.

SPECIAL TAX RATES

|2) Persons leaving India [Section 174]

a)Where it appears to the assessing officer that any
|individual may leave India during the current assessment
year or shortly thereafter and has no intention of returning.
b) The total income of such individual for the period from
the expiry of the respective previous year to the probable
date of his departure from India is chargeable to tax in

that AssessmentYear.

3) AOP/BOI/ Artificial Judicial person formed for a particular
levent or purpose [Section 174A]

a) In case that an AOP/BOI etc. is formed /eatablished for a
particular event or purpose.

b) The assessing officer apprehends that the AOP/BOI is
likely to be dissolved in the same year or in the next year.
c) The assessing officer can make assessment of income

up to the date of dissolution as income of the relevant

assessment year.

Concept of Marginal Relief
1)Marginal Relief is available in case of such persons having a
total income exceeding Rs. 50 Lakh i.e. the total amount of
income-tax payable (together with surcharge) on such income
should not exceed the amount of income-tax payable on

Rs. 50 lakh by ,more than the amount of income that

exceeds Rs. 50 lakh.

2)Marginal Relief is available in case of such persons having

a total income exceeding Rs. 1 Crore i.e,, the total amount of
income-tax payable (together with surcharge) should not
exceed the amount of income-tax and surcharge payable on
total income of Rs. 1 crore by more than the amount of
income that exceed Rs. 1 crores.

3)Marginal Relief is available in case of such persons having
total income exceeding Rs. 2 cr i.e. the total amount of

income-tax payable (together with surcharge) on such income
should not exceed the amount of income-tax payable on Rs2
crores by ,more than the amount of income that exceeds Rs.2 cr

Sec 112: Long term capital gains (other than LTCG
taxable as per sec 112A) - 20%

Sec 112A: Long term capital gains on transfer of-
equity share in a company, Unit of equity

oriented fund(ULIP policy), unit of business trust.
Condition for availing the benefit of this concessional
rate is that STT should have been paid. 10%

( LTCG > 1,00,000).

Sec 111 A: LTCG on transfer of- equity share in a
company,Unit of equity oriented fund, (ULIP policy),
unit of business trust. 15%Conditions for availing the
benefit of this concessional rate are -

Transaction of sale of such equity share or unit

should be entered on or after 1-10-2004. And such
transaction should be chargeable into STT, - 15%.

Sec 115BB - Winning from lotteries,crossword puzzles,
including horse races, Card games/other games like
sort, gambling, betting, of any form or nature. - 30%.
Sec 115BBE - Unexplained money, investment, exp,
deemed as income u/s 68/69/69A/69B/69C/69D - 60%
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Calculation of Tax Liability Tax liabilty of different persons Note for Co-operative Society

1)Tax calculation for |Itis done as per the rates Ind/HUF/AOP/BOI/AJP Co-operative society, resident in India can opt

the person applicable to the person Total Income Rate of tax [for concessional rates of tax @ 25.168% (tax@
2)Rebate u/s 87 A 1)Itis a tax relief provided to upto 2,50,000 Nil 22% plus surcharge @ 10% plus health and
(Only if the total individual taxpayers 2 50.001 - 5.00.000 i 5% education cess (HEC) @ 4% u/s 115BAD in
Income does not 2)Applicable to Resident 5 00.001 - 10.00.000 " 20% respect of its total income computed without
exceed 5,00,000) Individual above 10,00,001 r 30% giving effect to deduction u/s 10AA, 32AD,

35AD, 35CCC, additional depreciation u/s
32(1)(iia), deductions under chapter VI-A

3)Rebate=Income Tax or Rs.

For Individual 60 yrs & above BEL is 300000.
12,500 whichever is less.

For Individual 80 yrs & above BEL is 500000.

4)Consider income tax before - - (other than 80JJAA) etc. and set off of losses

surcharge and HEC. Firm/LLP/Local Au.thorltv. r 30% and depreciation brought forward from earlier
3)Surcharge forInd/ |1)Itis additional levy. e years relating to the above deductions. The
HUF/AOP/AJP 2) calculated as a percentage upto 10,000 - 10% provisions of AMT under section 115JC would
{Enhanced rate of on tax amount. 10,001 - 20,000 " 20% not be applicable to co-operative society opting
surcharge (25% & 3) It is tax on tax. 20,001 and above 30% for section 115BAD (will be dealtin Final )
37%) is not NTI Rate Company
applicable to STCG 50 lakhs upto 1 crore|10% Domestic Company pany
u/s 111A & LTCG u/s |1Crore upto 2 Crore [15% Total Turnover/ gross receipts L 1) In case of domestic company manufacturing
112A & dividend 2Crore upto 5 Crore [25% in the PY 19-20 <400Cr L 25% company(set up and registered on or after
income} Above 5 crores. 37% other domestic companies 30% 1.10.2019 and commences manufacture of
3)Health & Education |It comes into tax calculation part |[Foreign Companies r 40% article or thing before 31-3-2023) excercising
Cess at the end . Itis calculated @4% Surchargg option u/s 115BAB: 15% of the income derived

on Tax +Surcharge/ Tax(-)rebate. |Firm/LLP/Local Authority/Co-operative Soc |from or incidental to manufacturing or

2% - primary education cess, If NTI>1Cr I 12% production of an article or thing

1% - secondary & higher edu cess Domestic Company 2) In case of a domestic company exercising

1%- health cess If NTI >1 Crbut <Rs. 10 Cr 7% option u/s 115BAA : 22% of total income

Maximum Marginal — (MMR) If NTI > 10 Cr 129% Domestic company can opt for section 115BAA

: ‘ ; or section 115BAB as the case may be subject to
The rate of income-tax (including surcharge on

certain conditions.

the Itax, if any) applicable in relation to highest 3) In case of Co. other than domestic companies
slab of income in the case of an individual, AOP or BO], as the case may be, as specified FTS - Fees for technical services : 50%
in Finance Act of the the relevant year. MMR For current AY is 42.744%. Other Income : 40%

Average Rate of tax: Means the rate arrived at by dividing the amount of income tax calculated on the total income, by such total income.

Average Rate =Total Tax / Total Income X 100.
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Chart 2.1 Salary- Basic Concepts

Basic Concepts

Computation of salary

Sec 17(3)- Profit in lieu of salary- taxable under salary

Sections
Sec 15- Basis of charge
Sec 16- Deductions
Sec 17- Perquisites
2) There should be relationship of
employer and employee between payer
and payee. It does not matter whether
employee is full time /part time employee
3) Salary can be from present, former or
prospective employer
4)Remuneration should be in respect
of Contract of Service and not Contract
for service
5) Partners remuneration from firm &
salary received from Member of Parliament

not taxed under salary as relationship of
employer and employee does not exist

6)As per sec 15 basis of charge is due or
receipt whicheveris earlier

7)Forgoing of salary is fully taxable and
surrender of salary is not taxable

8) Advance salary is taxable in the year of
receipt and advance against salary is not
taxable as itis like aloan

9)Sometimes it is not possible to tax salary
under due or receipt basis as there is
revision of previous year salary then such
arrears are taxed in the year of receipt.
10) Salary paid tax free:When the

Particulars Amt
Salary XXX
Allowance XXX
Perquisite XXX
Gross salary XXX
less: deduction u/s 16
16(ia)Std. deduction XXX
16(ii) Entertainment XXX
Allowance

16(iii) Profession Tax XXX
Income from salary XXX

Sec 9(1) Place of accrual

ePlace of accrual = Place where
services are rendered

e|f service rendered in India then
itis deemed to accrue in India

even if paid outside India
ePension/leave salary paid
abroad is deemed to accrue in
India if paid in respect of services
rendered in India

eSalary by Indian Govt. to Indian
National always accrues in India
even if services rendered outside
India . Allowances & perquisites
paid outside to such employees
working abroad are exempt from
tax

1)Compensation on account of termination of his employment

The amount of any compensation due to or received by an
assessee from his/ former employer or in connection with
termination of his employment

2)Compensation on account of modification of terms and

condition of employment
Such compensation is usually a capital receipt but by virtue

of this provision it is treated as revenue receipt & charegable
under salary.lt must arise due to employer & employee
relationship. If it is due to considerations totally unconnected
with employment, such payment is not profitin lieu of salary.
3)Payments from provident fund or other fund

e Any payment due to or received by an assessee from

his employer or former employer from a provident fund or
other fund other than

1)Gratuity (sec 10(10)) (2)pension (10(10A)) (3) Compensation
received by a workman under Industrial Disputes Act 1947

4)From provident fund or public provident fund [Sec 10(11)]
5)From recognized provident fund [Section 10(1012)]

6)From approved superannuation fund [Section 10(13)]
7)Any house Rent Allowance [Section 10(13A)],

to the extent to which it does not consists of employee's
contribution or interest on such contributions

4)Keyman Insurance Policy

Any sum received by an assessee including the sum allocated

by way of bonus

5)Lumpsum payment or otherwise

Any amt due to assessee or received by him from any person
before joining or after cessation of employment

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 sec 10(10CC), the income tax paid by the
employer on the non-monetary perquisites on behalf of the employee would be exemptin the hands of the employee.
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Sec 10(10)- Gratuity

Payment made gratuitously (given freely) by an
employer to his employee usually at the time of
his retirement/ death of employee.

Chart 2.2 Salary- Forms of Salary/Various Retirement Benefits

Sec 10(10A)- Pension/Annuity

Pension is a periodical payment
received from the employer on or
after retirement.

Sec 10(10AA)-Leave Encashment

Encashment of accumulated leave at the
time of retirement or during the service is known
as leave encashment

1)Gratuity received during service
Itis fully taxable

1)Commuted Pension
a)Govt. Employee-Fully exempt

a)In case of Government Employee
Itis fully Exempt

2)Gratuity received at the time of retirement/death

b)Non govt employee
i)In receipt of Gratuity exemption=
1/3 of total pension

ii)Notin receipt of Gratuity

b)In case employees are covered under Gratuity
Act:

Exemption is least of the following

1)Gratuity received

2)Rs.20,00,000

3)15/26 X salary X length of service

* Length of service is r/off in excess of 6 months
* Salary = Basic +DA

exemption=1/2 of total pension

1)Received during employment
Itis fully taxable

2)Received during retirement
a)In case of Government employee
Itis fully exempt

2)Uncommuted Pension
Fully taxable in case of Govt
employee & Non-Govt. Employee

eFollowing is exempt

1)Pension from UNO

2)Family pension received from
family members of armed forces

Ifpension received from other than

c)In case of others :

Exemption is least of the following:

1)Gratuity received

2)Rs.20,00,000

3)1/2 X Avg. monthly salary X no. of completed
yrs of service

*Avg monthly salary = salary for 10m /10
*salary=basic +DA(if forming a part of salary for )+

computing retirement benefits) + Commission
(if received as a % of turnover)

employer then taxable under I0S

Sec 10(10B)- Retrenchment
Compensation

Exemption is least of the following:

1)Compensation received
2)Rs.5,00,000

3)15/26 X Avg salary of last 3 months
X completed yrs of service in excess
of 6 months

*Salary = Basic +DA

b)in case of Non-Government employee
Exemption is least of the following:

1)Leave salary received

2)Rs.3,00,000

3)10 months of average salary

4)(Leave at credit in days /30 X average salary)
While calculating leave at credit it has a ceiling of
30 days per year & received for completed yrs of
service

*Salary= Basic +DA(if forming a part of salary)+
Commission(if received as a % of turnover)

*Avg salary means salary drawn by employee
during a period of 10m preceding date of

retirement/10

Sec 10(10C) Compensation at the time of VRS

Exemption is least of the following:
1)Compensation received

2) Rs 5,00,000

3)3 months salary X completed yrs of service

4) salary atretirement X balance of service left in months|
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Chart 2.3 Salary - Allowances

Fixed quantity of money given in addition to salary to meet particular requirement connected with services

Sec 10(13)-HRA

Given to allow employee to
pay rent for an accomodation

Other Allowances

v

HRA is least of following
1) HRA received

2)40% of salary

50% in case of metro cities
3) Rent -10% of salary

salary=basic+ DA(if forming a
part of salary)+commission

(if received as % of turnover)

Exemption depending on expenditure
Exemption=Allowance received or
expenditure whichever is lower

1) Travelling allowance- To meet cost of
travel on tour or on transfer of duty

Salary for HRA is on due basis

HRA exemption not available
if assessee has own house,
pays no rent or rent is less
than 10% of salary

2)Conveyance allowance- To meet

expenditure incurred on conveyance in

performance of duties of an office or
employment of profit

EA is first added in salary then
a deduction is available to
government employee

Deduction is least of following
1)actually received

2) 5000 p.a

3) 20% of basic salary

3)Helper Allowance- to meet exp on
helper engaged for performance of duty

4) Academic allowance- To encourage
academic,research& training pursuit in
educational and research institution

5)Uniform Allowance- To meet exp on
purchase or maintainence of uniform
for wear during duty or employment

6)Daily Allowance- To meet ordinary

daily charges when the personis not in
normal place of duty

Exemption= Allowance Received or amount specified whichever is less

1)Children Education allowance - upto 100Rs pm per child max. 2 children

2)Hostel allowance- upto 300Rs pm per child max. 2 children
3)Counter Insurgency allowance- upto 3900 pm

4 Transport allowance(for commuting between office and residence) only for visually
impaired and handicapped employee- upto 3200pm

5) Underground allowance( working in coal mines.)-upto 800 pm

6)Tribal Area allowance-upto 200p.m

7)Allowance to employees working in a transport system to meet personal expenditure
during his duty to another place - 70% of such allowance upto maximum of 10,000

8) Island (Duty) Allowance granted to the member of Armed forces in Andaman -Nicobar &
Lakshadweep Island -3250 pm.

NOTE1: Some Allowances are fully exempt like- Paid to High Court Judges, received from UNO
Sumptuary Allowance,compensatoryallowance under Article 222(2) of constitution, payable by
Govt. of India to citizen of India

Note2: Allowances other than mentioned above shall be fully taxable Eg:Dearness
Allowance,overtime allowance, Interim Allowance, Servant allowance, Special Allowance, Non-
practicing, Warden Allowance, Project Allowance, City Compensatory Allowance, Fixed
medical Allowance, Any other Cash Allowance, etc

Note 3: An employee, being an assesse who opts for the provisions of the section 115BAC

would be entitled for exemptions only in respect of transport allowance granted to an
employee whois blind/deaf & dumb/orthopedically handicapped with disability of the lower
extremities of the body to the extent of 3200 p.m.
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Chart 2.4 Salary - Perquisites

It is an additional benefit derived by the employee by virtue of his position. It may be received in Kind. It should be from the employer to employ~e

16 Taxable in the hands of all employees

AN Category 1

+ Many :
Taxable in the hands of Category 3 Exempt from tax — -

A AN
specified employees N .

1)|r:terest credited to RPF upto 9.5% is tax-
free.Above 9.5% is taxable

2)Employer's contribution to RPF is exempt
upto 12% of salary.Above 12% of salary is
taxable

3)Interest free loan/loans at concessional Rate.
4)Use of movable assets of the employer
5)Moveable asset sold to Employee
6)Fulfillment of obligation

7) Perquisite in respect of gift, voucher,token
8)Travelling, touring and accomodation

9)credit card expenses

10)club expenditure

11)Lunch and refreshment

12) Employers contribution to Super Annuation
Fund

13)ESOP's

14)Rent free/ concessional unfurnished
accomodation

15) Employers total contribution in RPF, approved
superannuation fund in NPS u/s 80CCD exceeding
16)Int,dividend,any other amount of similar
nature on the amount which is included in the
total income as per point no. 15

%
Category 2

1) Medical facility in Govt/employers/IT approved hospital

1)Facilityof sweeper,gardener,
watchman, domestic servant
2)Education facility

3)Medical facility

4)Gas, electric energy and Water
5)Free transport

6)Leave travel concession(LTC/LTA)
7)Motor Vehicle

2)Perquisites paid by Indian govt. to Indian national working abroad
3)Employer’s contrito SPF/URPF & Interest credited also exempt
4)Lumpsum payment from SPF is exempt

5)Employer’s contribution to RPF exempt upto 12% of salary
6)Interest credited to RPF exempt upto 9.5% pa on acc balance
7)Lump sum payment to RPF at the time of retirement or
termination of service exempt if employee renders > 5 yrs of
continuous service with employer or not able to render continuous

service due toill health

CA Pooja Kamdar Date

22)Gardener, sweeper,etcin 8) loan from employer < 20000 is exempt

accomodation owned by employer 9)loan from employer for specified medical disease is exempt
23)Education facility in in employers 10) Use of employers computers and laptops

school to employees children is 11)Gift received by employee/any member of family upto 5000pa
exempt upto 1000 pm per child 12)Health club & sports facility provided to employees at

24)Free eduction facility and
training of employee
25)Transport facility by railway/ Lunch facility in remote/offshore areais exempt

airline to employees is exempt 14)Contibution to superannuation fund uptol.5lakhs pa
26)Lunch facility upto Rs.50 per meal 15)Group insurance scheme

is exempt 16)Employers state insurance scheme

27) Car facility only for accomodatior 17)Fidelity guarantee scheme

between office and home along witl 18)Rent free furnished accomodation in remote area
driveris fully exempt
28)Subsidized telephone,
reimbursement of telephone bills
is a perquisite exempt from tax

employers premises
13)Tea/non-alcoholic beverages & snacks provided during office hrs

19)Temporary accomodation of 800sq.ft given at mining site
20)Hotel accomodation provided on transfer for < 15days
21)Rent free accomodation to Judges of HC,SC or an official of
parliament, union minister or leader of opposition in parliament
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1)Interest credited to RPF
Interest in excess of 9.5% pa is
taxable.Date on which interest is
credited is not important
2)Employer's contribution to RPF
Exempt upto 12% of salary.

Salary meaning same as HRA
3)Interest free loans / loans at
concessional rates-

Perquisite is calculated by comparing
employers int rate with SBI lending
rate as on 1st day of PY. In 2 cases no
perqg:1)total loan amt < 20000 (2) loan
is for specified medical diseases
4)Use of movable assets of
Employer-

Perg= 10%p.a of original cost of

asset. Use of computer and laptop

is exempt

5)Moveable asset sold by

employer to employee-

Perg= WDV - Sale Consideration.

Dep calculated for completed no. of yrs
Electronic item/computer-50%(WDV)
motor car-20%(WDV) others-10%(SLM)
6)Fulfillment of obligation-

Any payment done by the employer
which results in fulfillment of
employee's obligation
7)Gift,Voucher,Token-

Taxable > 5000 pa. Exemption not

available if received. in cash or chq
perqg=exp incurred by employer-exp

incurred for official purpose - amount
recovered from employee

Chart2.4a Salary - Perquisites- Taxable in the hands of all employees

9)credit card expenses-

perg=exp incurred by employer-exp
incurred for official purpose- amt
recovered from employee. Exp includes

membership and annual fees
10)Club expenditure-
perg=exp incurred by employer-exp
incurred for official purpose- amt
recovered from employee. Health club
and sports facility at employers premises
are exempt from tax. In case of corporate
and institutional club facility initial fees
and deposits will not be included in the
value of perquisite
11)Lunch and refreshment-
Perg=cost to employer-Rs 50 per meal-
amount recovered from employee if any
Tea/non-alcoholic beverages during
office hrs is exempt.Food, tea,etc
provided in remote areas is not taxable
12)Employers contribution to Super
annuation Fund

Perg= Employers contribution for the
year -Rs1.5lakhs
13)ESOP /Sweat equity

Perg=FMV as on the date the employee
exercises the option less cost to the
employee. FMV as on the date of
allotment is not relevant

|14)Rent free unfurnished accomodation
Central & state Govt. employee perquisite=
license fees as determined by Govt.rules

In case of others

Accomodation owned by Accomodation not owned by

employer employer
population| perquisite Perquisite= Lease rent or
>25lakhs |15% of salary |15% of salary whichever is

10L-25L |10% of salary
< 10lakhs |7.5% of salary

lower

eSalary= Basic+DA(if forming a part)+bonus+commission+fees
taxable allowance+any monetary payment.i.e anything other
than perquisite. Salary is taken on due basis

eSalary is taken only for period during which accomodation is
occupied.

e|f accomodation is in hotel perg=24% of salary or expenses
incurred whichever is lower.

e|n case of furnished accomodation perquisite = perquisite

| for unfurnished accomodation + perquisite for furniture

| ePerquisite for furniture=10% of original cost if employer

owns furniture. Hire charges paid in case employer does not

own furniture.

Exempt:Accomodation in remote areas, mining site, hotel
accomodation< 15 days, to judges of HC or SC, etc
15) Employers total contribution in RPF, approved super
annuation and in NPS

Employers contribution in (i) RPF (ii) Approved super

Where such shares or securities are
allotted by the current employer, being
an eligible start-up the perquisite is
taxable in the year

a) after the expiry of 48 months from the
end of the relevant AY. b) in which sale
of such security or share are made c) in
which the assessee ceases to be the
employee of the employer. { (AY 21-22)

| annuation and (iii) in NPS referred to in Section 80CCD

| shall be treated as perquisite to the extent > 750000
16) int,dividend or any other amount of similar nature on
amount which is included in the income of employee

| int,dividend or any other amount of similar nature on the
amount which relates to the meployers contribution which is
included in the total income (as per point 15 above)

(See Notification for point 15 & 16 on next chart)
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AY22-23 Chart 2.4 Salary - Notification for perquisite no. 16
Manner of computation of taxable perquisite u/s 17(2)(via) {notification No. 11/2021 dated 5.3.2021)- Statutory Update

The amount or aggregate of amounts of any contribution made in a recognised provident fund, in NPS referred to in section 80CCD(1) and in an
approved superannuation fund by the employer to the account of the assessee, to the extent it exceeds Rs. 7,50,000 would be perquisite by
virtue of section 17(2)(vii). Consequently, section 17(2)(viia) provides that any annual accretion by way of interest, dividend or any other
amount of similar nature during the previous year to the balance at the credit of the recognized provident fund or NPS or approved
superannuation fund to the extent it relates to the employer’s contribution which is included in total income in any previous year under section
17(2)(vii), computed in prescribed manner would also be perquisite taxable under the head “Salaries”. Accordingly, the CBDT has, vide this
notification, prescribed the following formula to compute the annual accretion by way of interest, dividend or any other amount of similar
nature during the current previous year to the balance to the credit of the recognized provident fund or NPS or approved superannuation fund
to the extent it relates to the employer’s contribution in excess of Rs. 7,50,000, included in total income in any PY.

TP =(PC/2)*R + (PC1+ TP1)*R

TP : Taxable perquisite under of section 17(2)(viia) for the current previous yeari.e. P.Y. 2020-21;

TP1: Aggregate of taxable perquisite under section 17(2)(viia) for the previous year or years commencing on or after 1.4.2020 other than the
current previous year (See Note)

PC: Amount or aggregate of amounts of employer’s contribution in excess of Rs. 7.5 lakh to the specified fund or scheme during the

previous yeari.e., P.Y. 2020-21

PC1: Amount or aggregate of amounts of employer’s contribution in excess of Rs. 7.5 lakh to the specified fund or scheme for the previous year
or years commencing on or after 1st April, 2020 other than current PY

R:1/ FAVG |: Amount or aggregate of amounts of income accrued during the current previous year in the specified fund or scheme account.
FAVG: (Amount or aggregate of amounts of balance to the credit of the specified fund or scheme on the first day of the current previous year
i.e., on 1st April, 2020 + Amount or aggregate of amounts of balance to the credit of the specified fund or scheme on the last day of the current
previous yeari.e., on 31st March, 2021)/2.

Specified fund or scheme means recognised provident fund, NPS referred to in section 80CCD(1) and an approved superannuation fund.

Note: Where the amount or aggregate of amounts of TP1and PC1 exceeds the amount or aggregate of amounts of balance to the credit of the
specified fund or scheme on the first day of the current previous year, then, the amount in excess of the amount or aggregate of amounts

of the said balance shall be ignored for the purpose of computing the amount or aggregate of amounts of TP1 and PCL1.
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Chart 2.4b Salary - Perquisites taxable in the hands of specified employees

For the purpose of monetary salary only taxable

or more voting power),(3) Employee drawing monetary salary of more than 50000 pa.
portion of allowances is considered and such salary is calculated afer deductions u/s 16

Specified Employee:(1) Director of company, (2)Person having substantial interest in the company (beneficial owner of equity shares carrying 20% ., /|

1)Facility of sweeper, gardener,watchman,

domestic servant, etc

Perg=Actual expenditure

2)Education facility-

For Employee’s children - perqusite is exempt

upto 1000 p.m- If the benefit exceeds Rs.1000 then
perq = benefit - Amt Recovered from employee

If Member of household(other than children)

perq = cost (-) Amount recovered from employee
3)Medical Facility -

In Govt/Employers/IT approved hospital-Exempt
Group Medi-claim insurance - Exempt

In Private Hospital/other hospital-fully taxable

Outside India-Accomodation & medical exp
not a perq if exp approved by RBI

Travelling Exp- not a perq if GTI £200000p.a
4)Gas, Electric Energy and Water -

Perg=Cost — Amt recovered from employee
In case of mfg then unit cost is taken
5)Free transport

Perg=Cost — Amt recovered from employee
Facility provided by railways and airline to
employees is exempt from tax.

6)Sec 10(5) Leave Travel Concession(LTC/LTA)

Family=spouse, children,
dependent sister, brother,parents
Exemption = LTC rcvd or exp incurred

whichever is lower

An assistance extended by an employer for
going anywhere in India along with his family

7) Motor Car

Owned by- Employer,

1

S 7
c—
“ah

Z

Owned by- Employee,

Expenses by employer

Expenses by employer

Personal- Expenses incurred +10%
pa of cost of car - Amt recovered
from employee+ hire chgs if hired

Personal- Actual exp - Amt
recovered

Partly personal/official -

Partly personal/official -

upto 1600CC = 1800pm+900pm

above 1600CC = 2400pm+900pm

upto 1600CC = Act exp (-) 1800pm
(-)900pm-Amt recovered
above 1600CC = Act exp -2400pm
(-)900pm-Amt recovered

Journey by exemption

Air Economy class

Rail AC 1st class rail fare
Connected by Rail |AC 1st class rail fare

but used other mode

Owned by-Employer

Employee owns other vehicle than caj

Expenses by employee

Expenses by employer

Not connected by rail

Personal- Expenses incurred +10%

Recognized public |1st or deluxe class
transport fare

pa of cost of car - Amt recovered
from employee+ hire chgs if hired

Personal- Expenses incurred -

900pm- Amt recovered from
employee

No recognized AC 1st class Rail fare

public transport

Partly personal/official -

Partly personal/official -

upto 1600CC = 600 pm +900pm
above 1600CC =900pm +900 pm

A higher sum for official expenses
can be claimed as per the records
and if certified by employer

fully personal

perquisite.

to be ignored

olf >1 car then, 1 car will be partly official / personal & other will be
oVehicle only for journey between residence and back to office then no

eonly completed months to be taken for valuation. Part of the month
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Chart 2.5 Salary-Other Concepts

Provident fund

eDeduction= 50000 or salary
whichever is lower (Earlier Standard
deduction was 40000)

eDeduction is available wef AY 19-20
Sec 16(ii)- Entertainment Allowance

Sec 16(ia)- Standard deduction

elt is first added in salary and then
deduction is claimed.

elt is allowed only to Govt. employees
eDeduction is least of the following

1) Entertainment Allowance received
2)Rs.5000 per annum

3) 20% of basic salary

Sec 16(iii)Professional Tax

eAllowed only on payment basis

elf it paid by Employer then it is taxed
in the hands of employee as perquisite
and later deduction can be claimed

e\Where due to some reasons arrears of
salary could not be taxed on due basis,
Relief is extended to assessees

e|n case of VRS assessee can either claim
exemption or relief

esteps for calculating relief u/s89

1) Tax in the year of receipt on Income +
Arrears

2 )Tax in year of receipt on income

3) Step 3 =Step 1- Step 2

4)Tax in the year to which arrears relates |

to Tax on assessed Income + Arrears

5) Tax in the year to which arrears relates
to Tax on assessed Income

6) Step 6= step 4- step 5

7) Relief u/s 89=step 3- step 6

Keyman insurance policy

40a in hands of employer

elt is life insurance policy taken by employer on the life of a key employee who is
connected with business of the employer

ePremium paid by the organisation is allowed as a business exp

*On maturity amount received including bonus is taxable as business income
eSometimes the organisation assigns the policy in the name of the employee . Here,
surrender value will be perquisite in hands of the employee.

eProceeds received from Keyman insurance policy are not exempt u/s 10(10D).

1)Tax paid by employer on monetary perquisite is perquisite in hands of employee
and allowable expenditure in hands of employer 2)Tax paid on non-monetary
perquisite is not a perquisite in hands of employee and not a deductible exp u/s

Sec |Particulars |Statutory| RPF URPF PPF

10(11)|Employers |Exempt |Upto 12% Exempt |Not
contribution of salary applicable

exempt

10(11)|Interest 37T [ ST O M Exempt | Exempt

credited See note 9.5% see note
below below

80C |Employees |Available|Available Not Eligible
contribution available |for 80C

10(12) | Lumpsum Exempt |Exempt Taxable |Exempt
payment

As persec 10(11), any payment from Provident Fund (PF) to which
Provident fund Act, 1925 applies or from Public Provident Fund
would be exempt. Accumulated balance due and becoming payable
to an employee participating in a Recognized Provident Fund (RPF)
would be exempt u/s 10(12). However, the exemption u/s 10(11) &
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 the amounts of contribution made by that
person/employee exsceeding 2,50,000 in any previous year in that
fund, on/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 that previous year in that
fund, on/after 1st April , 2021 would be exempt upto that limit. It
may be noted that interest accrued on contribution to such funds
upto 31st March, 2021 would be exempt without any limit, even if
the accrual of income is after that date. The Above is effective from
FA 2021. Wef AY 22-23.
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Sections

Types of house properties

1)Under the head HP there are following Sections:
Sec 22 - Basis of charge

Sec 23 - Determination of Annual Value

Sec 24 - Deductions

Sec 25A - Arrears of Rent / Unrealized Rent

Sec 26 - Co-owners

Sec 27 - Deemed owner

i)There should be a House Property

ii)Assessee should be the owner(legal& deemed)
iii)He should not use the HP for business/profession
iv)Annual Value should be charegable under HP
where it is held by assessee as stock in trade of
business also (unsold inventory lying vacant)

However, annual value of HP being held as stock in
trade would be treated as NIL for a period of 2 years

from the end of financial year in which certificate of
completion of construction of property is obtained from
competent authority, if property is not LO during such period.
*HP means building & it should be permanent
structure.lt cannot be a temporary structure like
exhibitions, tents ,etc

*HP can be residential or commercial property

Case Law Reference

The income earned by the assessee engaged in
the business of letting out of properties would
be taxable as business income (Supreme court

A person may use the house property for his
residential purpose or may give on arent.

Chart 3.1 House Property Basic Concepts

Sec 27- Deemed owner
1) Transfer to spouse

1)Self occupied

HP used by assessee to reside is SO property.
However forincome tax purpose assessee can treat 2
houses as Self occupied.Wef AY 20-21 there will be no
tax on notional rent of second SO property. For many
years only 1 property was treated as SO. However

the deduction u/s 24 in respect of 2 SO properties

will be limited to Rs2,00,000/30,000 as the case may be

When HP is transferred by an individual to
his spouse for inadequate consideration then

transferor shall be the deemed owner of HP

Exception: In case transferis to live apart then
transferor shall not be the deemed owner

2) Transfer to minor

When HP is transferred by an individual to
his minor child forinadequate consideration

then transferor shall be deemed owner of HP

2)Let out property

Where the house is given on rent such property
is LO property. GAV shall be calculated by Step 1,2,3

Exception: In case of transfer to minor married

daughter transferoris not deemed to be the owner

3)Holder of Impartible estate

3)Deemed to be let out property

A property which cannot be treated as SO as per
Income tax and itis not actually LO shall be DLO

GAV will be calculated using Step 1.

1) In case of composite rent, the letting out is
inseparable then it is charegable under PGBP/IOS

2)If letting out is incidental or subservient to business
then income shall be charged under PGBP

3) Rent received from subletting house property
shall be taxable under IOS as he is not the owner
4)Rent received from vacant plot of land is not
taxable under HP

5)Where assessee is engaged in the business of

ruling in Rayala corporation(P)Ltd.v.Asstt.CIT)

letting out of properties

The holder of impartible estate shall be the
deemed owner Example:Raja is one of the ex-rulers
of the princely states. He could not transfer building
which is given to his eldest son(all 3 brothers have
right to enjoy property)Eldest son holds property
as a trustee. Hence he deemed owner of temple

4) Member of Co-operative Society

Person to whom a building/part thereof is
allotted or leased under particular scheme
shall be the deemed owner of such property

5)Person in possession of property

Buyer shall be deemed owner if:(1)When possession
is handed over to buyer (2)Sale consideration has
been paid /promised.(3)Sale deed has not been
executed but other documents

are executed

SO : Self OccuEied LO: Letout DLO :Deemed Letout
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AY 22-23 Chart 3.2 House Property Computation of HP income and GAV calculations

Following cases where GAV is Nil

1) SO property (2)LO property which is vacant for 12 months

(3) When a HP is not occupied due to business/ employment
carried out at some other place. At that other place assessee

resides in a house not owned by the assessee. No other

benefit is derived from such HP (4) GAV will be nil if property is held
as stock in trade(unsold inventory |t is not let out

during the whole/ part of the year. GAV will be nil for upto 2 years
from end of financial year in which completion certificate is obtained

Computation of House property Income
Particulars SO property|LO property |DLO property
Gross Annual Value NIL All 3 steps |Step 1
(-) Municipal taxes NIL XXX XXX
Net Annual Value NIL XXX XXX
less: deductions u/s 24
24a: Standard deduction NIL 30% of NAV [30% of NAV
24b:Interest on borrowed capital | XXX XXX XXX
Income from House Property (XXX) XXX XXX
®As per Sec 22 GAV is the basis of charge for Income from HP.

Step 1: Expected rent

Calculation of GAV

Municipal value or Fair rent whichever is higher subject to Standard rent

Step 2: Actual rent

Annual rent receivable or received XXX
(-) Unrealized rent XXX
(-) Loss due to vacancy XXX
GAV as per Step 2 XXX

Step 3:

vacancy

If Step 3 is applicable then find out the reasons .
If reason is only due to vacancy then Final GAV will be Step 2

Itis applicable only if Step 2 is less than Step 1 and also there is loss due to

If Due to other reasons then GAV will be Step 1 - loss due to vacancy
If Step 3 is not applicable then Final GAV will be Step 1 or Step 2 whichever
is higher

Municipal taxes

SO property

Municipal taxes are not allowed as a deduction for SO property

LO/DLO property
1)Municipal taxes are allowed as a deduction on payment basis
2)In case of LO property if municipal taxes are paid by the tenant
then deduction is not allowed.
Under Income from HP sometimes Notional income is taxed
instead of Real Income for eg: (1) In case of DLO property ,GAV

is computed on notional basis by taking Step 1 ie. Expected Rent
(2)GAV is calculated in case of unsold inventory lying vacant after
1 year from end of the financial year in which completion
certificate is obtained. (3)In some cases GAV could be taken as
Step 1 ie.Expected Rent




AY 22-23

Sec 24a - Standard Deduction
1)Standard deduction =30%
of Net Annual Value

2) For SO property itis Nil.
3)For LO/DLO property =30%
of Net Annual Value

4)No other expenses are

allowed as these are already
covered under 30% standard
deduction

AAPLLEATILS

SES

Chart 3.3 House Property Deductions u/s 24

Sec 24b-Interest on borrowed capital.

Current Year Interest

Loan can be taken for repairs, construction, purchase, reconstruction,renovation

W

Limit of 200000
1)It has a maximum ceiling

of 2,00,000 if following
conditions are satisfied

i)Loan is taken for purchase or
construction of HP

ii)Loan is taken on/after
04-01-1999

ii)In case of construction it
should be completed within 5
years from the date of taking
loan

SO property

Limit of 30000

1) If conditions for
200000 are not
satisfied then

30000 limit applies
Example:

1)Loan for repairs
2)Loan after 1/4/1999
3)Construction

beyond 5 years

Let out/ deemed to be let out

Pre Construction Interest
Loan has been taken prior to
completion of construction
of the property

1)It does not have maximum
ceiling or limit

2) It is allowed for repairs,
construction, purchase,
reconstruction, renovation
3)Interest is allowed on accrual
basis

Steps to calculate pre-

construction interest
Step1l: Find out the pre-

construction period

Date of taking the loan to the
date of repayment of loan or
31st March preceding date of
completion of construction
whichever is earlier

Step2: Find out pre-construction
interest for the period

Step3:Such interest is allowable
over a period of 5 years from
the year in which construction
is complete

deduction .

Notes: (1)Interest on new loan taken to repay the original loan is allowable as a

(2) Interest on unpaid interest i.e Cumulative interest is not deductible
(3)Interest payable out of India on which TDS is not paid/ deducted is not deductible

Note: (1) For SO property limit
of 2,00,000 or 30,000 is for total
interesti.e. currentyear + pre-

construction interest
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1)Amount received in arrears and
subsequently received by the tenant
is taxed under Income from HP
2)Itis charged in year of receipt
3)30% standard deduction is
allowable from such receipt

4)It is taxable irrespective of whether
assessee is the owner of HP

AAPNLEATDLS

Chart 3.4 House Property Some Important Concepts

Sec25A-Unrealized Rent Recovered

Sec 26-Co-owners

1)Unrealized Rent received
subsequently by tenant is taxed under
Income from HP

2)Itis charged in year of receipt

3)30% Standard deduction is allowable
from such receipt

4)It is taxable irrespective of whether
assessee is the owner of HP

Part property is LO HP is LO for some
& part property is SO period & SO for

Income derived from farm
building/land appurtenant thereto

l ™

from a%icultural purpose

Income of LO part & Entire property
SO will be computed will be treated as
separately. All the LO property
information of HP will
proportionately divided

Treated as Agricultural
Income

1)If the house property is owned

by 2 or more person then such
persons are called as co-owners
2)Respective shares are definite

and ascertainable

3)In case of SO property annual

value of property of each co-owner
will be Nil & they shall be entitled

to a deduction of 30000/200000 for
interest on borrowed capital

4)Where HP owned by co-owners

is let-out income shall be computed

as if property is owned by one owner
& thereafter income so computed shall
be apportioned amongst each co-owner
as per their specific share

RULE 4

If following conditions are satisfied
then unrealized rent will be allowed
as a deduction while calculating step 2
1)Tenancy is bonafide

2)Defaulting tenant has vacated
the property

3) He does not occupy any other
property of the assessee

4)Legal action has been initiated

or assessee can convince that

legal action is of no use

House Property in Foreign country
Country

1)In case of ROR their Global income

is taxed in India.Hence, income earned

from HP situated in foreign countries

is taxable in India under Income from

HP (2)Income from such HP situated in
foreign country is calculated in the same
manner.as any other HP (3)Local taxes paid in
foreign countries are also deductible. (4) Also
deductions u/s 24 are also available

The owner may receive rent in
respect of building & assets/
services provided in building. The
amount so provided is known
as composite Rent

1) If letting out is separable

HP shall be taxed under Income
from HP and rent for amenities
shall be taxable under PGBP/I0S
2)If letting out is inseparable
Entire rent should be treated

as PGBP/I0S.
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Chart4.1 PGBP-Basic Concepts (Sections 28 & 29)

m Section 28- Basis of charge Meaning of business{Sec2 (13)}

Sec 28-Basis of charge

Sec 29-Computation of Income from business
Sec 30-Rent,rates,taxes,repairs & Insurance for
building used for business/profession

Sec 31-Repairs & Insurance of machinery, plant &
furniture used for business/profession
Sec32-Depreciation

Sec 35- Scientific research

Sec 35AD-14 Specified businesses

Sec 35D-Preliminary Expenses

Sec 35DDA-VRS Expenditure

Sec 36- Other allowable Expenses

Sec 37-General Deductions

Sec 37(2B)-Advertisement in brochure of political
party

Sec 40a-Expenses not deductible-Income tax,
payment without TDS ,etc

Sec 40b-Interest & Remuneration to partners

Sec 40A(2)-Unreasonable payment to relatives
Sec 40A(3)-payment in excess of 10000 in cash
Sec 40A(7)-provision for Gratuity

Sec 40A(9)- Contribution to non-statutory fund
Sec 43-Payment for acquisition of asset

Sec 43B-Deductions allowed only on payment basis
Sec 41-Deemed income

Sec 43A-Changes in exchange rate of currency
Sec 43CA-Capital asset (land/building/both)

Sec 44AA-Maintenance of Books of accounts

Sec 44AB-Tax Audit

Sec 44AD-Presumptive basis for businesses

Sec 44ADA- Presumptive basis for professionals
Sec 44AE-Presumptive basis for assessee engaged
in the business of plying,leasing,etc

Sec 68-69D-Undisclosed sources of income

1)Profits & gains of any business/Profession.
2)Compensation received for (a) Modification in,
or termination of, managing agency
agreement(b)Contract relating to agency for
business activity in India.

3)Income derived by a trade, professional

& similar association from the specific

services performed for its members.

4)Value of any benefit or perquisite, whether
convertible into money or not, arising from
business or profession (presents from clients)
5)Profit on transfer of Duty Entitlement Passbook
Scheme (DEPB) & Duty free Replenishment
Certificate.

6)Any interest, salary, bonus, commission /
remuneration received by partner from firm
7)Any sum received for not carrying out any
activity in relation to business or/profession

not to share patent, copyright, trademark, etc
8)Sum received under keyman insurance

policy including bonus;

9)Income from Speculative transactions.
10)Export incentives available for exporters
11)Any sum received/receivable in cash/kind on
account of any asset other than goodwill/financial
instrument being demolished, discarded if whole
expenditure has been allowed under sec 35AD
12)FMV of inventory as on date on which

it is converted it a capital asset

Sec 29-Computation of business Income

The profits and gains of business or profession
shall be computed in accordance with the
provisions contained in Sec 30-43D.It must
however be noted that allowances &
deductions are not exhaustively listed.
Admissibility of deduction will depend upon
the method of accounting followed by the
assessee

Business includes trade, commerce, manufacture,any
adventure/concern in the nature of trade/commerce,etc

It includes the following also:

1)Significance of profit motive.

2)Business and rendering services to others

3)Business cannot be carried on with oneself
4)Commodity purchased determines whether it is trade/
investment

5)Whether a transaction is an isolated one or forms

a part of a series of transactions

6)Need not be related to an existing activity of assessee

Meaning of profession{Sec2(36)}

1)‘Profession’ includes vocation(2) It implies proffesed
attainments in special knowledge as distinguished from
mere skill; ‘special knowledge which is ‘to be acquired
only after patient study and application’.(3) Distinction
between business or profession is not significant

Method of accounting

Income from Profits & gains of business/profession
& Income from other sources will be computed in
accordance with the method of accounting followed
by the assessee.Assessee can follow mercantile/
cash system of accounting

Some basic points

1)Personal expenses are not allowable expenses
2)Business related expenses are allowable expenses

3)Revenue expenses are generally allowable

4)Capital expenses are generally not allowable,capitalize
& claim depreciation

5)Actual expenses are allowable

6)Future/contingent expenses are not allowable
7)Revenue receipts are generally taxable

8)Capital receipts are generally exempt & taxable only

if specified
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AY 22-23 Chart4.2 PGBP- Basic Concepts & Sec 30, 31

Sec43(5)Speculative transaction Sec 30-Rent,Rates, Taxes,Repairs & |Note for section 43-Cost of Fixed Assets for
Transaction in which a contract for purchase/sale of a Insurance for Building used for dsraaEt I s ol Cares
commodity, including shares & stocks is periodically or business/profession is an allowable P P
ultimately settled otherwise than by the actual delivery | expenditure 1)If any payment in excess Such amount will not be
or transfer of commodity/scraps” L of 10000 is done in cash/bearer/|considered in cost of plant
Speculatlor{/Non-speculatlon busm(?ss l-S taxa}ble- under Following expenses shall be allowable S chq/ECS system/such & machinery for claiming
PGBP. Hedging/Forward Contract,trading in derivatives 1 AcHist rent o
tarding in commodity derivatives are speculative txn. WGt Beivig eurent renales sndinot other mode as may be depreciation
Following Income will not be taxable under PGBP : 5 A g i P prescribed
1)Dividend on shares in case of dealer in shares is taxable being t=pital Expenginire - :
_ ) 3)Land revenue, local rate or municipal 2)If inventory converted into  |FMV should be treated as
under other sources even if they are derived from shares . L
held as stock in trade(always taxable under 10S) taxes ) Capltal Asset cost & then dEprECIatlon
2)Winnings from lotteries are taxable under Income 4)insurance Premium can be claimed
from other sources even if derived as a regular business y g 3)A building used for personal  |Building should be accounted
activity(always taxable under 10S) Section 31-Repairs & Insurance of & then i duced in book WDV ie. Aft
Machinery,plant and furniture purpose then introduce In books at e. er
used for business/ profession in business notional depreciation
Trading losses are allowed as business loss if they are ¥ 4)Assets other than building Account in books at original
mcndenta_l to the l:?usmess. Bus_lness Ios.sc_es are aIIow_ed. Following expenses are deductible are introduced cost ie no Notional depreciation
as deduction only if the following conditions are satisfied (1) Assets should have been used for the - — -
1)Losses should be revenue in nature. Losses should be Pt GF Secashass Suin LathaEe] 5)Assets used for scientific Account in books at zero value
fincurred in the previous year.(2)losses should be incidental profession research introduced in business
to the business /profession carried on by assessee.(3}loss  |(3)an Insyrance & Repair charge of assets 6)Subsidy received for capital  [reduce subsidy received from
should not be notional or fictitious(4)It should have been 2 . :
which have been discarded/ not used is i i
4)It should have been actually incurred & not merely nat aliowad asdeduction asset cost & then claim depreciation
anticipated to incur in the future.(5)There should not be : 7)Assessee sells capital asset at |Recorded at WDV of previous
di i . der the A . h (3)If asset is used for part of the year then
IR Ir_eCt fF IMELFEE FESTIETENS WNREr T A aga_InSt e full amount expense can be claimed WDV & reaCQUIres |t by paylng owner or Value pald fOI’ aSSEt
deduction of such losses.(6)Such losses can be carried a5 ; y I bl id . hich i |
forward for 8 years (4) urre_n repairs are allowable some consideration whichever Is lower
(5)Repairs include renewal/renovation but

does not include replacement or
reconstruction

Trading in Agriculture Commodities
IAmendment has been made u/s 43(5) of the Act in order to
provide that trading in agriculture commodities will also be (6)Insurance in respect of plant &
considered as non-speculative transaction instead of machinery, furniture used for business
speculative transaction. Post Amendment loss from trading |purpose is allowable
in agriculture commodities can also be set off from other NOTE:Repairs & Insurance of Plant &
non speculative business loss. Further such loss can now machinery, furniture is allowable u/s 31.
be carried forward for 8 AY's instead of 4 AY's. Rent of plant & machinery ,furniture will

It has certain exceptions be allowable expenditure under section 37
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Chart4.3 PGBP- Sec 32 Depreciation

[Tangible assets — Building, machinery, plant or furniture

Intangible assets - Know-how, patents, copyrights, trademarks, licenses, franchises or any other

business or commercial rights of similar nature, being intangible assets acquired on or after 1-4-1998
not being goodwill of a business/profession.Goodwill of business/profession is not eligible for

depreciation wef AY 22-23.
Normal depreciation - Available to all
assessees

Additional Depreciation - Available in addition
to normal depreciation

1)For claiming depreciation asset must be
Jused for business or profession purpose
2)Assessee must be the owner of the asset
B)It is calculated on the block of assets
)it is calculated at rates specified in

5)It is calculated using WDV method for

Il assessees & mandatory to claim dep.

)Only Electricity generating companies
have an option between WDV & SLM
method

)Depreciation is limited to 50% of the
nhormal depreciation if asset is purchased

in the year of purchase it is put to use
or <180 days

)Assessee must own the asset partly/
holly,In case the asset is used partly for

business purpose or partly owned then
broportionate depreciation is available.
)Depreciation on succession of firm/sole

proprietary concern by company/
malgamation/demerger of companies/
onversion of companies into LLP shall be
pportioned between 2 entities in the
ratio of number of days used by them
10)Assessee can claim depreciation in
ase the asset has been purchased
under Hire Purchase
11) If any payment > 10,000 for FA is done
by cash, bearer cheque etc (such payment
hall be done only be bank , account payee

heque, account payee DD, ECS system or

uch other modes as may be Erescribed.
I I

JincomeTax from the date asset is put to use.

1)Available to assessee engaged in manufacturing
or in generation/distribution/transmission of
power/electricity

2)It is available on purchase of eligible plant and
machinery

3)Additional depreciation is available only in the
first year when eligible P/M is put to use

4)Additional depreciation= 20% cost of eligible P/M

5)In case of notified backward areas in Bihar,
Telangana,West Bengal,Andhra Pradesh additional
depreciation was be 35% upto 31-3-2020.

Now rate is only 20% WEF AY 21-22

6)If the assets are put to use for <180 days then

10%/17.5% depreciation is allowable & balance
depreciation can be claimed next year

7)Following are not eligible for additional
depreciation Ship & aircraft,Second hand machinery,
plant and machinery installed in office/guest house,
transport vehicle,plant & machinery for which 100%
deduction has already been claimed

Depreciation for Power Generating Undertaking
1)Have an option to follow-SLM (2)In SLM
depreciation is calculated on Individual asset
(3)Also when such assets are sold there will be
balancing charge/terminal depreciation.(4)If sale
value is less than WDV then difference can be
debited to P/L as terminal depreciation

Block of assets % of WDV
A [Tangible Assets:
1 [Building
I |Mainly used for residential purposes except hotels and boarding Houses 5%
11 | Buildings other than used for residential purposes - NOT COVERED IN I/I1l 10%
Buildings acquired on/after 1/9/2002 for installing P/M forming a part of
IIl|water supply project/water treatment systems & which is put to use for the 40%
purpose of business of providing infrastructure facilities.
IV | Purely temporary erections such as wooden structures 40%
2 |Furniture and fittings (including electrical fittings) 10%
3 [Plant and Machinery 15%
Motor cars other than used for business running on hire acquired from 23.8.2019 to
31.3.2020 and put to use before 31.3.2020 30%
! Motor cars other than used for business running on hire acquired or put to 15%
use on/after 1-4-1990. (other than mentioned above )
Motor buses, lorries,taxis used for business running on hire acquired from 45%
11'123-8-2019 to 31-3-2020 and put to use before 31-3-2020
Motor buses, lorries,taxis used for business running on hire acquired 30%
11| Moulds used in rubber and plastic goods factories. 30%
IV|Aeroplanes, Aeroengines 30%
Specified air pollution control equipments, water pollution control
V |Equipments, and solid waste control equipment and solid waste recycling 40%
and resource recovery systems.
VI|P/M used in semi conductor industry covering all integrated circuits 30%
VlI|Life saving medical equipments 40%
Machinery and plant used acquired and installed on/after 1-9-2002 in
VII| Water supply project or water treatment systems and which is put to Use 40%
for providing infrastructure facilities.
IX|Oil wells 15%
X [Renewable energy devices (except for mentioned below) 40%
Windmills and any specially designed running windmills installed on/before
31.3.2014 & any special devices including electric generators & pumps 15%
running on wind energy installed on/before 31.3.2014
Xl|Computers including computer softwares 40%
XIl|Books (annual publication/other than annual publication) owned by Assesse 40%
XlII| Books owned by assesse carrying on business in running lending liabraries 40%
4 |Ships 20%
B [Intangible Assets : *

Know-how, patents, copyrights, trademarks, licenses, franchise or any
other business or commercial rights of similar nature not being goodwill of

business/ profession.
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Expenditure incurred by the assessee
1)Research should be related to the business

2)Revenue/Capital expenditure is allowable
3)Cost of land not allowable as a deduction
4)Depreciation will not be allowable on capital

Iexpenditure

5)Expenditure incurred prior to commencement

of business

i)Expenses incurred 3 years prior to business
ii)Revenue expenses should be approved by prescribed
authority

iii)Perquisites to staff - not allowed as deduction.
iv)Capital expenditure is allowable.However cost of
land is not allowed

Chart4.4 PGBP- Sec 35 & 35AD

Section 35-Expenditure incurred on Scientific Research

Contribution made to the outsiders 2

1)Research may/may not be related to business -

Expenditure on Inhouse Research &
Development 3

-

WmPKD

Donation to Amt of 1)Taxpayer should be a company g~
Deduction| |2)He should be engaged in the business of
National laboratory, T manufacture or production of any article/thing,
Approved university,colIege/institution bio-technology research & development.
Companies having object of Scientific Research 100% 3)Research should be approved by prescribed authority
University/college for research in social 4)Amount of deduction will be
Science/Statistical research Revenue Expenditure 100%
National laboratory includes Cost of Land NA
1)Scientific Laboratory functioning at national level under Cost of building Nil.
the agenda of Indian council of Agricultural research Other capital expenditure 100%

2)Indian Counil of Medical Research

3)Council of Scientific & Industrial Research

4)Defence Research & Development of Bio-technology
5)Department of Atomic Energy .

6) WEF AY 21-22 Laboratory/university/colleges/research
institutes/companies receiving the donations shall furnish
an electronic statement of donations received by it. They
should furnish to the donor a certificate specifying the
amount of donation in the prescribed manner.

However, cost of building will not be allowable
100% under inhouse research but under the first
category ie., 35(1)(iv) where assesse incurs
capital expenditure on research.

** No Depreciation shall be allowed u/s 32 if
claimed u/s 35.

1)There are 14 specified businesses. 2)100% capital expenditure incurred for these specified business shall be allowable as a deduction 3)Any capital expenditure before
commencement of business shall be allowed as a deduction if it has been capitalized in the books of accounts 4)For claiming this deduction assessee should start a new business
ie.Merger,Amalgamation,Re-organization etc shall not be allowed 5)35AD deduction is available only for new plant & machinery. 6)However, Old Plant & machinery is allowed to
he extent of 20%. Also if second hand asset is purchased from outside India it shall be treated as new P/M for the purpose of Section 35AD 7)If an asset is purchased u/s 35AD it
must be used for business atleast for 8 years . 8)Capital expenditure such as cost of goodwill,land & financial instruments will not be allowable. 9) Once the expenditure is allowed
u/s 35AD then no depreciation can be claimed. 10)Following are 14 specified businesses:i)cold chain facility(ii)warehousing facility for storage(iii)laying & operating a cross

country natural gas/crude/petroleum oil pipeline (iv)New hotel of 2 star or above (v)new hospital with atleast 100 beds for patients (vi)developing a housing project under

affordable housing scheme (vii)lnvestment in new plant for production of fertilizer(viii)Housing for slum redevelopment/rehabilitation(ix)setting up & operating inland container
Idepot/freight station(x)Beekeeping & production of honey & beewax (xi)Laying slurry pipeline for ironore transportation (xii)Warehousing of sugar (xiii)Setting up semiconductor
wafer fabrication manufacturing unit (xiv)Developing new infrastructure facility 11)Capital expenditure in excess of 10000 in cash will not be allowable expenditure. Payment
exceeding to a person in a day should be done by bank or account payee cheque, account payee DD, or use of electronic clearing system through bank or through any other
Ielectronic mode as may be prescribed. 12)WEF AY 21-22 35AD is optional. Finance Act 2020 has clarified that if assessee claims for 35AD in the ITR only then he shall get it. Earlier
35AD was compulsory and assesse did not have the option13) Once the assesse has claimed the benefit of deduction u/s 35AD for a particular year in respect of specified business,

fhe cannot claim benefit under chapter VI-A under the heading “C- Deductions in respect of certain incomes” or section 10AA for the same or any other year and vice-versa.
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Section 35DDA- Amortization of expenditure

1)Indian company & Resident non-corporate assessee can
klaim deduction.

D )Expenses if incurred before commencement of the business
ffor setting up any undertaking/business shall be allowable
B)Expenses if incurred after commencement of the business
n connection with extension/in connection with setting up
Lew unit shall be allowable

1 )Expenses should qualify as preliminary expenses

5)For corporate assessees maximum ceiling is 5% of cost of

roject/5% of capital employed whichever is is more. In case
f non-corporate maximum ceiling will be 5% of cost of
roject

)Here cost of project = Actual cost of extension or cost of
ixed assets shown in the books as on last day of previous
ear in which business commences

)Here Capital employed =Issued share capital+debentures+

ong term borrowings as on last day of previous year in which
usiness commences

)Following expenses qualify as preliminary expenses
Expenses Approved by Board - Expenditure in connection
ith:a) Preparing of teasibility report.b)Preparation ot

roject report.c) Conducting a market survey or any Other
urvey d)Engineering services related to the Business.
Expenses Not Approved by Board : 1) Legal charges for
rafting any agreement between the assessee and any other
erson relating to Setting up of the business.2) Legal charges
or drafting memorandum. and Articles of Association if

he taxpayer is a Company 3) Registration fee of a company
s per Companies Act 4) Expenses in connection with public
ssue of shares or debentures of a company, underwriting
ommission, brokerage and charges for drafting,typing,
rinting and advertising of the prospectus.5) Any other
xpenditure which is Prescribed9)Allowable expenditure

/s 35D = Total preliminary expenses/5 years.10) To claim
he deduction the books should be audited by the CA

11) WEF AY 21-22 the Audit report for such audit should be
urnished for the first year of claiming the deduction. The
eport should be furnished on/before the due date

rescribed u/s 44AB ie., 30th September.

incurred under voluntary retirement scheme
1)Expenditure by way of compensation paid to
employee under VRS Scheme shall be allowable
as a deduction over a period of 5 years

2)Rule is applicable even if VRS has not been
framed in accordance with guidelines of

Section 10(10C)

3)In case of firm/proprietory concern taken over
by a companydeduction will be available to
successor company for the remaining period

Chart4.5 PGBP- Sec 35D, 35DDA, 36, 37

Section 36-Other Allowable expenses
Insurance Premium: Amount paid for Insurance against risk of
damage/destruction of stock/stores.

Employers Contribution towards approved Gratuity Fund/
Approved staff welfare fund : Allowable if exp is for the
benefit of employee & fund is approved.

Bonus or commission to the employee : If it is paid by way of
distribution of profit then it is not deductible. So it is
deductible if paid genuinely.

Employers contri to RPF/ SuperAnnuation Fund : Allowable

Employers Contribution to pension scheme u/s 80CCD:
Allowable only to the extent of 10% of salary. Salary = Basic
DA (if provided in terms of employment )

Section 37-General Deductions ‘

It is a residuary section.Iln order to claim deduction
following conditions need to be satisfied
1)Expenditure should not be covered u/s 30 to 36

2)Capital Expenditure - Not Allowed

3)It should not be personal expenditure

4)It should have been incurred in relevant PY

5)in respect of business carried on by assessee.

6)It should be wholly expended for business purpose

7)No allowance shall be made in respect of exp

by assessee for any purpose which is an offence or
which is prohibited by law(ie. illegal expenditure)
8)Contingent liability is not allowable expenditure
Note: (1) Any expenditure spent on Corporate
Social Responsibility shall not be allowable
expenditure but assessee can claim deduction under
any other section if appropriate

Examples of Allowable expenses are as follows:

1) salary to staff (2) office expenses (3) printing

& stationery (4) expenses on maintenance of
guest house. (5) travelling expenses for business
6)Rent of plant & machinery,Furniture
7)Embezzlement of cash,theft,Destruction of asset,
Misappropriation by employees,etc

8)Distribution of gifts to employees & clients
9)Postage and telegram

Explanation to section 37 (1) : under CA, 2013
companies are required to spend certain % of profit
on activities relating to CSR . Such expenses are
not allowable exp. They can be claimed under

other section if possible.

Employees contribution to Staff Welfare Scheme: Such
contribution is Income u/s 2(24).Deduction is allowed if amt is
credited to employees account in relevant fund within due

date of that fund. 3) Employees contribution due date shall

mean due date of relevant fund under any Act, rule or order.
4)Also tor removal of doubts it is clarified that provisions of
Sec 43B will not apply to this sec for determining due date
5)That due date shall be the due date of the fund and not the
due date of the ITR u/s 139(1). Wef FA, 2021.

Commodities/Securities transaction tax: It is paid when dealer
deals in commodities. When a person is trading in securities
then stock exchange charges STT. Both are allowable

Family planning expenditure: It is allowable only for corporate
assessee. In case of capital expenditure, it shall be allowable
over 5 years.

Bad debts: Allowable if there is debt and it has become bad.
It should be treated as income for previour year & should be
written off as irrecoverable in books of accounts.

Discount on Zero coupon bond: Can be issued by public sector,
infrastructure,scheduled banks only. Discount= Money
received (-) amount payable on redemption. Discount is

spread over the life of bond.

Interest on borrowed Money: Money must be borrowed for
business.Loan can be taken from financial institution/bank/
relatives. Should be actually payable if taken for fixed assets
then interest till date asset is put to use shall be capitalized.
once asset is put to use after that interest is allowable u/s 36.
Int on loan shall not be allowable for payment of IT but for
salestax/GST shall be allowable. Interest on proprietors capital
is not deductible exp and allowable under 40b.

Insurance premium paid on health of amployees: premium paid
by any mode other than cash under scheme of GIC & CG.

Family planning expenditure- For corporate assessee deductible

QUeLS vears
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Chart4.6 PGBP- Sec 37(2B), 40a, 40b, 40A(2),

40A(3)- Disallowable Expenses

Section 37(2B)

Section 40b Interest & remuneration to partners

Expenditure on advertisement in souvenir,brochure,pamphlet
etc published by a political party is not allowable expenditure.
However this expenditure can be treated as a contribution to a
political party & deduction under sec 80GGB/80GGC can be

claimed

Expenditure

Disallowance

1)Interest ,royalty, fees for
echnical services,etc
payable outside India/in

100% disallowance if TDS is not
deducted/not paid within due date
of 139(1).(It shall be allowable in

1)On the profits of the firm, firm pays tax

2) Firm pays interest & salary to partners.

3)This is firms allowable expenditure(subject to
certain conditions)

4)Interest and salary received from firm is partners
business income.Share of profit from firm is
exempt in hands of partners

5)Interest on partners capital is allowable subject
to a maximum limit of 12%.

6)Remuneration paid to working partners has a
maximum limit which is calculated as follows

India to NR the year in which it is paid ) Book profit Limit

2)In case of interest ,royalty,|There is 30% disallowance if TDS On first 300000 of 150000 or 90% of bookprofit
I(ees for technical services, |is not deducted/not paid within book profit whichever is more

letc payable to a contractor/ |the due date of 139(1).It shall be On the balance boo§60% of the book profit
sub-contractor which is allowed in the year of payment Net Profit as per P&L A/c XXX
payable to resident (+/-)Adjustments u/s 28 to 44 XXX
|3)Sa|ary paid/payable to If TDS has not been deducted/paid | |(+)Remuneration to partners

NR or paid outside India then there is permanent is debited to P & L XXX

disallowance No deduction in later | |Book profit XXX

years also
4)Tax on non-monetary Not deductible in the hands of
fperquisite employer
5)Income tax paid/payable |Not allowable expenditure
I/advance tax
6)Wealth Tax Not allowable expenditure as it is

now abolished

7)Any royalty, license fees,
service ,privilege fees,
services charges or any
other name whatever

called is exclusively levied
on a State Government
Undertaking by state Govt
is not allowable
expenditure

To avoid DDT & to pass on income
to the State Govt., several State
Govt. undertaking are passing on

Remuneration is allowable expenditure u/s 40b
if it is paid only to working partner

Section 40A(2)

Sec 40A(2)Any payment in relation to expenditure made
to relative, associate concern/person having substantial
interest shall be disallowed to the extent it is

unreasonable/excessive. While considering whether
such payment is excessive or not Assessing officer shall
have due regard to FMV of goods/services

1)Any payment in respect of exp. to a person in a single day
in excess of 10000 should be done only by account payee cheque

/account payee DD/ECS. Payment should be done by bank or
such other electronic mode as may be prescribed

2)If such payment is made in any other mode the same shall be
disallowed. 3)For this section to be attracted Invoice & payment
amount both should exceed 10000 (4)Payment to transporter the
limit is 35000 (5) Rule 6DD [exceptions to sec 40A(3)]i)Payments to
banks/banking channels-debit/credit card ,ECS,etc (ii)Purchase of
agriculture or forest produce, the producer of animal husbandry
(including livestock, meat,hides&skins)/dairy/poultry farming/fish/
fish products from cultivator,grower/producer of such articles,
produce/products (iii)Payment is made for purchase of products
manufactured processed without aid of power in cottage industry,
to producer of products(iv)Where the payment was required to be
made on a day on which banks were closed on account of holiday/
strike(v)Where the payment is made in a village or town, where

on such date payment is not served by any bank,to any person
who ordinarily reside/carries on business/profession/vocation

,in such village or town (vi)Where the payment is made by an
authorized dealer or a money changer against purchase of foreign
currency/travellers cheque in normal course (vii)Payment to
terminal benefits such as gratuity, retrenchment compensation

etc. not exceeding Rs.50,000.(viii)Payment made by an assessee

by way of salary to his employee after deducting the income tax
from salary in accordance with provisions of Sec192 & when

such employee:(a)temporarily posted for continuous period of

15 days or more in a place other than his normal place of duty/

on a ship.(b)Does not maintain any accounts in any bank at

such place (ix) Payments made to government are covered

the income to the state Govt. in Assessee Related Person under exception
form of royalties,service fees, etc. Individual |Any relative of the individual Assessee Related Person
This clause intends to stop the Firm Any partner of the firm/relative of such Company | Director of the company/any relative of director.
same. partner & member of family/association Any Any individual who has a substantial interest (20% or more voting
HUF or |Any member of AOP/HUF/any relative of assessee power or beneficial entitlement or 20% of profits)in business/
AOP |such member profession of assessee/relative of individual

CA Pooja Kamdar Date

For Individual relative is defined u/s 2(41).It covers husband,wife,brother/sister or lineal ascendant/descendant of that Individual
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Sec 40A(7)- Provision for gratuity Sec 40A(9)- Contribution by employers to Non- Statutory Fund
No deduction is allowed in respect of a mere provision for Employers contribution to unrecognized/unapproved Provident
lgratuity. Provision for contribution to approved gratuity fund is fund , gratuity fund/superannuation fund or any other fund
allowed. Provision for gratuity which has become due is also where employer is required to contribute under any law will
allowable if itis paid. not be allowable expenditure

For the following 8 expenses allow ability is on payment basis even if the assessee follows mercantile method of accounting. (1)Any sum
payable by the assessee as an employer by way of contribution to any provident fund or superannuation fund or gratuity fund or any other
fund for the welfare of employees.(2)Bonus or commission for services rendered payable to employees. (3)Any sum paid by the assessee
as an employerin lieu of earned leave of his employee.4. Any sum payable by the assessee as interest on any loan or borrowing from any
public Financial institution or a State Financial Corporation or a State Industrial Investment Corporation.5. Interest on any loan or advance
from a scheduled bank, co-operative banks or primary co. op Agricultural & Rural Development Bank , non banking financial company on
actual payment basis.(Interest on co-operative bank & Primary co-operative Agricultural & Rural Development Bank added w.e.f. AY 18-19)
6. Any sum payable by way of tax, duty, cess or fee by whatever name called under any law for time beingin force. 7. Interest on any loan
or borrowing from a deposit taking non-banking financial company or systematically important deposit taking non-banking financial
company ( w e f AY 20-21) 8. Certain payment due to railways for use of Railway assets payable to Railways. (w.e.f. A.Y. 17-18) Note:
1)Unpaid interest is sometimes converted into loan such conversion is not treated as payment.2)Deposit taking non banking financial
company : NBFC which is accepting or holding public deposits and is registered with RBI 3) Systematically important non deposit taking
NBFC : NBFC which is not accepting or holding public deposits and having total assets of less than 500 crores as per the last audited balance
sheet

Section 43
1) If payment for acquisition of any asset exceeding 10,000 is

Section 43A Special provisions consequential to changes in

exchange rate of currency

made in cash. Then such payment shall not be included in the Where capital asset has been acquired from a country outside India

cost of asset for claiming depreciation addition/deduction from actual cost of asset on account of change
2) Where capital asset is used for purpose of business and in rate of exchange in PY shall be allowed to be made only on
profession then cost of such asset = FMV as on date of payment by the assessee towards the cost of the asset/repayment

conversion. (wef AY 19-20) of loan/interest irrespective of method of accounting adopted.
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Deemed Income: Sec 41 Section 43CA Section 44AA- Maintenance of hooks of accounts *

1. Any expenditure which was earlier allowed as 1) Assessee transfers an asset (other than capital asset)  ||Who's a specified person? Legal, Medical, Engineering, accountancy,
deduction and is recovered later on then it will be treated [being land or building or both

Technical Consultancy, Interior Decoration or any other notified person
as business income.Example: Customs duty recovered, bad|2) Itis transferred for less than stamp duty valuation.  3) | I PR el g a T gt e AL [ A A

debts recovered (earlier allowed as deduction).2. Any Finance Act 2020, has made on amendment; that Persons
apital asset bought for scientific research, deduction u/s Jdifference upto 10% between actual sale consideration
5is claimed and later on the same is sold then, Business  [and stamp duty value shall be ignored.
income u/s 41 =sale consideration or expenditure allowed
u/s 35 whichever is lower 3. Amount withdrawn from
special reserve shall be deemed to be the profit and gain
rom business or profession. (applicable only to banks &
inancial institution) 4. Adjustment of loss 41 (5) (a) The
business or profession is discontinued.b. Loss of such
business or profession pertaining to the yearin which it is
discontinued could not be set-off against any otherincome
of that year. ¢. Such business is not speculative business.d.

Books to be maintained

Specified persons whose gross  [Such Books of Accounts and other
receipts inany Lofthe 3PYs  |documents to enable AQ to compute
4)only for residential units instead of 10% it will be 20% if WU G BELIN) Taxable income.

the following conditions are satisfied: (FA 2021) Specified persons whose Cashbook journal ledger, CC exceeding
a)if the transfer of such residential units takes place from (ISR PIRITE; 25 original blls for expenses exceeding]
12th November 2020 to 30th June 2021 and b) its a first PYs exceeds 150000 50, persons carying on medical
time allotment of the residential unit to any person and
c)the consideration received for such transfer is less than
or equal to 2 crores. “Residential unit” means an
independent housing unit with separate facilities for
working and sanitary requirements.

5) However if the date of agreement when consideration

. L <1000000 in any one of the 3 PY  [increased to 25 lakhs
was fixed and date of registration are not same, then - —
stamp valuation as on date of agreement will be In non-specified profession is their |Such Books of Accounts and other

discontinued is permitted to be set-off against deemed considered income 2120000 or total sales/TO |documents to enable AO to compute
|ncome.N9te: Income cove.red u_/ sdlis caIIed.as de.emed. 6) Point No 5 will be applicable only if consideration is or gross receipts thereof are  [Taxable incorme.

|nco.me.lic is taxablg as busme'ss income even if pu5|ness 8 e ceived by account payee cheque/DD or ECS the date of [ SUUNERISELA
(ADGHEIE, taxa.ble inthe year ofreceipt Amount agreement. Payment should be done by bank or such other [l RN oI N LI SRR TISE N i)

F Chargeable latienllienccitee ot electronic mode as may be prescribed. (wef AY 20-21) lower than presumed by Secd4AD, |documents to enable AQ to compute
R 44 ADA, 44AF, 4488, 44888 [Taxable income.

Aforesaid hooks of accounts and documents are required to be maintained
fora period of 6 years

profession is further required to
maintain daily /inventory register.

In non specified profession if their {No requirement. Note: only for I/HUF
income €120000 or total sales/ TO [the limit of 120000 has been increased
or gross receipts thereofare.  [to 250000 and gross receipts of 10lakhy

After discontinuation of such business or profession there
is deemed income under Sec. 41(1), (3),(4), or (4A). e. loss
pertaining to the year in which business or profession was
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AY 22-23 Chart 4.9 Sections - 44AB, Presumptive Basis, undisclosed income.
T |If his total sales/TO/gross receipts in business for Common points: Assesse has an option to declare profits u/s 44AD, 44ADA, 44AE. Assessee can also declare
PY exceeds 1crore/ 10 crore with 2 conditions higher profits.If the assessee opts for Presumptive basis he does not have to maintain books of accounts
Profession |If gross receipts in profession exceeds 50 lakhs Particulars 44AD 44ADA 44AE
44AE  |Income is claimed to be lower than deemed profits WDV shall be calculated asif | WDV shall be calculatedas |WDV shall be calculated as if
44ADA |Income is claimed to be lower than deemed profits Written down [assessee had claimed & had if assessee had claimed &  [assessee had claimed & had
& such income exceeds Basic exemption limit value of the asset |Peen actually allowed in respect|had been actually allowed |been actually allowed in
44AD |Income is not claimed under 44AD& such income GUC IR in respect of depreciation  |respect of depreciation
exceeds basic exemption limit. Businesses(not covered Professions notified u/s Not own more than 10 Goods
) o Eligible business |under 44AE) & Gross 44AA and receipts exceeds |Carriage
Tax Audit Report needs to be submitted in Form 3CA & 3CD or 3CB or .
- . receipts does not exceeds 2Cr. |50 lakhs
3CD. Due date for f'||'|ng Income Tax R(e'turn for such ass'essee Is 31st 8%/6% of gross receipts. 50% of gross receipts or 7500 per Goods carriage
October . The specified date for submission of tax audit means the date o . . .
1 month prior to the due date for furnishing the return u/s 139(1). 6%-1f payments.recelved higher as declared by vehicle owned per mont.h or
Presumptive  |through banking channels |assessee 1000 per tonper month in
or such other electronic case of heavy vehicle
Who has to get books of accounts audited? mode as may be prescribed
A person carrying on business if his total sales, turnover/gross No expenses allowed u/s 30 No expenses are allowed. [Partners Salary & Interest
receipts in business for the PY > Rs. 10 Cr if both the following What expenses to 38. Partners salary & Partners salary and interest |[is allowed Other all expenses
conditions are satisfied (WEF AY 21-22) interest are not allowed also not allowed are not allowed
(earlier it was 1 Crores with no conditions) deplogs Partners salary & interest
i) Total cash receipts during the year are less than 5% of the not allowed
aggregate cash receipts. Advance Tax 1instalment on or before linstalment on or before  |All instalments are applicable
Aggregate Cash receipt = all amounts received including sales 15th March. 15th March
(ii) total cash payments made including cash exp during the year Individual,HUF & Partnership Individual Resident Plying,Hiring,Leasing of Goods
are less than 5% of all payments . Aggregate cash payments = Eligible Assessee |Firm(except a limited liability Assessee(This section Carriage
all payments including expenditure. partnership firm) covers only profession)
b. However the increased threshold limit shall apply only if both Professionals specified under LLP, company LLP, company
the above conditions are satisfied. In case both conditions are not Pers?hs not 44AA, business of brokerage
satisfied then the threshold limit of 1 Crore shall apply. eligible commission, agency business
iii)For the above purposes payment or receipt other an account Sec68-Cash Credit/Sec69-unexplained Sec 69D-Hundi Borrowings
payee cheque or account payee DD shall be deemed to be investment/money 1) Where any amount is borrowed on Hundi(2) Any amount
in cash (wef FA 2021, AY 22-23) In case cash credits,unexplained money, due on hundi is repaid other than account payee cheque (3)
etc are found in accounts & assessee offers Amount so borrowed/ repaid will be income in the year which
no explanation to source or if it is not amount was borrowed/ repaid. (4) Where any amount has been
satisfactory the AO can treat it as deemed to be income, he will not be liable to be assessed for
income in such financial year. repayment




WPKD SARL FATRIS
AY 22-23 Chart 5.1 Capital Gains - Definition of Capital Asset

Charging Section ( Sec 45)- provides that any profits/gains arising from the transfer of capital asset effected in the previous year will be chargeable to
income tax under the head " Capital Gains"

Sections Section 2(14)-Capital Asset
Sec 45 - Capital Gains
Sec 46 - Capital Gains on distribution Property of any kind held by an Any securities held by ULIP issued on/after 1.2.2021,to which an
of asset by companies in liquidation assessee whether or not connected Foreign Institutional exemption u/s 10(10D) does not apply on a/c of-
Sec 47 - Transactions not treated as with business or profession. Investor which has (i)premium payable exceeding 2,50,000 for any
transfer invested in such security| Keiidal=Ra%NeVIaTaT=R{=YdqsNe) B{U[elaNoYo) I[e\VA T g

Sec 48 - Mode of Computation as per RBI Regulations. (ii)the aggregate amount of premium exceeding
Sec 49 - Cost with reference to certain 250000 in any of the PY’s during the term Of any
modes of acquisition such ULIPs in a case where a premium is payable
Sec 50-Special Provision for by a person for more than one ULIPs issued
computation of capital gains in case on/after 1.2.2021. (FA 2021)

of depreciable assets Exclusions (Not a Capital Asset)
Sec 51- Advance money received
Sec 54- Profit on sale of property used \l/

for residence

Sec 55- Meaning of adjusted " Cost of consumable movable property
Improvement & Cost of Acquisition” stores,raw including apparel &

material held furniture held for

Meaning of Equity oriented mutual funds for business personal use by

1) Equity oriented mutual fund: a) It or profession assessee or his family
means fund setup under the scheme of
mutual fund or under the scheme of \l/

insurance company comprising of ULIP eHowever, Jewellery,Drawings,
to which exemption under sec 10(10D) Archaeological collections,paintings,

does not apply due to fourth and fifth sculptures,any work of art,bullion even||0-10000 - Entire land
provisos thereof. (wef AY 22-23). b) A though it is personal movable effects 10000 to 1 lakh within local limits + outside 2Km from
minimum of total of 65% of the total will be treated as capital assets Within 2kms from local |local limits
proceeds of mutual funds is invested in limits

equity shares of domestic company listed on recognized stock exchange. 1 lakh to 10 lakhs within local limits + outside 6Km from
c) In case the fund invests in another fund then: within 6 kms from local limit

1) Minimum 90% of the proceeds should be invested in such other fund and local limits

Iii) such other fund invests 90% in equity shares of domestic companies. Above 10lakh within local limits + outside 8 Km

d) The criteria of 65%/90% will also be applicable to ULIP. within 8 kms from local |from local limit

e) ULIP policy will be treated as a capital asset (equity oriented fund) only if- limits

i)itis issued on/after 1st Feb 2021. ii)the premium payabl