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ABOUT THE SUBJECT
Income Tax-II subject includes all those methods and techniques that facilitates to calculate tax on different
incomes such as, Capital gain, Income from other sources etc. This subject also explains the various major
concept o f Indian Taxation System.
The important topics covered in Income Tax-II subject are as follows;
❖

Introduction to Capital Gain.

❖

Concept of Cost o f Acquisition.

❖

Income from Other Sources.

❖

Concept o f Clubbing and Aggregation o f Income.

❖

Computation of Tax Liability.

❖

Concepts o f Income Tax Returns and Filing o f Returns.

❖

Concept of Assessment.

The main objective behind introducing the subject ‘Income Tax-II’ in B.Com course is to make students
acquire both theoretical and practical knowledge o f the above mentioned topics.

ABOUT THE BOOK
The book entitled ‘Income Tax-II’ is designed for B.Com II-Year IV-Semester students. The content
provided in this book is strictly as per the latest (2016-17) syllabus prescribed by Osmania University.
Every concept is explained in a simple manner with sufficient number o f examples so as to facilitate better
understanding and easy learning in a shorter span o f time. Keeping in view the examination pattern of
B.Com students, this book provides the following features,

❖

Frequently Asked Questions and Important Questions are included to help students prepare for
Internal and External Assessment.
'
Previous university question papers are included in the units matching with the old syllabus.

❖

Every unit is structured into two main sections viz., Short Questions (Part-A) and Essay Questions

❖

(Part-B) with solutions.
❖

List o f Important Definitions and Formulae are given.

❖

Three Model Papers are provided in order to help students understand the paper pattern in the end
examination.

An attem pt has been made through this book to present theoretical and practical know ledge o f

“Income Tax-II”. This book is especially prepared for undergraduate students.

The table below illustrates the complete idea about the subject, which will be helpful to plan and score
good marks in the end examinations.
Unit No.
1.

Unit Description

Unit Name
Capital Gains

1

This unit covers the topics like: Introduction - Meaning - Scope of Charge
—Basis of Charge - Short Term and Long Term Capital Assets - Transfer
of Capital Asset - Deemed Transfer - Transfer Not Regarded as Transfer Determination of Cost of Acquisition - Procedure for Computation of LongTerm and Short-Term Capital Gains/Losses - Exemptions in Respect of
Certain Capital Gains u/s. 54 - Problems on Computation of Capital Gains.

2.

Income From Other This unit covers the topics like: General Incomes u/s. 56( 1) - Specific Incomes
Sources

u/s. 56(2) - Dividends u/s. 2(22) - Interest on Securities - Gifts Received by
an Individual - Casual Income - Family Pension - Rent Received on Let Out
of Furniture- Plant and Machinery With/Without Building - Deductions u/s. 57 Problems on Computation on Income from Other Sources.

3.

Clubbing and

This unit covers the topics like: Income of Other Persons Included in the Total

Aggregation of

Income of Assessee - Income from Firm and AOP - Clubbing Provisions

Income

- Deemed Incomes - Provisions of Set-off and Carry Forward of Losses Computation of Gross Total Income - Deductions from GTI u/s 80C to 80U
- Problems on Computation of Taxable Income.

4.

Assessment of

This unit covers the topics like: Computation of Tax Liability - Applicability of

Individuals

Alternate Minimum Tax on Individual u/s 115JC - Problems on Computation
of Tax Liability.

5.

Assessment

This unit covers the topics like: Income Tax Returns - Types of Returns - Filing

Procedure

of E-Return - Assessment - Types ofAssessment - SelfAssessment - Provisional
Assessment - Regular Assessment - Best Judgement Assessment - Reassessment
- Rectification of Mistakes - Notice on Demand.

It is sincerely hoped that this book will satisfy the expectations o f students and at the same time helps
them to score maximum marks in exams.
♦

Suggestions for improvement o f the book from our esteemed readers will be highly appreciated and
incorporated in our forthcoming editions.
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LIST OF IMPORTANT DEFINITIONS AND FORMULAE

UNIT - 1
1.

Cost of acquisition refers to the total cost of expenses incurred by the assessee for acquiring the asset.
Cost of acquisition = Purchase price + Expenses incurred after purchase [Installation charges]

2.

Method of Indexing [Sec.-48(iii)]:
Situation

Indexing

Previous year index
1. I f long term capital asset is
Actual cost o r F.M.V [W.E.H] *
Index o f purchase year
acquired before 1-4-81_____________________________________
2. If long term capital asset is
acquired after 1-4-81
3 . Cost o f improvement
incurrent after 1-4-81
4. Long term capital asset
v/s 49(i) after 1-4-81 but
was acquired by previous
owner before 1-4-81

Original cost o f the asset *

Cost o f improvement x

Previous year index
Index of purchase year

Previous year index
Index o f improvement year

Actua| cost or FMX
Previous year index
on 1-4-81 [W.E.H] x Index of year in which present
seller became its owner

3.

Capital gain refers to profits earned from sale or transfer of capital assets.

4.

U/s 2(42A), any asset which is held by the assesses for a period not exceeding 3 years or 36 months then it is
considered as short term capital asset.

5.

Expenses incurred for transfer or sale of an asset are termed as transfer expenses.

UNIT - II
1.

Gross prize amount = Net prize Amount x -----70

2.

Income from other sources refers to those incomes which does not fall under any of the following four heads of
incomes i.e.,
(i)

Income from salary

(ii)

Income from house property

(iii) Income from business or profession and
(iv) Income from capital gains.
3.

Value of taxable = Stamp duty value - Consideration paid

4.

IValue of taxable income = F.M.V - Consideration valuel

5.

Casual income is an income which is eamed/received from an element of chance or may be from any investment, asset
or the services rendered by the persons.

6.

Gross Interest = Face value x Rate/100
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7.

INCOME TAX-II

The income from interest on securities is the amount of interest received by the investor after investing his money
in the bonds which are issued by the government or through the debentures of a limited company.

8.

Dividend refers to the profits received by the shareholders from their company or mutual funds issued by the company
to its unit holders.

9.

Collection charges are charges levied by bank for collecting interest and allowed deductions u/s 57, it is deducted
from gross income from interest on securities.

UNIT - III
1.

When assets are transferred directly or indirectly by an individual to his spouse or son’s wife and such asset is invested
by the transferee (i.e., Spouse or son’s wife) in any business not as capital contribution, that amount of income will
be included as the income of invidual (transferor) and can be calculated as follows,
Business Income *

2.

Value of the asset on the first day of previous year
Total investment in the business on first day of previous year

As per the rules prescribed under income tax Act 1961, carry forward of losses refers to transferring the losses
incurred in on previous year to the next previous year in order to make adjustment.

3.

Transaction which have an effect on paper and all benefits and rights enjoyed by the transferor such transactions are
considered as benami transactions.

4.

When an individual transfer the self acquired property to HUF, then income obtained from such asset is considered
as transferor’s income.

5.

Long term capital loss can be set-off only from long term capital gain, but short term capital loss can be set-off by
both long term and short term capital gain.

6.

Qualified savings u/s 80C are the savings on which deduction is allowed on repayment of house loan, premium paid
for life insurance policy etc.

UNIT - IV
1.

Bond washing transaction is a process wherein a security owner transfer security to other person a few days before
the due date and again same or similar security is acquired by the owner after the due date.

2.

Tax rebate u/s 87(A) is defined as concession in tax payment. Tax rebate can be claimed only by ‘individuals’ i.e.,
non-senior citizens and senior citizens whose residential status is ‘Resident’ relevant to the previous year and having
total taxable income below 5,00,000. It is taxed on normal and special incomes except casual incomes.

3.

Tax liability is the amount of tax that a company/ person/ individual is bound to pay legally to an authority/
Government. Tax liability is computed after computing the total income of the concern.

4.

The adjusted total income is that the total income of an individual where income is computed under different heads
like income from salary, house property, capital gains etc.

5.

The concept of AMT (Alternate Minimum Tax) is established by the Finance Act, 2011.
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L.3

1.

Assessment procedure is the process of computing total income and tax liability of the assessee.

2.

Income tax return is a form of reporting the income and filing a income tax return by an individual whose total
income exceeds the basic exemption limit.

3.

A person who files the return on his own before the due date as per the provisions of the Act is termed as voluntary
return.

4.

When a person file return after the due date of filing the return is known as belated return.

5.

An assessment of tax liability done by the assessee himself is termed as self assessment.

6.

Regular assessment means assessment done by the assessing officer after sending the notice to the assessee.

7.

An assessment made based on the judgement of the Assessing Officer (AO) is termed as best judgement assessment.

8.

Determining the tax liability of the assessee on the escaped income is known as reassessment.

9.

Full form of PAN is Permanent Account Number, it is a 10 digit alphanumeric number allotted by the CBDT to the
assessee.
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B.Com (CBCS) 11-Year IV-Semester Examination

INCOME TAX-II
( Common Paper for All Streams )

Time: 3 Hours______ _________________ ________

Max. Marks: 80

P A R T - A ( 5 x 4 = 20 Marks )

Note : Answer any Five o f the following questions in not exceeding 20 lines each

1.

Types of Capital Assets

(Unit-I, Page No. 2, Q1)

2.

Compute income from other sources from the information given below:
(i)

Gift from friend ? 75,000

(ii)

Interest on bank deposits ? 18,500

(iii) Winnings from lottery ? 70,000 (Net)
(iv) Dividends from Reliance Industries ? 38,000 (Gross).
3.

(Unit-ll, Page No. 34, Q8)

Compute total Income from the following particulars.
Income from Business

? 7,50,000

Income from other sources

? 1,00,000

Loss from self occupied house

? 18,000

Deduction u/s 80D

? 10,000

Deduction u/s 80C

? 20,000

Deductions to PM relief fund u/s 80G

? 6,000

(Unit-Ill, Page No. 63, Q5)

4.

Write a short note on computation of tax liability.

(Unit-IV, Page No. 100, Q1)

5.

What is income tax return? List out the types of income tax return.

(Unit-V, Page No. 126, Q2)

6.

Compute income from other sources of Sri Vikas for the Annual Year 2011-12,
(a)

Divided from UTI ? 15,000

(b)

15% interest from P.0 savings bank ? 10,000.

(c)

Interest on F.D from Punjab National Bank ? 7,000 income credited to his account.

(d)

30,000 - 7% debentures of JCT Mills Ltd.

(e)

1,00,000 - 8% tax free commercial securities.

The bank charges 2% commission on collection of gross interest.

_

----- _

---- -
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(Unit-ll, Page No. 33, Q3)

MP.2
7.

8.

INCOME TAX-II

Write about,
(a)

Liability of transferee to pay the income tax included in the income of transferor.

(b)

Share of income from A.O.P firm.

(Unit-Ill, Page No. 62, Q2)

What do you understand by the term PAN?

(Unit-V, Page No. 127, Q6)

P A R T - B ( 5 x 12 = 60 Marks )

Note: Answer the following questions in not exceedingfour pages each.

9.

(a)

Explain in detail about transfer of a capital asset.

(Unit-I, Page No. 6, Q11)

OR
(b)

Mrs. Sharyana transferred the following assets during the year 2015-16.
(i)

Shares purchased on 15-6-2015 for ? 2,50,000. On 21-03-2016 they were
sold fo r ? 4,50,000. Transfer Expenses 2.5%.

(ii) Plant and machinery purchased in 2006-07 for ? 22,00,000 having a W.D.V.
of ? 9,50,000 sold for ? 6,55,000.
(iii) Household furniture purchased on 14-7-2007 for ? 4,20,000. On
25-12-2015 they were sold for ? 3,85,000.
(iv) Urban Agricultural Land purchased on 25-11-1997 for ? 3,85,000.
On 14-02-2015 sold for ? 25,00,000. Invested in the same a sset:
? 2,50,000. Compute Taxable Capital Gains.
(CM : 1997-98 : 331 : 2007-08 : 551 : 2015-16 : 1081).
10.

(a)

(Unit-I, Page No. 15, Q18)

What do you mean by income from other sources? Explain briefly about
General Incomes Under Section 56(1).

(Unit-ll, Page No. 35, Q9)
OR

(b)

From the following particulars of Mr. Z compute income from other sources for
the annual year 2016-17.
(i)

? 65,000 in fixed deposit with BOI, rate of interest 9% p.a.

(ii) ? 1,20,000 debentures of a Co. (Rate of interest 12% p.a.)
(iii) Winnings from lottery received ? 1,40,000, loss from Horse Race ? 32,000.
(iv) Mr. Z received ? 85,000 gift from his father and ? 62,000 from friend as a gift
during the P.Y.
(v) Dividends from Indian company received ? 18,000, rate of TDS 10%.
(vi) Rent from open plot ? 3,000 p.m. Municipal taxes paid ? 2,000 p.a.
(vii) Rent received by let out of Plant and Machinery ? 55,000, Depreciation on
P & M ? 12,000.
(viii) Agriculture income from outside India ? 18,000.
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(Unit-ll, Page No. 54, Q27)

Particulars

Mr. Sharma

Mrs. Sharma

Salary from SIA Group

4,30,000

-

Capital gain : Short term

1,80,000

—
Time

Income From Other Sources:
Bank interest

24,000

12,500

7,200

5,500

6,41,200

18,000

Interest on Govt. Securities

Additional Information:

1.
Mr. Sharma does not have any qualification and experience, he is employed by
SIA Group because Mrs. Sharma holds 22% equity share capital in SIA Group
from 12 Sept. 2015.
You are required to calculate gross total income of Mr. And Mrs. Sharma for the
assessments year 2016-17.
12.

(a)

Discuss various types of incomes that are needed to compute taxable income
of an individual and explain the procedure for computing total income.

2.

(Unit-Ill, Page No. 65, Q9)

(Unit-IV, Page No. 101, Q5)

4.

OR
(b)

13.

(a)

5.

The following particulars related to Mr. Raja for the previous year 2015-16.
Calculate his total Income and Tax Liability for the Assessment year 2016-17.
0)

Income from Salary

3.

6.
7.

? 7,53,000

(ii) Income from House Property (let out)

? 87,500

(iii) Loss from House Property (self occupied)

? 29,600

(iv) Long term Capital Gain

? 3,50,000

(v) Income from Other Sources

? 3,38,000

(Vi) Interest on Higher education Loan

? 29,000

(vii) Medical Insurance Premium

? 36,000

(viii)Qualified Savings u/s 80C

? 1,32,000

8.

(Unit-IV, Page No. 107, Q11)

What do you understand by assessment procedure? State the features and
stages of assessment procedure.

(Unit-V, Page No. 128, Q7)

9.

OR
*

(b)

Explain briefly about Permanent Account Number (PAN).

(Unit-V, Page No. 132, Q11)
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B.Com (CBCS) 11-Year IV-Semester Examination

INCOME TAX-II
( Common Paper for All Streams )

Max. Marks: 80

Time: 3 Hours
P A R T - A ( 5 x 4 = 20 Marks )

Note : Answer any Five o f the following questions in not exceeding 20 lines each

(Unit-I, Page No. 2, Q2)

1.

Indexed Cost of Acquisition

2.

From the following information, compute Mr. Rao’s income from interest on securities
(a)

? 97,000 - 12% Tax free debentures of M/s. Ramam & Company.

(b)

? 88,500 - 15% Mumbai Municipal Corporation Bonds.

(c)

? 25,000 - 10% 12 years National Defence Certificates.

(d)

Collection charges - ? 15,000.

(Unit-ll, Page No. 32, Q1)

3.

Deduction u/s 80E

(Unit-Ill, Page No. 62, Q1)

4.

What are the different types of securities?

(Unit-ll, Page No. 34, Q5)

5.

Write the procedure of computing total income.

(Unit-IV, Page No. 100, Q4)

6.

Write a note on summary assessment and scrutiny assessment.

(Unit-V, Page No. 126, Q3)

7.

Write a note on filing of e-return and reassessment.

(Unit-V, Page No. 127, Q4)

8.

Compute total income from the following information,
(i)

Income from salary ? 5,00,000.

(ii)

Loss from seif occupied house ? 20,000.

(iii) Short-term capital gains ? 25,000.
(iv) Long-term capital loss ? 50,000.
(v)

Qualified savings u/s 80C ? 70,000.

(Unit-Ill, Page No. 63, Q6)

P A R T - B ( 5 x 12 = 60 Marks )

Note: Answer the following questions in not exceedingfour pages each.

9.

(a)

Write a brief note on,
(i)

Short-term capital asset

(ii) Long-term capital asset
(iii)

Assets exempted from capital assets.
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(Unit-I, Page No. 5, Q10)

MODEL QUESTION PAPERS WITH SOLUTIONS

Mr. Suryanarayana owns a residential house which was purchased by him in
1979 for ? 1,25,000. The FMV as on 1.4.81 was ? 2,50,000. Mr. Suryanarayana
spent 2,86,000 for the construction of two additional rooms in the year 1997-98.
This house is sold by him on 10.6.2014 for a consideration of ? 59,00,000.
The brokerage and expenses on transfer was 3%. He invested ? 8,00,000 for
purchase of a new house on 10.3.2015 and deposited 2,00,000 in Nationalized
Bank under capital gain account (Cll for the year 1981-82 : 100 ; 1997-98 : 331
2014-15 : 1024).
Explain briefly about various deductions u/s 57.

Compute income from other sources of X from the following information:
(i)

Royalty on books ? 50,000

(ii) Rent from open land ? 12,000
(iii) Family pension ? 60,000
(iv) Lottery prize received ? 70,000 and tax deducted ? 30,000
(v) Rent from letting plant and machinery ? 72,000 and its repairs ? 2,000
and depreciation ? 15,000.
(vi) Rent from sub letting a house ? 36,000 and rent paid ? 24,000.
(vii) Interest on tax free debentures of ABC company ? 12,000.
(viii) Interest on tax free debentures of Indian railways ? 12,000.
Define AOR What are the steps regarding computation of total income
of AOP?

Compute the taxable income of Mr. Anurag for the assessment year 2017-18
from the particulars given below,
(i)

Income from house property (computed) ? 61,000.

(ii)

Income from business ? 1,70,000.

(iii) Long term capital gain from
(a) Land ? 65,000
(b) Jewellary ? 30,000.
(iv) Dividends from cooperative society (gross) ? 15,000.
(v) Paid ? 28,100 as life insurance premium on his own life on a policy of ? 2,00,000
(Policy issued on 1, May-2013).
(vi) Paid ? 6,500 on life policy of ? 50,000 acquired in 2010.
(vii) Deposited ? 18,100 in an equity linked saving scheme notified u/s 80C.
(viii) Donation to a charitable institution u/s 80G ? 30,000.
(ix) Deposited in national saving scheme, 1992 ? 12,000.
(x) Interest accrued on fixed deposit in Bank ? 6,500.
(xi) Interest accrued on N.S.C-VIII issue purchased in November 2015 for
?35,000 is ? 2,000.
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MP.6
12. (a)

INCOME TAX II

Discuss briefly about the applicability of Alternate Minimum Tax (AMT) on
individual under section 115 JC.

(Unit-IV, Page No. 106, Q10)

OR
(b)

The following particulars related to Mr. Narasimha for the previous year
2014-15. Calculate his total income and tax liability for the assessment
year 2015-16.
(i)

Salary received 35,000 p.m

(ii) Profession tax paid 250 p.m
(iii) Rent received from house ? 38,000 p.m
(iv) During the previous year he sold gold for ? 19,00,000, selling
expenses 1.5%; cost of the ornaments in March, 2010 ? 4,26,700
(CM : 2009-10:632) (CM 2014-15 : 1024)
(v) Interest on bank deposits ? 19,000
(vi) Medical claim premium for himself ? 28,000 and dependent children
? 21,000
(Unit-IV, Page No. 108, Q12)

(vii) Qualified savings u/s 80C ? 1,28,000.
13.

(a)

What do you mean by income tax return? State its advantages and
disadvantages.

(Unit-V. Page No. 129, Q8)

OR
(b)

What is assessment? Explain different types of assessments under Income
Tax Act, 1961.
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MODEL QUESTION PAPERS WITH SOLUTIONS

MP.7

MODELIQ
PAPER
FACULTY O F C O M M E R C E
B.Com (CBCS) ll-Year IV-Semester Examination

INCOME TAX-II
( Common Paper for All Streams )

Time: 3 Hours

Max. Marks: 80
P A R T - A ( 5 x 4 = 20 Marks )

Note : Answer any Five o f the following questions in not exceeding 20 lines each

1.

From the information given below compute taxable capital gain of Mr. Sudhir for the A. Y
2012-13. Sold agricultural land situated with the municipal limits fo r? 40,00,000
on 1st May 2011. Land was purchased in October 1987 for ? 3,00,000. Out of the
sale proceeds he deposited ? 10,00,000 in public sector bank under capital gain
account scheme to purchase agriculture lands in rural areas. Transfer expenses
? 50,000 (Cl 1-1987-88 = 150 ; 2011-12 = 785).
(Unit-I, Page No. 3, Q6)

2.

Define cost of acquisition.

3.

(Unit-I, Page No. 2, Q3)

Rohit Arora furnished the following particulars of his income for the Financial Year

2011- 12.
(a)

Dividend received from UTI ? 10,000.

(b)

Net amount received as winning from horse race ? 21,000.

(c)

Amount won from T.V programme “Kaun Banega Crorepati” ? 2,00,000 (Gross).

(d)

Winning from lottery (Net) ? 70,000. Cost of lottery ticket was ? 1,000.

4.

What are tax free securities?

5.

Compute total income from the following information,
(i)

Income from salary ? 2,50,000

(ii)

Loss form self occupied house ? 20,000

(iii)

Short term capital gains ? 5,000

(iv)

Long term capital gains ? 22,000

(v)

Income from other sources ? 2,00,000.

(Unit-ll, Page No. 32, Q2)
(Unit-ll, Page No. 33, Q4)

(Unit-Ill, Page No. 62, Q4)

6.

Bond Washing Transactions

(Unit-IV, Page No. 100, Q2)

7.

Best Judgement Assessment

(Unit-V, Page No. 126, Q1)

8.

State few provisions relating to rectification of mistake.

(Unit-V, Page No. 127, Q5)
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INCOME TAX-II

P A R T - B ( 5 x 12 = 60 Marks )

Note: Answer the following questions in not exceeding four pages each.

9.

(a)

Explain about the exemptions in respect of certain capital gains u/s 54.

(Unit-I, Page No. 13, Q17)

OR
(b)

10.

(a)

Ravi Kishore sold a plot of land in Hyderabad on 15-9-2015 (C.I.I. = 1081) for
? 18,50,000. Selling Expenses paid 1.5% on sale price. The plot was received
by him on death of his father on 15-2-1985 (C.I.I. = 125). His father acquired
it on 5th May, 1975 for? 1,00,000 and its FMV on 1-4-1981 was ? 1,20,000.
On 20-3-2016 he purchased NHAI bonds for ? 2,50,000 and ? 7,50,000 is used
to buy residential house. Compute income from capital gains for the annual
year 2016-17.

(Unit-I, Page No. 26, Q28)

Calculate income from other sources from the information given below of
Mr.Sanjayfor theA.Y. 2012-13.
1.

? 80,000 12% central govt. loan.

2.

? 1,00,000, 9% preference shares of Paper Mill Co.

3.

? 40,000, 10% securities issued by Govt, of England.

4.

? 1,60,000, 15% (Tax free) debentures of a Ltd. Co. unlisted.

5.

Winning from lottery ? 25,000 (Net).

6.

Received ? 50,000 as gift from his friend.

7.

Received ? 1,40,000 as gift on his marriage.

8.

? 8,000 p.m, Scholarship for research work from UGC.

9.

Bank collection charges on all receipts ? 4,500.

(Unit-ll, Page No. 49, Q22)

OR
(b)

Mr. Intelligent has the following investments for the previous year ended
31-3-2017.
1.

Dividends (Gross)

7,800

2.

Royalties received

48,000

3.

Examination remuneration

2,000

4.

Lotteries winnings (Net)

27,640

5.

? 40,000 -10% debentures of a company (Listed).

6.

? 50,000 - 13% less-tax commercial securities.

7.

? 40,000 -12% tax-free Punjab Govt. Securities.

8.

? 40,000 -10% tax-free debentures of ‘Z’ Ltd.

9.

? 3,176 as interest on tax free debentures (not listed)

On 1st July 2016, he sold debentures of Z Ltd. fo r? 45,000. In August 2016, he
inherited 15%, 60,000 preference shares of ‘A’ Ltd. from his uncle. Interest and
dividends on the above securities fall due on 30th June and 31st December every
year.
He claims the following deductions:
1.

Collection charges at 2% of gross income.

2.

Cost of the lottery ticket ? 2,000.

Compute his taxable income from other sources.
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9.

(a)

Explain about the exemptions in respect of certain capital gains u/s 54.

(Unit-1, Page No. 13, Q17)

OR
(b)

10.

(a)

Ravi Kishore sold a plot of land in Hyderabad on 15-9-2015 (C.I.I. = 1081) for
? 18,50,000. Selling Expenses paid 1.5% on sale price. The plot was received
by him on death of his father on 15-2-1985 (C.I.I. = 125). His father acquired
it on 5th May, 1975 for ? 1,00,000 and its FMV on 1-4-1981 was ? 1,20,000.
On 20-3-2016 he purchased NHAI bonds for ? 2,50,000 and ? 7,50,000 is used
to buy residential house. Compute income from capital gains for the annual
year 2016-17.

(Unit-I, Page No. 26, Q28)

Calculate income from other sources from the information given below of
Mr.Sanjay for the A.Y. 2012-13.
1.

? 80,000 12% central govt. loan.

2.

? 1,00,000, 9% preference shares of Paper Mill Co.

3.

? 40,000, 10% securities issued by Govt, of England.

4.

? 1,60,000, 15% (Tax free) debentures of a Ltd. Co. unlisted.

5.

Winning from lottery ? 25,000 (Net).

6.

Received ? 50,000 as gift from his friend.

7.

Received ? 1,40,000 as gift on his marriage.

8.

^ 8,000 p.m, Scholarship for research work from UGC.

9.

Bank collection charges on all receipts ? 4,500.

(Unit-ll, Page No. 49, Q22)

OR
(b)

Mr. Intelligent has the following investments for the previous year ended
31-3-2017.
1.

Dividends (Gross)

7,800

2.

Royalties received

48,000

3.

Examination remuneration

2,000

4.

Lotteries winnings (Net)

27,640

5.

? 40,000 -10% debentures of a company (Listed).

6.

? 50,000 -13% less-tax commercial securities.

7.

? 40,000 -12% tax-free Punjab Govt. Securities.

8.

? 40,000 - 10% tax-free debentures of ‘Z’ Ltd.

9.

? 3,176 as interest on tax free debentures (not listed)

On 1st July 2016, he sold debentures of Z Ltd. for ? 45,000. In August 2016, he
inherited 15%, 60,000 preference shares of ‘A’ Ltd. from his uncle. Interest and
dividends on the above securities fall due on 30th June and 31st December every
year.
He claims the following deductions:
1.

Collection charges at 2% of gross income.

2.

Cost of the lottery ticket ? 2,000.

Compute his taxable income from other sources.
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MODEL QUESTION PAPERS WITH SOLUTIONS

11.

(a)

MP.9

Explain the provisions of set off losses under Income Tax Act.

(Unit-Ill, Page No. 72, Q17)

OR
(b)

Mr. Ajay, an Indian resident, provides the following information of his income for
the assessment year 2016-17. You are required to deal with set-off and carry
forward of losses.
Particulars

Amount (?)

(i)

Income from securities (gross)

(ii)
(iii)

Income from residential house (computed)

(iv)

Income from an agency business

5,000

(v)

Speculation income

5,000

(vi)

Short-term capital gain

7,000

(vii)

Long-term capital gain

12,500

13,000

Profits from silk business

8,000
28,000

The carry forward items from the assessment year 2015-16 are :
(i)

Loss from cotton business (discontinuedin 2014-15)

(ii) Loss in agency business

6,000

(iii) Loss from silk business

6,000

(iv) Speculation loss

7,000

(v) Short-term capital loss

9,000

(vi) Long-term capital loss (of previous year 2013-14)

9,500
_ X 500.

Current years depreciation for silk business is
12.

(a)

Write about computation of tax liability.
.

(b)

7,000

....

(Unit-Ill, Page No. 76, Q19)
(Unit-IV, Page No. 103, Q7)

......................... OR.

Compute total income and tax liability of x from the following information,
(i)

Income from let out house ? 2,75,000

(ii) Loss from self occupied house ? 75,000
(iii) Profits from silver speculation ? 2,50,000
(iv) Long term Kirana business ? 50,000
(v) Long term capital loss ? 10,000
(vi) Short term capital gains ? 2,00,000
(vii)

13.

(a)

Income from other sources ? 2,50,000

(viii) Deductions for donation u/s 80G 10,000.

(Unit-IV, Page No. 110, Q13)

State the rules regarding filing of e-return and verification of returns.

(Unit-V, Page No. 133, Q12)

OR
(b)

What do you understand by rectification of mistakes? Discuss the provisions
relating to rectification of mistake.

(Unit-V, Page No. 138, Q17)
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LEARNING OBJECTIVES

After studying this unit, one would be able to understand,
❖

Capital Gains-Meaning, Scope and Basis of Charge.

❖

Concept of Short-Term and Long-Term Capital Assets.

❖

Transfer of Capital Assets and Deemed Transfer.

❖

The Transactions which are not regarded as Transfer.

❖

The Determination of Cost of Acquisition.

❖

The Procedure for Computation of Long-Term and Short-Term Capital Gains/Losses.

❖

Exemptions in Respect of Certain Capital Gains u/s 54.

c

INTRODUCTION

Capital gain refers to profits which is earned from the sale (transfer) of capital assets. Capital gain is taxable
in a year other than the year in which capital asset is transferred. However, in some cases, capital gain may
also arises even if there is no transfer of capital asset. There are two types of capital gains. They are,
1.

Long Term Capital Gain (LTCG)

2.

Short Term Capital Gain (STCG).

As per Sec. 2 (29B), any capital gain arising from the transfer of a long-term capital asset is referred as long
term capital gain. It will be taxed at 20% flat rate (plus education cess, higher and secondary education cess
and surcharge).
As per Sec. 2 (42B), any capital gain arising from the transfer of a short-term capital asset is referred as short
term capital gain. It is taxed on slab basis and it is included in the total income under income from other heads.
'

• "V

■

. •; ■

»

_

_•

According to u/s 45(2), if a capital asset is converted into stock-in-trade or is treated as stock-in-trade by the
assessee, then it is deemed to be transferred. Under this head, the difference between cost price and market
price will be taxable as capital gain.
Cost of acquisition refers to the total cost of expenses incurred by the assessee for acquiring the asset. Cost
of Inflation Index (CII) is used to indicate inflated or increased cost price of an asset. As per provisions of
Sec.48 (CII) is notified in respect of each previous year separately.
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PART-A
S H O R T Q U E S T IO N S W IT H S O L U T IO N S
Q1.

Types of Capital Assets

Answer :

(Model Paper-1, Q1 | March/April-16, Q6)

There are two types of capital assets,

(i)

(i)

Short term capital assets.

(ii)

Long term capital assets.

Short Term Capital Asset

Any asset which is held by the assessee for a period not exceeding 3 years or 36 months then it is considered as
short term capital asset.
(ii)

Long Term Capital asset

If an asset is held by the assessee for more than 3 years or 36 months, then it is considered as long term capital asset.
Similarly for equity and preference shares, should be held by the assessee in more than (12 months) a year.___________
Q2.

Indexed Cost of Acquisition

Answer

:

(Model Paper-ll. Q1 | March/April-17, Q6)

As per provisions of Sec. 48, indexed cost of acquisition is termed as the amount which takes the cost of acquisition
and same proportion as Cost of Inflation Index (CII) for the year or for the year beginning on 1-04-1981 in which the asset
was held by the assessee.
Q3.

Define cost of acquisition.

Answer

:

Model Paper-Ill, 0 2

Cost of acquisition refers to the total cost of expenses incurred by the assessee for acquiring the asset.
Cost of acquisition = Purchase price + Expenses incurred after purchase [Installation charges]
In case, if cost of asset cannot be ascertained due to any reason, then fair market value is taken as “cost of acquisition”.
If the asset is constructed or manufactured, then all expenses incurred on construction or manufacturing is taken as
“cost of acquisition”.
Asset purchased before 1-4-81, then acquisition will be the least of the following two amounts:
(i)

Actual cost

(ii)

Fair market value (F.M.V) on 1-4-1981.

Q4.

Mr. Santhosh purchased a house for ? 3,90,000 and after 2 months he sold the same for ? 4,50,000
selling expenses ? 20,000. Calculate Capital Gain.

Answer :

Oct.-14, Q6

Calculation of Capital Gain
Particulars

Consideration received
Less: Selling expenses

Amount (?)

4,50,000
20,000

Net consideration

4,30,000

Less: Cost of acquisition

3,90,000

Income from Capital Gain (short term)

40,000

Note:

The asset is held by the assessee for less than 3 years. Hence the profit on sale of asset is short term capital gain.
For short term capital asset indexed cost of acquisition is.not calculated.
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Q5.

3

Sudhir purchased an open plot in Hyderabad on 1-1-2012 for ? 20,00,000 and paid ? 20,000 for its
registration. He sold it for? 25,00,000 on 1-1-2013 and paid brokerage ? 20,000. Compute capital gains.

Answer

:

M arch/A p ril-14,04

Computation of Mr. Sudhir’s Income from Capital Gain for the Assessment Year 2017-18
Particulars

Amount

Amount

(?)

(?)

Consideration received

25,00,000

Less : Brokerage

20,000

Less : Registration expenses

20,000

40,000

Net consideration

24,60,000

Less : Cost of acquisition

20,00,000

Income from Capital Gain (Short term)

4,60,000

Note

The plot is held by the assqssee for less than 3 years. Hence the profit on sale of asset is a short term capital gain,
for which indexed cost of acquisition is not calculated.
Q6.

From the information given below compute taxable capital gain of Mr. Sudhir for the A.Y 2012-13. Sold
agricultural land situated with the municipal limits fo r? 40,00,000 on 1st May 2011. Land was purchased
in October 1987 for? 3,00,000. Out of the sale proceeds he deposited ? 10,00,000 in public sector bank
under capital gain account scheme to purchase agriculture lands in rural areas. Transfer expenses
? 50,000 (CII-1987-88 = 150 ; 2011-12 = 785).

Answer

:

(Model Paper-Ill, Q1 | Oct./Nov.-13, Q7)

Note: Problem is solved as per the assessment year 2017-18. C1I for 2017-18 is 1125

Computation of Mr. Sudhir’s Income from capital gain for the assessment year 2017-18
Particulars

Amount
(?)

Consideration received
Less: Transfer expenses

Net consideration

40,00,000
50,000
39,50,000

Less: Indexed cost of acquisition

3,00,000 x - ^ -

22,50,000
17,00,000

Less: Exemption u/s 54 B
Income from Capital Gain
Q7.

10,00,000
7,00,000

X sells agricultural land situated in an urban area for? 10,31,000 (brokerage paid @ 2%) on March 31st
2012, cost of acquisition ? 1,05,000 as March 1st 1988. It was used for agricultural purpose since 1991.
On April 6th 2012, he purchased another agricultural land for ? 1,50,000.

Answer

S

M arch/April-13,Q 6

Note: Problem is solved as per the assessment year 2017-18

_

_

_

_

_

_

_

_

_

_
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Computation of Mr. X’s income from capital gain for the assessment year 2017-18
Particulars

Amount

(?)
Consideration received (Sale price)
Less: Brokerage

10,31,000

'10,31,000x2'
100

20,620
10,10,380

Net consideration
Less: Indexed cost of acquisition

1,05,000 x - ^ - ]

7,87,500

Capital gain

2,22,880

Less: Exemption u/s 54 B

1,50,000

Income from Capital Gain
Q8.

72,880

Mr. Raj sold a plot of land at Sec-bad on 01-06-2010 for ? 20,40,000. He paid ? 40,000 as selling
expenses. The plot was received by him on death of his father on 15-03-1985. His father had acquired
it on 01-04-1980 for ? 1,50,000 and its FMV on 01-04-1981 was ? 2,00,000.
(Cll - 2010-11 = 711 ; Cll -1984-85 = 125). Compute capital gains.

Answer

:

March/April-12, Q5

Note: Problem is solved as per the assessment year 2017-18. CII = 1125

Computation of Mr. Raj’s income from capital gain for the assessment year 2017-18
Particulars

Consideration received
Less: Selling expenses

Net consideration

Amount (?)

20,40,000
40,000
20,00,000

Less: Indexed cost of acquisition

18,00,000

2,00,000
Capital Gain

2,00,000

Working Notes

Calculating Indexed Cost of Acquisition
Index cost of acquisition
= Original Cost (or) F.M.V on 1-4-81 x
=2,00,000 x

Previous Year Index
Index of First Year in Which Asset was Held by the Assessee

= ? 18,00,000

[Previous year index i.e., 2016-17 is 1125].
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PART-B
ESSAY Q U E S T IO N S W IT H S O L U T IO N S
1.1

CAPITAL G A IN S - IN TR O D U C T IO N , M E A N IN G , SCOPE AND BASIS OF CHARGE

Q9.

Define capital gain. State its scope and basis of charge.

Answer :
Capital Gains

Capital gain refers to profits which is earned from the sale (transfer) of capital assets. Capital gain is taxabli , . a
year other than the year in which capital asset is transferred. However, in some cases, capital gain may also arises e
it
there is no transfer of capital asset. There are two types of capital gains. They are,

1.

1.

Long Term Capital Gain (LTCG)

2.

Short Term Capital Gain (STCG).

Long Term Capital Gain (LTCG)

As per Sec. 2 (29B), any capital gain arising from the transfer of a long-term capital asset is referred as long t v .,
capital gain. It will be taxed at 20% flat rate (plus education cess, higher and secondary education cess and surcharg* )
2.

Short Term Capital Gain (STCG)

As per Sec. 2 (42B), any capital gain arising from the transfer of a short-term capital asset is referred as short !
capital gain. It is taxed on slab basis and it is included in the total income under income from other heads. For exam
Income from house property, income from salary etc.
Scope and Basis of Charge

The scope and basis of charge in capital gain is based on certain conditions. The following are the essential cond
required to charge income under the head “Capital Gain”,
1.

There must be capital asset.

2.

There must be transfer (sale) of capital asset in the previous year related to the current year.

3.

On transfer of capital asset there must be profit or loss.

4.

These capital gains are not exempted u/s 54, 54B, 54D, 54EC, 54F, 54G, 54GA and 54GB.

1.2

SHORT TERM AND LONG TERM CAPITAL ASSETS

Q10. Write a brief note on,
(i)

Short-term capital asset

(ii)

Long-term capital asset

(iii) Assets exempted from capital assets.
A nsw er :

(i)

Model Paper II. Q9 a)

Short-Term Capital Asset

According to u/s 2(42A), any asset which is held by the assessees for a period not exceeding 3 years or 36 tin »i is
then it is considered as short term capital asset. Therefore, assets can be treated as short-term capital assets, if they ate lu .I
for not more than 12 months.
Some of the short-term capital asset are listed below,
(a)

A security including shares listed in a recognized stock exchange in India.

(b)

A unit of an equity oriented fund.

(c)

A zero coupon bond.

S IA PUBLISHERS AND DISTRIBUTORS PVT LT D.

INCOME TAX II

6
(ii)

Long-Term Capital Asset

According to u/s 2(29A), if an asset is held by the assessee for more than 3 years or 36 months, then it is
considered as long term capital asset. Similarly for equity and preference shares, should be held by the assessee for
more than (12 months) a year.
(iii)

Assets Exempted from Capital Assets

The following assets are not considered as capital assets,
1.

Stock-in-trade consumable stores or raw material stored for profession or business.

2.

Assets used by the assessee or his family members like TV, motor car, furniture, refrigerator etc. for personal use.

3.

Agricultural land in India except urban agricultural land.

4.

Gold deposit bonds issued in Gold deposit scheme 1999 from 1-4-2000.

5.

(i)

National defence Gold bonds 1980.

(ii)

7% of gold bonds.

(iii) 6 y % of gold bonds 1977.
6.

Special bearer bonds 1991.

1 .3 TRANSFER OF CAPITAL ASSETS
Q11. Explain in detail about transfer of a capital asset.

Answer

:

Model Paper-I, Q9(a)

According to u/s 2(47) of Income Tax Act, 1961, the term transfer of capital assets refers to change of ownership.
It can be done by adopting any of the following ways,
1.

Sale

If an asset is sold, then ownership will be automatically transferred to the buyer.
2.

Exchange

Exchange takes place with the mutual transfer of ownership of one item with the other item.
3.

Relinquishment

It refers to voluntarily surrendering of ownership in favour of another person.
4.

Extinguishment

It means, the right of ownership comes to an end by operation of the law.
5.

Compulsory Acquisition

If an asset of assessee is acquired by government in the public interest, such acquisition is known as compulsory
acquisition.

6.

Conversion of capital asset into stock in trade.

7.

By an agreement, if possession is transferred without any consideration, then also such transaction is considered as
transfer.

8.

Transfer of share in cooperative society as a result of which transfer of immovable property takes place.

1 .4

DEEMED TRANSFER____

Q12. Discuss in detail about deemed transfer.

Answer :
Deemed Transfer

According to u/s 45(2), if a capital asset is converted into stock-in-trade or is treated as stock-in-trade by the assessee,
then it is deemed to be transferred. Under this head, the difference between cost price and market price will be taxable as
capital gain.
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Some of major points related to deemed transfer are discussed below,
(i)

Transfer of Capital Assets by a Person to Firm AOP or Body of Individual [Sec. 45(3)]

In case of transfer of capital assets by a person to firm, AOP or body of individual in which that person has became
a partner or member by contributing capital or otherwise, profit or gain to such firm, such transfers shall be taxable as his
income of previous year consists of such transfers for computation of capital gain. The amount recorded in the books of firm,
AOP or body of individuals as the value of capital asset is deemed as transferor’s lull consideration. This provision came
into existence from the assessment year 1988-89. The amount which is recorded in the books of firm which is considered
as sale price and the cost which is acquired by the individual is considered as cost of acquisition.
(ii)

Transfer of Capital Assets on Dissolution of Firm, AOP or Body of Individuals [Sec. 45(4)]

In case of transfer of capital assets on dissolution of firm, AOP or body of individual, the profit or gain from such
transfer is taxable as the previous year consists of the income of firm, AOP or body of individuals. This provisions has
came into existence from the assessment year 1988-89.
The amount which is recorded in the books of firm, BOI or AOP is treated as cost of the asset and the fair market
value to the person on the date of transfer is considered as sale price.
(iii)

Enhancement of Compensation on Compulsory Acquisition of Assets [Sec. 45(5)]

If the central government of India or the Reserve Bank of India (RBI) approves the consideration in case of compulsory
acquisition of assets and later on, if such considerations are enriched by the court, then the capital gain is treated as,
1.

The capital gain shall be taxable in the previous year in which transfer takes place due to such acquisitions.

2.

The enriched compensation is to be taxable under the head of “Capital Gains” of the previous year, where such
amount is received by the assessee.

(iv) Taxability of Interim Compensation Incase of Compulsory Acquisition [Sec. 45(5)]

According to the World Economic Forum (WEF) from the assessment year 2015-16, when any amount of compensation
is received in execution of an interim order of the court, or any other authority, such compensation shall be considered to
be income chargeable under capital gain in the previous year where the high court or any other authority made the final
order.
(v)

Sale of Units Purchased for Deduction u/s 80 CCB [45(6)]

Both the repurchase price of the units and capital value of the units purchased for deduction u/s 80 CCB varies and
its shall be considered to be the capital gain arising to the assessee in the previous year where such repurchase exists.

1.5 TRANSACTION NOT REGARDED AS TRANSFER
Q13. Under what circumstances a transaction is not regarded as transfer.
Answer :

According to under Sec. 47, the following is the list of transactions that are not regarded as transfers and any gain
earned from such transaction is not taxable under the head ‘capital gains’.
(i)

In the event of liquidation assets distributed by limited company to its share holders.

(ii)

The capital assets distributed by Hindu undivided family to its members at the time of partition.

(iii) Any transfer done under gift or a will.
(iv) Transfer of assets by holding company to subsidiary company or subsidiary company to holding company.
(v)

Transfer taken place in the process of amalgamation.

(vi) Any transfer of art, manuscript, painting and photographs etc., to government or national museum, national art
gallery or other institution notified by the government.
(vii) Transfer of agricultural land affected before 1st March 1970.
(viii) Any transfer taken place by way of conversion of bonds into debentures or shares into bonds of that company.
(ix)

Transfer of capital asset under demerged process.

(x)

Under Sec.-18 of sick industrial companies act of 1985, any transfer of land is done to the workers cooperative as
per the conditions laid down u/s 47 [xii].
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1.6

D E TER M IN ATIO N OF COST OF A C Q U IS ITIO N

_______

Gi

What is the meaning of the term “Cost of Acquisition” as under the head capital gains? State different
rules to determine the cost of acquisition.

Answ er :

Co A of Acquisition
Cost of acquisition refers to the total cost of expenses incurred by the assessee for acquiring the asset.
Cost of acquisition = Purchase price + Expenses incurred after purchase [Installation charges]
In case, if cost of asset cannot be ascertained due to any reason, then fair market value is taken as “cost of acquisition”.
If the asset is constructed or manufactured, then all expenses incurred on construction or manufacturing is taken as
“cost of acquisition”.
Asset purchased before 1-4-81, then acquisition will be the least of the following two amounts:
()

Actual cost

(in

Fair market value (F.M.V) on 1-4-1981.

Oi .

i ant Rules to Determine the Cost of Acquisition

fhe following are different rules to determine the cost of acquisition in other cases,
1

Assets Obtained without Paying any Price [Sec. 49(1)]
•>

j

The cost of acquisition of the asset shall be considered to be the cost for which the previous owner of the property
ers the obtained property where the capital asset become the property of the assessee in any of the following cases,
(a)

On the distribution of the assets by Hindu Undivided Family among its members on a total or partial proportion.

(b)

Any asset received under a gift or will.

(c)

On any assets received under succession, inheritance or devolution.

Id)

On any distribution of assets on the dissolution of a firm.

(e)

On any distribution of assets on liquidation of a firm.

(f)

On a transfer of revocable or irrevocable trust.

(g)

On any transfer by a wholly owned Indian subsidiary company to its holding company.

(h)

On any transfer in a scheme of amalgamation of two indians companies subjected to certain conditions u/s 47(vi).

(i)

On any transfer of capital asset in the scheme of business reorganization of a cooperative bank as per Sec. 47.

(])

On any transfer of capital asset or intangible asset by a sole proprietor concern to a company as on result of
succession subject to certain conditions prescribed u/s 47 (xiv).

Cost of Shares in Amalgamated Company [Sec. 49(2)]

fhe cost of acquisition of amalgamated company would be considered as cost of acquisition of the shares of the
amalgamated company in case of amalgamation of a company into an Indian company.
Cost of Acquisition in Case of Shares/Debentures Obtained on Conversion of Bonds [Sec. 49(2A)]

As per Sec. 49(2A), the cost of shares received on conversion of debentures, deposit certificates or debenture stock
shall lie obtained at the cost of original asset.

4.

Cost of Specified Security or Sweat Equity Shares [Sec. 49(2AA)]

As per the assessment year 2017-18, the capital gain araises from the transfer of specified security or sweat equity
sh a i s referred in Sec. 17(2) (vi). The cost of acquisition of such shares shall be the fair market value which is to be acquired
for ihe section 17(2)(vi).
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Cost of Shares of Resulting Company [Sec. 49 2(c)]

The cost of acquisition of shares of a resulting company as on result of merger is calculated by using following
formulas,
Cost of Acquisition
Cost of Acquisition of Share Held by
x _____ Net Book Value of the Assets Transferred in a Demerger_____
of the Shares in the
Net Worth of the Demerged Company Immediately Before Demerger
the
Assessee
in
the
Demerged
Company
Resulting Company
6.

Cost of Demerged Company Original Shares [Sec. 492(D)]

In the demerged company, the cost of original shares held by assessee shall be considered to reduce by the amount
that arrived at u/s [49 (2C)].
7.

Conversion of Capital Assets into Trading Assets or Stock-In-Trade

The cost of the capital asset which is converted into stock-in-trade of assessee’s business may be taken as the market
value of those assets when a capital asset is converted into a trading asset on the date of such conversion.
8.

Succession of a Unlisted Public Company by a Limited Liability Partnership

The cost of acquisition shall be at the cost for which the predecessor company is obtained in the case when a private
company or listed company is converted into Limited Liability Partnership (LLP).
9.

Cost in Case of Deemed Capital Gain u/s 47A [Sec. 49 (3)]

The provisions of Sec. 47 A implies the capital gain arising from the transfer of a capital asset is considered as income
chargeable under the head capital gains. Thus, cost of acquisition of such asset of transferee company, shall be the cost for
which such asset is obtained.
10.

Asset on Which Depreciation has been Claimed [Sec. 50]

Sec. 50 of the Income-tax Act provides the procedure for calculation of deemed capital gain/loss in case of depreciable
assets. They are,

11.

(a)

Transfer of one or more assets in the bock of assets [Sec. 50 (1)].

(b)

Transfer of all the assets within same block of assets and the block ceases to exist [Sec. 50(2)].

Taxation of Gain on Slump Sale

U/s 2(42C), the term ‘Slum Sale’ is defined as “transfer of one or more undertakings as a result of the sale for a
lumpsum consideration without values being assigned to the individual assets”.
12.

Cost of Acquisition of Goodwill [Sec. 55 (2) (a)]

When goodwill is purchased, the cost shall be the price paid but when it was not purchased, then the cost is taken
as Nil (Zero).
13.

Treatment of Advance Money Received and Forfeited Before A.Y. 2017-18 [Sec. 51]

The treatment of advanced money received and forfeited before A.Y. 2014-15 is given in the following formula,
Cost of Acquisition for Assessee Forfeiting Advance Money = Cost of Acquisition or W.D.V of F.M.V. as on
1-4-1981 - Advance Money Received and Forfeited
14.

Adoption of Fair Market Value [Sec. 55 (2) (b) and (c)]

If the asset become the property of the assessee before 1-4-1981, then the cost of acquisition of the asset to the
assessee would be based on the choice of the assessee. The assessee should choose the higher one.
15.

Cost of Acquisition of Shares [Sec. 55 (2) (v)]

U/s 55 (2) (v), when an assessee obtains capital assets in the form of shares or stock of a company then the cost of
acquisition of shares would be based on the following cases,
(a)

Consolidation and division of share capital.

(b)

Conversion of any shares into Stock.

(c)

Sub-division of shares of a company into small amount of shares.

(d)

Reconversion of any stock into share.

(e)

Conversion of one type of share into another.

----- — --------— — _

— -— _

_
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1.7

PROCEDURE FOR CO M PUTATIO N OF LO NG-TERM A ND SHORT-TERM CAPITAL
GAINS/LOSSES

Q15. Write in detail about the procedure for computation of :
(i)

Long-term capital gains

(ii)

Short-term capital gains.

Answer :
(i)

Long-Term Capital Gain (LTCG)

As per Sec. 2 (29B), any capital gain arising from the transfer of a long-term capital asset is referred as long-term
capital gain. It will be taxed at 20% flat rate (plus education cess, higher and secondary education cess and surcharge).
The capital gain shall be the excess of the full value of consideration over the aggregate of following,
(a)

Expenses of transfer

(b)

Indexed cost of acquisition of asset

(c)

Indexed cost of improvement.

Procedure for Computation of Long-Term Capital Gain/Loss

The following discussion depicts the procedure for computation of long-term capital gain. They are,
Step 1

Find out the full value of the consideration.
Step 2

From the value of consideration deduct the following,
(a)

Expenditure on transfer.

(b)

Indexed cost of acquisition.

(c)

Indexed cost of improvement.

Step 3

From the obtained amount deduct the exemption provided by sections 54, 54B, 54D, 54EC, 54EE, 54F, 54G, 54 GA
and 54 GB. Thus, the obtained amount is long-term capital gain.
Format for Calculating the Long-Term Capital Gain
Particulars

Amount (?)

Amount (?)

Full value of consideration

XXX

Less: Expenses on Transfer

XXX

Net Consideration
Less: (i) Indexed cost of acquisition

(ii) Indexed cost of improvement

XXX

XXX
XXX

Long-term Capital Gain/Loss
(ii)

XXX
XXX

Short-Term Capital Gain (STCG)

As per Sec. 2 (42B), any capital gain arising from the transfer of a short-term capital asset is referred as short-term
capital gain. It is taxed on slab basis and it is included in the total income under income from other heads. For example,
income from house property, income from salary etc.
It is the excess of the full value of consideration over the aggregate of following,
(a)

Cost of improvement

(b)

Expenses of transfer

(c)

Cost of acquisition of the asset.
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Procedure for Computation of Short-Term Capital Gain/Loss

The following discussion depicts the procedure for computation of short-term capital gain,
Step 1

Find out the full value of consideration.
Step 2

From the value of consideration deduct the following,
(a)

Expenditure on transfer

(b)

Cost of Acquisition

(c)

Cost of Improvement.

Step 3

From the net consideration amount deduct the exemption provided by sections 54B, 54D, 54G and 54GA. Thus, the
obtained amount is the short-term capital gain.
Format for Computation of Short-Term Capital Gain
Particulars

Amount (?)

Amount (?)

Full value of consideration

XXX

Less: Expenses on Transfer

XXX

Net Consideration

XXX

Less: (i) Cost of Acquisition

XXX

(ii) Cost of Improvement

XXX

Short-term Capital Gain/Loss

XXX
XXX

Q16. Define the concept of “cost of inflation index” along with its inflation table. Write briefly about the
components to compute capital gains.

Answer:
Cost of Inflation Index (Cll)

Cost of Inflation Index (CII) is used to indicate inflated or increased cost price of an asset. As per provisions of
Sec.48 (CII) is notified in respect of each previous year separately. The cost of inflation index notified by the government
of India is presented as follows,
S. No.

Financial year

Cost of Inflation
index (C.I.I)

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.

1981-82
1982-83
1983-84
1984-85
1985-86
1986-87
1987-88
1988-89
1989-90
1990-91
1991-92
1992-93
1993-94
1994-95
1995-96

100
109

15.

116
125
133
140
150
161
172
182
199
223
244
259
281
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20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.

2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14
2014-15
2015-16

' 305
331
351
389
406
426
447
463
480
497
519
551
582
632
711
785
852
939
1024
1081

36.

2016-17

1125

16.
17. ■
18.
19.

1996-97
1997-98
1998-99
1999-2000

Method of Indexing [Sec.-48(iii)]
Situation
1. If long term capital asset is
acquired before 1-4-81
2. I f long term capital asset is
acquired after 1-4-81
3. Cost o f improvement
incurrent after 1-4-81
4. Long term capital asset
acquired by present seller
v/s 49(i) after 1-4-81 but
was acquired by previous
owner before 1-4-81

Indexing
,
Previous year index
Actual cost or F.M.V [W.E.H] * ——----- -------- -----------Index of purchase year
Previous year index
Original cost o f the asset * T .
c
,
°
Index of purchase year
Previous year index
Cost o f improvement
x .Index
. ofr improvement
•
v
year

Actual cost or FMX

Previous year index

on 1-4-81 [W.E.H] x Index o f year in which present
seller became its owner

Components to Compute Capital Gains

In order to compute capital gains (short term or long term) following components are used:
1.

Consideration Received

It is an agreed amount received by transferrer after the transfer (sale) of an asset. It can be received either in kipd
or in cash.
2.

Transfer Expenses

Expenses incurred for transfer (sale) of an asset are the transfer expenses. Example: Travelling expenses, brokerage
or commission paid, registration charges, amount of stamp duty or stamp papers and legal fee. Transfer expenses are
deducted from the consideration received.
3.

Cost of Acquisition

It includes expenditure relating to acquisition of the asset. Example: Purchase or manufacturing expenses.
4.

Cost of Improvement

It means expenses incurred for increasing the value of the asset. Example: Adding an additional room to the existing
building or studding a precious stone in a gold ring etc.
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EXEMPTIONS IN RESPECT OF CERTAIN CAPITAL GAINS U/S 54

Q17. Explain about the exemptions in respect of certain capital gains u/s 54.

Answer :

Model Paper-Ill, Q9(a)

The following are the deductions from capital gains/exemptions u/s 54.
(i)

Sec.-54

It consists of capital gains arising out of sale of house property and if the assessee uses that consideration amount
for the purchase of other residential house, then exemption can be given to the assessee in the following manner:
Transferred asset

Residential house

2.

Invested in

-»

Purchase/construction of house

3.

Exemption

—>

Least of two amounts:
(i) Cost of the new asset (+) Amount deposited in capital gain scheme
(ii) Capital gain amount

Time limit

—»

For purchase of house within 1 year before or after transfer
or

*

For construction of house within 3 years.
Sec.-54 B:

If capital gain arising from transfer of agricultural land, then exemption is given as follows,
Transferred asset

2.

Invested in

3.

Exemption

Agricultural land [used by assessee or his parents at least 2 years before transfer]
->

Purchase of agricultural land either in rural or urban area
Least of the two amounts:
(i) Cost of new agricultural land (+) Amount deposited in capital gain scheme
(ii) Capital gain amount

Time limit

Purchase of ndw agricultural land within 2 years of sale.

Sec.-54 D

If land and building is acquired by government for industrial purpose, then exemption can be given as follows,
Transferred Asset —»

Compulsory acquisition of land and building (by government only)
used for industrial purpose for 2 years before transfer.

2.

Invested in

Land and building for industrial purpose.

3.

Time limit

Within 3 years after receiving the compensation.

4.

Exemption

Least of the two amounts:

• —

(i) Cost of land and building (+) Amount deposited in capital gain
scheme
(ii) Capital gain amount.
(iv)

Sec.-54 EC

If long term capital asset transferred and gain received is invested in specified bonds, then assessee can claim
exemption as follows,
1.

Transferred Asset ->

Long term capital asset

2.

Invested in

Specified assets like bonds of Rural Electrification Corporation and
National Highway Authority of India etc.

->
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3.

Time limit

-»

Within six months from the date of transfer

4.

Exemption

-»

Least of the two amounts:
(i) Actual amount invested
(ii) 50 lakhs.

(v)

Sec.-54 F

It includes capital gain arising from transfer of other assets other than residential house then assessee can claim
exemption as follows,
Any asset [except residential house e.g. land, gold and commercial
buildings].

1.

Transferred Asset

2.

Invested in

—>

Residential house [but assessee should own only one house]

3.

Exemption

->

Least of the two amounts:
(i) If cost of the new asset house is more than the
consideration received, then capital gain is fully exempted,
or
(ii) If cost of the new asset house is less than the consideration
received, then exemption will be given as,
Exemption = Capital gain x

4.

Time limit

(vi)

Sec.-54G

Cost of the new house
Net consideration

Purchase of house before 1 year or 2 years after sale or
purchase/construct the house within 3 years.

It includes capital gain on shifting industrial undertaking from urban to non-urban area or transfer and purchase of
capital assets.
1.

Transferred asset

2.

Invested in

3.

Exemption

->

Shift the unit from urban to non-urban and long term capital assets for industrial purpose in
urban area.
Purchase of long term capital assets for industrial purpose in non-urban area.

-»

Least of the two amounts:
(i) Actual amount invested in new assets (+) Amount deposited in capital scheme + Shifting
expenses.
(ii) Capital gain amount.

4.

Time limit

(vii)

Sec.-54 GA

-»

Shifting expenses and purchase or construction of new asset with in 3 years or before
one year from the date of transfer.

It includes capital gain arising on shifting industrial undertaking from urban to special economic zone, the assessee
can claim this exemption as follows,
1.

Transferred asset

2.

Invested in

3.

Exemption

Shift from urban to S.E.Z
—>

Purchase of long term capital assets.
Least of the two amounts:
(i) Actual investment in new asset (+) Amount deposited in capital gain scheme + Shifting
expenses.
(ii) Capital gain amount.

4.

Time limit

-»

3 years from the transfer date/compensation received.
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Q18. Mrs. Sharyana transferred the following assets during the year 2015-16.
(i)

Shares purchased on 15-6-2015 for ? 2,50,000. On 21 -03-2016 they were sold for ? 4,50,000. Transfer
Expenses 2.5%.

(ii)

Plant and machinery purchased in 2006-07 for ? 22,00,000 having a W.D.V. of ? 9,50,000 sold for
? 6,55,000.

(iii) Household furniture purchased on 14-7-2007 for ? 4,20,000. On 25-12-2015 they were sold for ?
3,85,000.
(iv) Urban Agricultural Land purchased on 25-11-1997 for ? 3,85,000. On 14-02-2015 sold for? 25,00,000.
Invested in the same asset: ? 2,50,000. Compute Taxable Capital Gains.
(C ll: 1997-98 : 331 : 2007-08 : 551 : 2015-16 : 1081).

Solution

:

(Model Paper-I, Q9(b) | M arch/A pril-17,011(b))

Note: The problem is solved as per the assessment year 2017-18 (CII for the year 2017-18 is 1125).
Computation of Mrs. Sharyana Income from Capital Gain for the Assessment Year 2017-18
Particulars

Shares (?)

Plant and
Machinery
(?)

Consideration received

Urban
Agricultured
Land (?)

6,55,000

25,00,000

Less: Transfer expenses

4,50,000
11,250

Net Consideration

4,38,750

6,55,000

25,00,000

2,60,176

19,39,655

13,08,535

1,78,574

(1?,84,655)

11,91,465

1,78,574

(12,84,655)

11,91,465

Less: Indexed cost of acquisition or (W.D.V)
Capital Gain/Loss
Less: Exemption u/s 54

Taxable Long Term Capital Gain
Particulars
(*)

(ii)
(iii)

Shares
Plant and Machinery
Urban Agricultural Land

Amount (?)

1,78,574
(12,84,655)
11,91,465
85,384

Working Notes

1.

House hold furniture is ignored as it is not a capital asset

2.

Transfer Expenses

Shares = 4,50,000 x
3.

= 11,250

Calculating Indexed Cost of Acquisition

„ . . .
„ _.
Previous year index
Ongmal Cost of Asset x M e x of purchase year
(i)

Shares = 2,50,000 x j± |5 . = 2,60,176

(ii) Plant and Machinery = 9,50,000

= 19,39,655

x

(iii) Urban Agricultural Land = 3,85,000 x

= 13,08,535

Exemption u/s 54

Here, capital loss is there so, exemption u/s 54 cannot be given.

—
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Q19. Mr. Suryanarayana owns a residential house which was purchased by him in 1979 for ? 1,25,000. The
FMV as on 1.4.81 was ? 2,50,000. Mr. Suryanarayana spent 2,86,000 for the construction of two additional
rooms in the year 1997-98. This house is sold by him on 10.6.2014 for a consideration of? 59,00,000.
The brokerage and expenses on transfer was 3%. He invested ? 8,00,000 for purchase of a new house
on 10.3.2015 and deposited 2,00,000 in Nationalized Bank under capital gain account (Oil for the year
1981-82 : 100 ; 1997-98 : 331 ; 2014-15 : 1024).
Solution :

(Model Paper-ll, Q9(b)

| M arch/April-16,011(b))

Note: Problem is solved as per the assessment year 2017-18 [CII for the year 2017-18 : 1125].
Computation of suryanarayana’s income from capital gains for the assessment year 2017-18
Particulars

Amount (?)

Amount (?)
59,00,000

Consideration received

1,77,000

Less: Brokerage and transfer expenses

57,23,000

Net Consideration
Less: Indexed cost of acquisition

28,12,500

Less: Indexed cost of improvement

32,17,500

Capital Gain/Loss
Less: Exemption u/s 54
Income from Capital Gain

60,30,000
(3,07,000)

10,00,000
(13,07,000)

Working Notes:
1.

Selling Expenses

59,00,000 x -j^o = 1,77,000
2.

Calculation of Indexed Cost of Acquisition

As the house was purchased before 1-4-81.
Higher among the two amounts:
(a)

Actual c o s t- ? 1,25,000

(b)

FMV on 1-4-81 - ? 2,50,000
Previous year index
Original cost of the asset x Index of purchase year
2.50.000 x

3.

= 28,12,500

Calculation of Indexed Cost of Improvement

2.86.000 x
4.

=32,17,500

Exemption u/s 54
4

Least of the two amounts:
(i)

Cost of the new asset + amount deposited in bank = 8,00,000 + 2,00,000 = ? 10,00,000

(ii) Capital loss amount = - ? 3,07,000
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Q20. Compute capital gains from the following information. The Cll for 2013-14 is 939.
Particulars

Gold

House

1-8-1980

1-8-1995

Cost of asset

? 2,00,000

? 5,00,000

Sale consideration

? 20,00,000

? 55,00,000

Date of sale

30-09-2013

1-3-2014

5%

2%

? 2,00,000

? 1,00,000

100

281

Date of purchase

Selling expenses
Reinvestment in similar asset
Cll
FMV on 1-4-1981

? 3,00,000

Solution :

S e p t/0 c t.-l5 ,

011(b)

Note: Problem is solved as per the assessment year 2017-18.
Computation of Income from Capital Gains for the Assessment Year 2017-18
Particulars

Gold (?)

Consideration received
Less: Selling expenses

Net consideration
Less: Indexed cost of acquisition

Capital gain/loss

House (?)

20,00,000

55,00,000

1,00,000

1,10,000

19,00,000

53,90,000

33,75,000

20,01,779

14,75,000

33,88,221

Nil

1,00,000

-

32,88,221

Less: Exemption u/s 54
Loss/lncome from Capital Gain
Working Notes
1.

Selling Expenses

Gold - 20,00,000 x 5% =1,00,000
House - 55,00,000 x 2% = 1,10,000
2.

Calculating Indexed Cost of Acquisition

Previous year index
Original cost of the asset x — ----------- ----------Index of purchase year
Gold

As the asset was purchased before 1-4-81 the cost of acquisition will be higher of the following two amounts:
(a) Actual cost - ? 2,00,000
(b)

Fair market value on 1-4-1981 (i)

Gold = 3,00,000 x

= 33,75,000

(ii) House = 5,00,000 x
3.

? 3,00,000

= 20,01,779

Exemption u/s 54

(i)

For Gold:

Here, capital loss is there so, exemption u/s 54 cannot be given.
(ii) For Reinvestment in House:
Least of the following two amounts,
(a) Cost of the new house -

? 1,00,000

(b) Capital gain - ? 33,88,221.
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assets. Compute the income from capital gain.
Open land
in city

Gold

21-3-79

1-5-85

4-5-89

13-1-2015

13-1-2015

13-1-2015

X 5,40,000
X 50,63,000

X 75,000
X 13,50,000

X 38,000
X 3,30,500

0.5%

1%

2%

House let out for
commercial

Particulars
Date of purchase
Date of sale
Purchase price
Sale price
Transfer expenses

Cost Inflation Index 1979-80 = 100,1985-86 = 133 ; 1989 - 90 = 172, 2017-18 = 1125.

Solution :
Computation of Smt. Swapna’s Income from Capital Gain for the Assessment Year 2017-18
House Let Out
for Commercial

Particulars

Open Land
in City {X)

Gold (X)

(?)

Consideration received

Less : Transfer Expenses
Net consideration
Less : Indexed cost of acquisition
Income from Capital Gain/Loss

50,63,000

13,50,000

3,30,500

25,315

13,500

6,610

50,37,685

13,36,500

3,23,890

60,75,000

6,34,398

2,48,547

(10,37,315)

7,02,102

75,343

Taxable Amount of Capital Gain
Amount (X)

Particulars

0)
(ii)
(iii)

House let out for commercial
Open land in city
Gold

(10,37,315)
7,02,102
75,343
(2,59,870)

Working Notes
Transfer Expenses

(i)

House let out for commercial 50,63,000 x

(ii) Open land in city h 3 5 0 ^ 0 0 x
(iii) Gold [3,30,500 x
2.

0.5
100

= 25,315

= 13,500
100

=6,610

Calculating Indexed Cost of Acquisition

Previous Year Index
Original Cost of the Asset x — -----—— ---- ——
Index of Purchase Year
(i)

House let out for commercial = 5,40,000 x

(ii) Open land in city = 75,000 x
(iii) Gold = 38,000 x

= ? 60,75,000

= X 6,34,398

= X 2,48,547.
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Q22. Goutham submits the following information about sale of assets during the P.Y 2011-12 (Cll - 785)
Asset

Residential House

Jewellery

Listed Debentures

11-03-1985

01-07-1995

12-04-2005

116

259

480

Date of acquisition
Cll
Cost of acquisition

3.00. 000

Date of sale

15-05-2010

Sale price

80,000

2,00,000

17-05-2010

16-05-2010

4,00,000

4,00,000

20.00. 000

Following investments were made out of capital gains.
Particulars

Date

Amount Invested

Residential house

19-11-2011

13,00,000

Bonds in rural electrification

16-11-2011

1,20,000

Corp

Solution

:

March/April-13 , 011(b)

Note: Problem is solved as per the assessment year 2017-18. (CII = 1125).
Oomp\A3A,ran

Wit. GtraVrarn’s Income Trom Capita) Gain lo r the Assessment Y ear 2016-17
Particulars

Residential House

Jewellery

Debentures

Consideration received

20,00,000

4,00,000

4,00,000

Less: Indexed cost of acquisition

29,09,483

3,47,490.3

4,68,750

Capital Gain/Loss

(9,09,483)

52,510

(68,750)

Nil

-

-

-

-

-

(9,09,483)

52,510

(68,750)

Less: Exemption u/s 54

Exemption, u/s 54EC
Loss/lncome from Capital Gain
Working Notes
1.

Calculating Indexed Cost of Acquisition

Original Cost of the Asset x
(i)

Previous year index
Index o f purchase year

Residential House = 3,00,000 x

(ii) Jewellery = 80,000x

= ? 3,47,490.3

(iii) Debentures = 2,00,000 x
2.

= ? 29,09,483

= ? 4,68,750

Exemption u/s 54

Residential House and Debentures
Here, capital loss is there so, exemption u/s 54 cannot be given.
Jewellery :
As the investment is made in specified asset, then exemption u/s 54EC will be allowed which is least of the following two
amounts,

(a) Actual amount invested
(b)

1,20,000

50 lakhs.

Note : Exemption u/s 54EC is provided on jewellery after giving exemption u/s 54EC it is yielding capital loss.
For transferred asset there should be no loss.
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Q23. Following are the particulars of capital assets transferred during the year by Mr. Karan Johar.
Particulars

TCS Shares

Gold & Jewellery

Residential
Flat

House Hold
Furniture

01.08.89

1.08.80

01.06.92

30.06.01

25,000

1,20,000

2,00,000

58.000

172

100

223

426

Transfer date

30.06.11

30.09.11

31.07.11

01.03.12

Transfer consideration

2,80,000

15,40,000

25,40,000

38.000

5%

8%

10%

Date of purchase
Cost of acquisition
Cll

Transfer exp.
Cll for the year 2011-12 = 785.
Additional Information
1.

FMV of the Gold and Jewellery is ? 1,25,000 (on 1.04.81).

2.

He has purchased a residential flat out of the transfer consideration of old flat for ? 5,00,000 (Date
of purchase 31.01.2012).

3.

From transfer consideration of shares of TCS Ltd ? 50,000 invested in specific bonds u/s 54EC.

Solution

:

O ct./N ov.-i3, Q H (b)

Note: Problem is solved as per the assessment year 2017-18. CII for the year 2017-18 = 1125.
Computation of Mr. Karan Johar’s Income from Capital Gain for the Assessment Year 2017-18
Particulars

Gold &
Jewellery

TCS ?
Shares

Consideration received

2,80,000
14,000

15,40,000
1,23,200

25,40,000
2,54,000

2,66,000

14,16,800

22,86,000

1,63,517.4

14,06,250

10,08,969

1,02,483

10,550

12,77,031

50,000

-

-

Less : Transfer expenses
Net Consideration
Less : Indexed cost of acquisition / WDV
Capital Gain
Less : Exemption u/s 54EC

Exemption u/s 54
Income from Capital Gain

-

-

5,00,000

52,483

10,550

7,77,031

Taxable Long Term Capital Gains
Particular

Amount (?)

TCS shares

? 52,483

Gold and jewellery

? 10,550

Residential Flat

? 7,77,031
? 8,40,064

Working Notes

1.

House hold furniture is ignored as it is not a ‘capital asset’.

2.

Selling Expenses or Transfer Expenses

TCS Shares = 2,80,000 x 5/100 = 14,000
Gold & Jewellery = 15,40,000* 8/100 = 1,23,200
Residential Flat = 25,40,000 x 10/100 = 2,54,000.
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Calculating Indexed Cost of Acquisition

Original Cost of the Asset x
(i)

Previous Year Index
Index of Purchase Year

TCS Shares = 25,000 x

= ? 1,63,517.4

(ii) Gold & Jewellery : As the asset was purchased before 1-4-81 the cost of acquisition will be higher of the
following two amounts,
(a) Actual cost 1,20,000
(b) Fair market value on 1-4-1981 is 1,25,000.
= 1,25,000 x

= ? 14,06,250.

(iii) Residential Flat = 2,00,000 x A-y- = ? 10,08,969.
Exemption u/s 54 EC

As TCS Ltd has invested in specific bonds in such case exemption will be least of the following two amounts :
(a)

Actual amount invested 50,000.

(b)

50 lakhs.

Exemption u/s 54

Here, the assessee is purchasing the new house within one year before or after transfer from the sale of old flat.
Hence, exemption will be least of the following two amount:

i

(a)

Cost of the new house ? 5,00,000.

(b)

Capital gain amount

? 12,77,031.________________ ___________________

Q24. From the following particulars, compute taxable capital gain for the PY 2010-11.
Assets

Date of
Acquisition

Cost of Acquisition

Date of
Transfer

Sale
Consideration

Transfer
Expenses

House Property

01-01-78

1,50,000

30-7-10

20,40,000

40,000

Urban Agriculture land

30-09-98

3,40,000

01-02-11

24,40,000

40,000

Jewellery

31-12-98

2,40,000

01-07-10

16,80,000

5%

Household Furniture

30-09-99

1,40,000

01-06-10

60,000

4%

(FMV on 01-04-81 ? 2,00,000)

From the consideration received on house property ? 5,00,000 was reinvested in another house property.
From the amount received from sale of jewellery, shares worth ? 50,000 was purchased.
CM: 1981-82 = 100, 1998-99 = 351, 1999-2000 = 389, 2010-11 = 711.

Solution

:

March/April-12, Q11(b)

Note: Problem is solved as per the 2017-18 assessment year. CII = 1125
Computation of Income from Capital Gain for the Assessment Year 2017-18
Particulars

Consideration received
Less: Transfer Expenses
Net Consideration

House
Property (?)

Urban Agricultural
Land (?)

Jewellery
(?)

20,40,000
40,000

24,40,000
40,000

16,80,000
84,000

20,00,000

24,00,000

15,96,000

Less : Indexed cost of acquisition

22,50,000

10,89,744

6,94,087.4

Capital gain/loss

(2,50,000)
.v

13,10,256

9,01,913

Less : Exemption u/s 54:
Income from Capital Gain/Loss

(2,50,000)

... .
13,10,256

9,01,913
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Taxable Long Term Capital Gains
Particulars

Amount (?)

(i)

House property

? (2,50,000)

(ii)

Urban agricultural land

? 13,10,256

(hi)

Jewellery

? 9,01,913
? 19,62,169

Working Notes

1.

House hold furniture is ignored as it is not a capital asset.

2.

Transfer Expenses

3.

House property

= 40,000

Urban Agricultural land

= 40,000

Jewellery (16,80,000 x

= 84,000

Calculating Indexed Cost of Acquisition

Original Cost of the Asset x
(i)

Previous Year Index
Index of Purchase Year

House property :
As the house was purchased before 1-4-81 the cost of acquisition will be higher of the following two amounts:
(a) Actual cost = 1,50,000
(b) Fair market value on 1-4-1981 =2,00,000
= 2,00,000 x
= ? 22,50,000.

(ii)

Urban agricultural land = 3,40,000 x

(iii) Jewellery = 2,40,000 x

= ? 10,89,744.

= ? 6,94,087.4.

Exemption u/s 54

Here, capital loss is there so, exemption u/s 54 cannot be given.
Purchase of shares has made through sale proceeds of jewellery. So, no exemption will be allowed under any section
of Income Tax.
Q25. Mr. Tata owns a building which is used for producing plastic goods. He purchased the building for
? 2,10,000, in the year 1982-83 (Cll = 109). During the relevant previous year the state government
acquired the building and paid a compensation of? 24,00,000. Immediately he acquired a piece of
land for ? 3,50,000 and spent ? 4,80,000 so far on construction and deposited ? 90,000 in the bank
under capital gain scheme. He also purchased shares in ‘X’ Ltd. for ? 20,000. Compute his capital
gain if Cll for 2010-11 is 711.
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Solution :

Oct./Nov.-12, Q11 (b)

Note: Problem is solved as per the assessment year 2017-18. CII for 2017-18 is 1125
Computation of Mr. Tata’s Income from Capital Gain for the Assessment
Particulars

Amount (?)

24,00,000

Consideration received

Nil

Less : Transfer expenses

24,00,000

Net Consideration

21,67,431.1

Less : Indexed cost of acquisition

2,32,569

Capital Gain

2,32,569

Less: Exemption u/s 54 D

Nil

Income from Capital Gain
Working Notes
1.

Calculating Indexed Cost of Acquisition

Original Cost of the Asset x
= 2,10,000 x
2.

Previous Year Index
Index of Purchase Year

= ? 21,67,431.1.

Exemption u/s 54D Least of the Two

(a)
Particulars

Amount (?)

(i)

Amount spent on acquiring the land

3,50,000

(ii)

Amount spent on construction

4,80,000

(iii) Amount deposited in bank

90,000

[Under capital gain scheme]
Total
(b)

9,20,000

Capital gain = 2,32,569

Note : Purchase of shares in ‘X’ Ltd, for ? 20,000 does not comes u/s 54 D._Hence this entry7is ignored.________
Q26. Compute capital gains of Radha Rani from the following information. The CII for 2013-14 = 939.
Particulars

House

Gold

Date of purchase

11.03.1984

01.07.1994

Date of sale

10.02.2014

02.03.2014

Cost of acquisition

3,50,000

2,20,000

Sale price

35,00,000

17,50,000

Selling expenses
Reinvestment in Similar asset
CII

5%
25,00,000
116

10%
2,50,000
259
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Solution :

March/April-15, Q11(b)

Note: Problem is solved as per the assessment year 2017-18. CI1 for 2017-18 is 1125
Computation of Radha Rani’s income from Capital Gain for the Assessment Year 2017-18
Particulars

Consideration received

House

Gold

35,00,000
1,75,000

17,50,000
1,75,000

33,25,000

15,75,000

33,94,397.5

9,55,598.4

Capital Gain/Loss

(69.398)

6,19,401.6

Less: Exemption u/s 54/54 EC

(69.398)

2,50,000

Nil

3,69,402

Less: Selling expenses
Net Consideration
Less: Indexed cost of acquisition

Income from Capital Gain
Working Notes
1.

Calculating Indexed Cost of Acquisition

Original cost of the asset x

Previous year index
Index of purchase year

(i)

For house = 3,50,000 x 1125 = 33,94,397.5

(ii)

Gold = 2,20,000 x

= 9 ,5 5 ,598.4

Selling Expenses

House - 35,00,000 x 5% = 1,75,000
Gold - 17,50,000 x 10% = 1,75,000
3.

Exemption u/s 54

(i)

For reinvestment in house:
Least of the following two amounts,
(a) Cost of the new house - 25,00,000
(b) Capital gain/loss |69,398

Exemption u/s 54 EC

(ii)

For reinvestment in gold:
Least of the following two amounts,
(a) Actual Investment - [2,50,000
(b) 50 lakhs.________________

Q27. Mr. Vijay submits the following information.
(i)

Residential house purchased in the year 1975 for ? 7,50,000. During the financial year 1983-84,
he had spent ? 1,20,000 towards improvement. On 1st April 1995, he entered into an agreement
to sell the house and received ? 3,00,000 as an advance. This advance was forfeited as the
purchaser did not pay the balance of amount in time. During the previous year relevant to
current assessment year, the entire property was sold out for ? 35,00,000, brokerage paid 1%.
On the last day of the previous year he purchased a small house for his residential purpose
for ? 22,50,000. Cl I for 1983-84-116 Cll for 2012-13-852.

(ii)

He sold his gold ornaments for ? 18,00,000. The cost of which was ? 20,00,ODD in the year
198fi-ft7 after setting gufaf ornaments with in one year he has undertaken the construction
of house and amount spent up to the date of filing the income tax return is ? 3,50,000. Cll for
1986-87-140; Cll for 2012-13-852. Compute taxable amount of capital gains.
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Solution :
Note: Problem is solved as per the assessment year 2017-18. CII for 2015-16 is 1125
'rt

Computation of Mr. Vijay’s Income from Capital gain for the assessment year 2017-18
Particulars

Amount (?)

Amount (?)

Consideration received

35,00,000
35,000

Less: Brokerage paid (1%)
Net Consideration

34,65,000

Less: Indexed cost of acquisition

50,62,500
11,63,793.1

Less: Indexed cost of Improvement

62,26,293.1
(27,61,293.1)

Capital Loss
Less: Exemption u/s 54

-

Income from Capital Gain

(27,61,293.1)

Working Notes

1.

Calculation of Indexed Cost of Acquisition

The advance received is forfeited, so the same amount is to be reduced from the cost of acquisition (Actual cost advance).
= 7,50,000 - 3,00,000 = 4,50,000 = 4,50,000 x

= 50,62,500

[The house is purchased before 1-4-81, so the index is taken as 100.]
Calculation of Cost of Improvement:

1,20,000 x

= 11,63,793.1

Indexed cost of improvement = Cost of improvement

Previous year index
Index of the year in which expenses are incurred

Exemption u/s 54 : Here, capital loss is there so, exemption u/s 54 cannot be given.
(ii)

Computation of Income from capital gain for the assessment year 2017-2018
Particulars

Consideration received
Less: Transfer expenses

Amount (?)

18,00,000
Nil

Net Consideration

18,00,000

Less: Indexed cost of acquisition

16,07,143

Capital Gain

1,92,857

Exemption u/s 54F

37,500

Income from Capital Gain

1,55,357

Note: There is a error in problem, Instead of 20,00,000 - It should be 2,00,000.
Working Notes
1.

Calculation of Indexed Cost of Acquisition

2,00,000 x
2.

= 16,07,143

Exemption u/s 54 F: As net consideration is more than the construction cost, the calculation for exemption is

Exempted capital gain :

Capital gain x Cost of the new house _ 1,92,857x3,50,000
= 37,500.
Net consideration
18,00,000
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Q28. Ravi Kishore sold a plot of land in Hyderabad on 15-9-2015 (C.I.I. = 1081) for? 18,50,000. Selling Expenses
paid 1.5% on sale price. The plot was received by him on death of his father on 15-2-1985 (C.I.I. = 125). His
father acquired it on 5th May, 1975 for ? 1,00,000 and its FMV on 1-4-1981 was ? 1,20,000. On 20-3-2016 he
purchased NHAI bonds for ? 2,50,000 and ? 7,50,000 is used to buy residential house. Compute income
from capital gains for the annual year 2016-17.

Solution

:

(Model Paper-Ill, Q9(b) | Oct./Nov.-17,011(b))

Note: This problem is solved as per the assessment year 2017-18 (CII for the year 2017-18 : 1125).
Computation of Ravi Kishore’s Income from Capital Gains for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

Consideration received (Selling price)

18,50,000

Less: Selling expenses @ 1.5% on S.P

27,750

Net Consideration

18,22,250

Less: Indexed Cost of Acquisition

10,80,000

Capital Gain/Loss

•

7,42,250

Less: Exemptions u/s 54:

Amount invested on purchase of NHAI bonds u/s 54 EC

2,50,000

Amount invested on purchase of residential house u/s 54F

3,05,495

Income from Capital Gains
Working Notes:
1.

Selling Expenses

18,50,000 x j ~ - = 27,750
2.

Calculation of Indexed Cost of Acquisition

As the plot was purchased before 1-4-81
Higher among the two amounts,
(a)

Actual cost - ? 1,00,000

(b)

FMV on 1-4-81 - |? 1,20,000
Original Cost of Asset
1,20,000 x

1125

Previous Year Index
Index of Purchase Year

= 10,80,000

Exemption u/s 54 F

Capital Gain x

7-42'250

*

T^

Amount invested to Purchase a Residential House
Net Consideration

=

3’05-495
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5,55,495
1,86,755

UNIT-1 : Capital Gains

27

EXERCISE PROBLEMS
I 1.

Sri Sai Chand purchased gold ornaments for ? 2,05,000 in the financial year 1992-93. During the previous year he
sold the ornaments for ? 12,30,000. Transfer expenses ? 45,000. The cost inflation index in the year of purchase
was 223 and in the year of sale is 1081. Calculate income from capital gain.

(Ans: Capital gain ^ 1,91,256).______________________________________________________________________
2.

Mr. Madan Mohan is an employee of a limited company and gets annually ? 12,50,000 as salary. He owns a house
in Jamshedpur which is used for residence. The house was purchased in Feb 2006 for ? 3,90,000. During 200809 he constructed one more floor by spending ? 96,000. On 9th may 2015 he entered in to a contract to sell the
house and received ? 1,50,000 as advance. As the sale transaction is not completed ? 1,00,000 is forfeited through
a mediator. On 17-8-2015 he sold the property for ? 42,00,000, selling expenses 2% and his income from other
source is ? 9,200. Calculate capital gain and tax liability for the assessment year 2016-2017. C.I.I. 2005-06 = 497;
2008 - 09 = 582; 2015 - 2016 = 1081.

(Ans: (1) The asset is held by the assessee for more than three years, hence it is treated as long term capital asset.
(2) Income from capital gain ? 30,89,420. (3) Tax liability ? 8,76,160).
3.

Mr. Chandrahas Joshi sold his residential house on 1-11 -2016 for ? 16,25,000 which he had purchased for ? 1,10,000
on 1-2-1982. He spent ? 16,100 for its improvement in 1988-89. In 1990-91 he had agreed to sell the house to K.
Rajashekar for ? 6,50,000 and had received an advance an advance of ^ 10,000 for the same. However since Mr.
Rajashekar did not get the sale registered within the agreed time, the agreement was cancelled and the advance
money was forfeited by Mr. Joshi.
Compute the capital gain for the assessment year 2017-18 assuming that Mr. C. Joshi bought a new residential
house on 1-11-2016 for ? 2,50,000 and invested on 1-3-2017 t 1,50,000 in the capital gains bonds of National
Highway Authority of India (Notified u/s 54EC). (The cost inflation index for the financial years 1981-82, 1988-89,
1990-91 and 2016-17 were 100, 161, 182 and 1125, respectively).

(Ans: LTCG 3,87,500 exemption u/s 54 X 2,50,000 exemption u/s 54EC ? 1,37,500; Taxable LTCG = t NIL)._______
4.

From the following information of Mrs. Juhi compute taxable capital gains for the assessment year 2017-18:

*
(i)

Cost of acquisition of residential house in 1993-94

(ii)

Sale proceeds on 2-8-2016-

(iii)

Cost of construction of new residential house. (The house was constructed

3,50,000
21,00,000
4,00,000

during 2016-17. The house is used by Juhi’s sister for her residence)
The cost inflation index in 1993-94 was 244 and 2016-17 it is 1125.
(Ans: LTCG Gain t 4,86,270 exemption u/s 54 ? 4,00,000; Taxable LTCG ? 86,270).__________________________
5.

From the following information relating to previous year 2016-17 compute taxable capital gains of Mrs. Karishma for
the assessment year 2017-18:

?
(i)

Purchased agricultural land (Agra city) in 1986-87 (self cultivated)

60,000

(ii)

Sold the land on 10-8-2016 for

7,00,000

(iii)

Invested in purchase ol a huusfct/ri'Vl-'l-'l'l'1,<5,

2,00,000

(iv)

Purchased another piece of agricultural land on 10-10-2016

1,50,000

The cost inflation index in 1986-87 was 140 and 2016-17 it was 1125. He does not own any other house.
(Ans: LTCG Gain ? 2,17,857 exemption u/s 54B ? 1,50,000 exemption u/s 54F ? 62,245; Taxable LTC Gain ? 5,612).

.................................
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INTERNAL ASSESSMENT
I.

Multiple Choice
1.

2.

3.

_________ refers to profits earned from sales (or) transfer of capital assets.
(a) Capital gain

(b) Capital assets

.(c) Tangible assets

(d) None of the above

From the following sort out the examples of short term capital gain.
(a) Income from house property

(b) Income from salary

(c) Both (a) and (b)

(d) None of the above

6.

7.

8.

9.

]

[

]

Any asset which is held by the assessee for a period not exceeding 3 years or 36 months. Then it is considered
as
[ ]
(a) Long-term capital assets

(b) Short-term capital assets

(c) Long-term capital gain

(d) Short-term capital gain

4.

5.

[

refers to the total cost of expenses incurred by the assess for acquiring the asset.
(a) Actual cost

(b) Fair market value

(c) Capital gain

(d) Cost of acquisition

Which of the following sections are considered to be the exemptions of capital gains?
(a) U/s 54

(b) U/s 54B

(c) U/s 54D

(d) All of the above

Under which section of Income Tax Act, 1961, ‘transfer of capital assets’ is defined.
(a) 2(47)

(b) 45(1)

(c) 2(14)

(d) 47 A

Which of the following would attract capital gain tax?
(a) Stock in trade

(b) Special bearer bond 1991

(c) 6.5% gold bond 1977

(d) None of the above

Which of the following is not a capital asset?
(a) Agriculture land

(b) Jewellery

(c) Stock-in-trade

(d) Good will

Capital gain is chargeable to tax under
(a) Sec. 65

(b) Sec. 45

(c) Sec. 25

(d) Sec. 5

10. Gain on sale of house hold furniture is a
(a) Taxable income

(b) Exempted income

(c) Partly taxable income

(d) None of the above
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Fill in the Blanks
1.

Any gain arising from the transfer of capital asset during the previous year is taxable under the head

2.

Any expenditure incurred to increase the value of the capital asset is treated a s __________ .

3.

__________ of an asset is the value for which it was acquired by the assessee.

4.

Cost of acquisition = __________ .

5.

Cost of improvement incurred on a capital asset before 1-4-1981 is always taken as equal to

6.

If a capital assets is held by an assessee for more than 36 months, then it is called_________

7.

_________ refers to change of ownership.

8

Asset purchased before 1-4-81, then acquisition will be the least of

.

9.

Under section
house.

10.

U/s 45(2), if a capital is convert into stock-in-trade by the assessee is termed a s _______

a person can claim exemption on long term capital gain on sale o f a residential

M g jg p a iiig

—

KEY
I.

II.

and

iW kM

Multiple Choice
1.

(a)

2.

(c)

3.

(b)

4.

(d)

5.

.(d)

6.

(a)

7.

(d)

8.

(c)

9.

(b)

10.

(b)

Fill in the Blanks
1.

Capital gain

2.

Cost of improvement

3.

Cost of acquisition

4.

Purchase price + expenses incurred after purchase

5.

Zero

6.

Long-term capital asset

7.

Transfer

8.

Actual cost, Fair market value

9.

Section 54

10.

Deemed transfer.
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I I I.

Very Short Q uestions and Answers

Q1.

What is Capital Gain?

Answer :
Capital gain refers to profits earned from sale or transfer of capital assets.
Q2.

Define Short-term Capital Asset.

Answer :
U/s 2(42A), any asset which is held by the assesses for a period not exceeding 3 years or 36 months then it is
considered as short term capital asset.
Q3.

Write about Cost of Acquisition.

Answer :
Cost of acquisition refers to the total cost of expenses incurred by the assesses for acquiring the asset.
Q4.

Explain about Transfer Expenses.

Answer :

.

Expenses incurred for transfer or sale of an asset are termed as transfer expenses.
Q5.

What is the section under which transactions are not regarded as transfer?

Answer :
U/s 47 of Indian Income Tax Act, 1961, transactions are not regarded as transfer.
Q6.

What is Deemed Transfer?

Answer :
According to u/s 45(2), if a capital asset is converted into stock-in-trade or is treated as stock-in-trade by the assessee,
then it is deemed to be transferred. Under this head, the difference between cost price and market price will be taxable as
capital gain.
Q7.

What do you mean by STCG?

Answer :
As per Sec. 2 (42B), any capital gain arising from the transfer of a short-term capital asset is referred as short-term
capital gain. It is taxed on slab basis and it is included in the total income under income from other heads. For example,
income from house property, income from salary etc.
Q8.

What do you mean by LTCG?

Answer :
As per Sec. 2 (29B), any capital gain arising from the transfer of a long-term capital asset is referred as long-term
capital gain. It will be taxed at 20% flat rate (plus education cess, higher and secondary education cess and surcharge).
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LEARNING OBJECTIVES

c

D

After studying this unit, one would be able to understand,
❖

Concept of General Incomes u/s 56(1).

❖

Concept of Specific Incomes u/s 56(2) and Dividends u/s 2(22).

❖

Concept of Interest on Securities and Gifts Received by Individual.

❖

Casual Income, Family Pension, Rent Received on Let Out of Furniture - Plant and Machinery
With/Without Building.

❖

Deduction (u/s 57) on Income from Other Sources.

c

)

INTRODUCTION

Income from other sources refers to those incomes which does not fall under any of the following four heads
of incomes i.e., Income from salary, Income from house property, Income from business or profession and
Income from capital gains. Income from other sources is a “Residuary head” Income is tested on each of the four
heads and if found inappropriate then such income will be charged under the head ‘Income from other sources’.
Income from other sources is the fifth head and last head of income under the Income Tax Act, 1961. If an
income is to be included under the income from other sources. The following conditions are to be satisfied,
1.

There is an income.

2.

The income is not exempt from tax under sections of 10 to 13 A.

3.

The income is neither salary income nor house property income nor income from business/profession
nor capital gain.

If the above three conditions are satisfied, income is taxable under section 56 under the head “Income from
Other Sources”.
According to Sec. 2(22), dividend refers to the profits received by the shareholders from their company or
mutual funds issued by the company to its unit holders.
The income from interest on securities is the amount of interest received by the investor after investing his
money in the bonds which are issued by the government or through the debentures of a limited company.
Casual income is an income which is eamed/received from an element of chance or may be from any
investment, asset or the services rendered by the persons like, crosswords, puzzles, betting or gambling, etc.
Family pension is the monthly amount paid by the employer to the family member of a deceased employee.

r

-
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**

•
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PART-A
S H O R T Q U E S T IO N S W IT H S O L U T IO N S
Q1.

From the following information, compute Mr. Rao’s income from interest on securities.
(a)
(b)

? 97,000 - 12% Tax free debentures of M/s. Ramam & Company.
? 88,500 - 15% Mumbai Municipal Corporation Bonds.

(c)

? 25,000 - 10% 12 years National Defence Certificates.

(d)

Collection charges - ? 15,000.

Answer

:

(Model Paper-ll, Q2 | March/April-16, Q7)

Computation of Mr. Rao’s Income from Interest on Securities
Amount (?)

Particulars

(a)

12,933

? 97,000-12% tax free debentures of M/s. Raman & Company. (Gross interest)

13,275

(b) ? 88,500-15% Municipal corporation bond
Gross Income from Interest on Securities

26,208

Less: Deduction u/s 57:

Collection Charges

15,000

.

11,208

Income from Interest on Securities
Working Notes
(a)
Tax Free Debentures of M/s. Raman and Company

Net interest 97,000 x

= 11,640

Gross interest 11,640 x
(b)

Mumbai Municipal Corporation Bond

88,500 x
(c)

= 12,933

= 13,275 (Grossing up is not needed)

12 Years National Defence Certificates

_____ This income is fully exempted from tax.__________________________________ ___________________
Q2.

Rohit Arora furnished the following particulars of his income for the Financial Year 2011-12.
(a)
(b)
(c)

Dividend received from UTI ? 10,000.
Net amount received as winning from horse race ? 21,000.
Amount won from T.V programme “Kaun Banega Crorepati” ? 2,00,000 (Gross).

(d)

Winning from lottery (Net) ? 70,000. Cost of lottery ticket was ? 1,000.

Answer :

(Model Paper-Ill, Q3 | March/April-13, Q7)

Note: Problem is solved as per the assessment year 2017-18.
Computation of Income from Other Sources for the Assessment year 2017-18
Particulars

Amount (?)

Winning from Horse-Race:
30,000
[ 2 1,000x —
L
70
Amount won from T.V programme Kaun Banega Crorepati (Gross)

2,00,000

Winning from lottery:
1,00,000
[70,000x— 1
L
70
Income from Other Sources
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Note

(i)

Dividends from UTI are fully exempted from Tax u/s 10 (35).

(ii)

Winning from horse-races and winning from lottery are calculated by the formula.

t
Q3.

7
“7
7 7
100
Gross prize amount = Net prize Amount x - ^ -

-

Compute income from other sources of Sri Vikas for the Annual Year 2011-12,
(a)

Divided from UTI ? 15,000

(b)

15% interest from P.0 savings bank ? 10,000.

(c)

Interest on F.D from Punjab National Bank ? 7,000 income credited to his account.

(d)

30,000 - 7% debentures of JCT Mills Ltd.

(e)

1,00,000-8% tax free commercial securities.

The bank charges 2% commission on collection of gross interest.

Answer

:

(Model Paper-I, Q6 | March/Aprll-12, Q6)

Note: Problem is solved as per the assessment year 2017-18.
Computation of income from other Sources of Sri Vikas for the Assessment Year 2017-18
Amount (?)

Particulars

Amount (?)

7,000

Interest on F.D from Punjab National Bank
Interest on 7% debentures:
(

l

2,100

7 )
30,000 x ----

100J

Interest on 8% tax free commercial securities:
8 .
100
Net interest = 1,00,000 x —- = [8,000] x

8,889
17,989

Gross Income from Interest on Securities
Less: Deductions u/s 57:

2% collection Charges on gross interest
[17,989 x 2%]

360

Income from Interest on Securities
Q4.

360
17,629

What are tax free securities?

Answer

:

Model Paper-Ill, Q4

There are two types of tax free securities,
(i)

Government and

(ii)

Commercial (listed and unlisted).

Under tax free government securities, tax is paid by the government and in case of tax free commercial securities, tax
is paid by the companies. Tax free government securities gross interest is calculated as, Gross interest = Face value x Rate -s- 100,
whereas, tax free commercial securities interest is calculated as, if assessee received net interest then Net Interest = Face
value x Rate -r 100 and if the securities are listed or unlisted in stock exchange then calculate gross interest also as, Gross
Interest = Net Interest x

(or) Net Interest

100

100 - Rate of TDS '
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Following are the types of securities,

Q6.

1.

Securities exempted from tax

2.

Tax free securities

3.

Less tax securities.

Interest on Bank Deposits

Answer :
If a assessee received interest income through any type of deposits held in bank or co-operative society etc such income is
considered as income from other sources. Deduction will be allowed for such income only if it exceeds ? 10,000 p.a, if interest
received does not exceed ? 10,000 then there will be no deductions. However, if it exceed ? 10,000 p.a, 10% tax is deducted at
source and 20% is deducted when the assessee has not submitted the details of PAN and KYC (Know-Your-Customer).
Q7.

List out some incomes which comes under the head ‘income from other sources'.

Answer :
The following is the list of incomes which comes under the head ‘Income from other Sources’,
1.

Royalty received

2.

Directors fees

3.

Remuneration received by M.Ps and M.L.As

4.

Interest on loan given

5.

Interest on income tax or any other tax refunds

6.

Interest on debentures [Issued by cooperative societies, clubs etc].__________________________________________

Q8.

Compute income from other sources from the information given below:
(i)

Gift from friend ? 75,000

(ii)

Interest on bank deposits ? 18,500

(iii) Winnings from lottery ? 70,000 (Net)
(iv) Dividends from Reliance Industries ? 38,000 (Gross).

Answer

(Model Paper-I, 0 2 | Oct./Nov.-17, Q7)

Computation of Income from Other Sources for the A.Y. 2017-18.
Particulars

Amount (?)

(i)

Gift from friend

75,000

(ii)

Interest on Bank Deposits

18,500

(iii)

Winnings from lottery [70,000 x

]

Income from Other Sources
Note:

(i)

Dividends from Reliance Industries are fully exempted from tax.

(ii)

Winning from lottery can be calculated by using the following formula,
Gross Prize Amount = Net Prize Amount x 100
70
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PART-B
ESSAY Q U E S T IO N S W IT H S O L U T IO N S

2.1
Q9.

GENERAL INCOMES U/S.56(1)
What do you mean by income from other sources? Explain briefly about General Incomes Under
Section 56(1).

Answer :

Model Paper-I, Q10(a)

Income from other Sources

Income from other sources refers to those incomes which does not fall under any of the following four heads of
incomes i.e.,
(i)

Income from salary

(ii)

Income from house property

(iii)

Income from business or profession and

(iv)

Income from capital gains.

\

Income from other sources is a “Residuary head” Income is tested on each of the four heads and if found inappropriate
then such income will be charged under the head ‘Income from other sources’.
General Incomes u/s 56(1)

Under Section 56(1) following general incomes are to be included,
1.

Rent and royalties received by a coal mine owner.

2.

Income derived by sub-letting of the house.

3.

Family pension collected by legal heirs of employee.

4.

Interest on securities, deposits,

5.

Directors remuneration.

6.

Directors commission for underwriting the shares of a new company.

7.

Income received from agricultural land located outside Vruil^.

8.

Remuneration for lectures given outside India.

9.

Income received by an assessee from licences permitted to brick-makers and brickkilns for making bricks.

10.

Income earned by a professional man as a university examiner.

11.

Pension received from LIC or other insurer u/s 80 CCC.

12.

Director’s commission for standing as guarantor.

13.

Income received from writing articles by an non-journalist.

14.

Gratuity earned by a non-employee director.

15.

Agency commission earned by an agent of Life Insurance Corporate (LIC), Postal Savings, Unit Trust of India (UTI)
or other mutual funds only if it is not a regular business.

16.

Any withdrawal from National SavingScheme to someexfSit

17.

Tips earned by a waiter or taxi driver, not taken from his employer.

18.

Income of other sources persons to be included in the individual’s income.

19.

Income received from deemed incomes u/s 68, 69, 69A, 69B, 69C and 69D.

—

loans.
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INCOME TAX-II

SPECIFIED INCOMES U/S.56(2)

Q10. Explain briefly about specified incomes under section 56(2).

Answer :
Under Section 56(2) following specified incomes are to be included,
1.

Letting of Plant, Machinery or Furniture

When a assessee received any income by way of letting or hiring plant, machinery or furniture is treated as income from
other sources. The reasonable expenses incurred for such assets are allowed as deduction. It may includes,
(a) Repairs
(b) Insurance premium
(c) Depreciation.
2.

Interest Received on Compensation/Enhanced Compensation/Delayed Compensation u/s 56(2)(viii)

If assessee received any interest on compensation, enhanced compensation or delayed compensation then such interest
income is treated as income from other sources. This income is allowed as deduction u/s 57 in the form of “standard or statutory
deduction” at flat 50% of the interest received. However, outstanding or accrued interest should not be considered as income
from other sources until they actually received by the assessee.
3.

Interest on Bank Deposits

If an assessee received interest income through any type of deposits held in bank or co-operative society etc such income
is considered as income from other sources. Deduction will be allowed for such income only if it exceeds ? 10,000 p.a, if interest
received does not exceed ? 10,000 then there will be no deductions. However, if it exceed ? 10,000 p.a, 10% tax is deducted at
source and 20% is deducted when the assessee has not submitted the details of PAN and KYC (Know-Your-Customer):
4.

Interest on Company Deposits

5.

Casual Incomes

Interest.on company deposits are treated as income from other sources and no deductions are allowed for such income.
Winning from lotteries, card games, crossword puzzles, races (including horse races), betting and gambling are treated
as casual incomes, taxable under the head income from other sources.
Calculation of Gross Prize Amount

(a)

Winnings from lottery must not exceed ? 10,000. If the received amount is more than ? 10,000, gross prize amount is
calculated as, Net prize amount x

(b)

Winnings from horse race must not exceed ? 5,000. If it is more than ? 5,000, gross prize amount is calculated as, Net
prize amount x

(c)
(d)

.

.

Winnings from games or T.V shows must not exceed ? 10,000 and received amount will be considered as gross amount.
Income earned from winnings of card games or T.V shows exceeds ? 10,000 then gross prize amount is calculated as net
prize i.e., received amount x 4 ^ - .

(e)

Winnings from other races, gambling, betting etc., are exempted from TDS.

6.

Interest on Securities

The income from interest on securities is the amount of interest received by the investor after investing his money in the
bonds which are issued by the government or through the debentures of a limited company.
7.

Dividends

Dividend refers to the profits received by the shareholders from their company or mutual funds issued by the company to
its unit holders.
Some other incomes include,
❖
Income from open plot of land.
❖
Income from salary of a Parliament or Assembly Member/Legislative Council.
❖
Income from agricultural land located in foreign country.
♦>
Income from subletting house or assets.
♦>
Income from insurance commission.
❖
Income from examination work and so on.
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2.2.1 D ividends u/s.2(22)
Q11. Define dividend. What are the types of dividends and factors determining dividend policy?

Answer :
Dividend

According to Sec. 2(22), dividend refers to the profits received by the shareholders from their company or mutual funds
issued by the company to its unit holders.
Types of Dividends

The following are the different types of dividends,
1.

Dividends Declared by an Indian Company

Dividends received on equity shares/preference shares under this type is exempted from tax (i.e., it is not allowed as tax
deduction).
2.

Dividends Declared by Foreign Company

Interest paid on loan which is taken to purchase the foreign company shares is exempted from tax (i.e., No deductions are
allowed). Net dividends received is taken under the head “Income from other sources”.
3.

Dividends/lncome Declared by U.T.I / Mutual Benefit Funds

Dividends or income received on units of Mutual benefit funds / U.T.I is not allowed as deductions. It is exempted from tax.
Factors Determining Dividend Policy

There are some key factors which influence the dividend policy of a firm. They are as follows,
1.

Legal Restrictions

Companies Act, 1956 has set up some legal clause which are necessary as they form basis on which dividend policy
can be formulated. These restrictions explains that payment of dividend must be made from current profits or past profit
and restricts from payment of dividend from capital as it badly affects the creditors security.
2.

Magnitude and Trends of Earnings

The amount and trends of earnings are the initial significant aspect which is to be considered while formulating
dividend policy. Maximum amount of dividend to be paid is set up by the profits of company, as it is to be paid from current or
past year’s profits. Fluctuations in the profits of company in the past must be considered in the process of dividend formulation.
3.

Desire and Type of Shareholders

It is in hand of board of directors to announce dividend, directors must consider the desires of shareholders while
declaring dividends. There are different shareholders with different economic status and similarly their desires also differ.
Some shareholders are interested in regular dividends and some prefer high capital gains.
Hence, a company must consider desires and interests of its shareholders before selecting a dividend policy.
4.

Nature of Industry

The type and qualities of an industry to which the company belongs also have an impact on the dividend policy.
Some industries are not affected by the changing economic conditions and have constant and regular demand for their
products. Hence, while formulating dividend policy the nature of industry must also be considered.
5.

Age of the Company

The newly set up companies must restrict their dividend and preserve some profits for future growth and development.
Hence, dividend decision of a company is also influenced by the age of company or years of its establishment.
6.

Future Financial Requirement

When there is a possibility of increasing the financial position of company by investing in profitable projects then
company can restricts some amount of dividend and invest them in profitable projects. But, if there is no possibility of
profitable investment then company cannot restrict the dividend of shareholders.
7.

Government’s Economic Policy

Government has setup some economic policies hence while formulating dividend policy, in 1974 and 1975 provision
was made for companies to pay less than 33 percent of dividend or 12 percent on paid up value of shares, whichever is less.
8.

Taxation Policy

Dividend policy of a company is influenced by both taxation policy of government and income tax status of the
shareholders. Shareholders of high class, prefer bonus shares and capital gains inspite of dividends.

-
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2.2.2 In te re s t on S e c u ritie s
Q12. Explain the term interest on securities. Discuss the chargeability of income under interest on securities
and different types of securities.

Answer :
Interest on Securities

The income from interest on securities is the amount of interest received by the investor after investing his money in the
bonds which are issued by the government or through the debentures of a limited company.
Chargeability of Income Under Interest on Securities

If cash method is followed by the assessee then the interest is taxable on “receipt basis” and if mercantile method is
followed by the assessee interest is taxable on ‘due basis’. The following interest are chargeable on securities,
1.

Gross Interest (i.e., Net Interest + Tax deducted at source).

2.

Arrears of interest received would be taxable in the year in which it is received or if it was not taxed previously.

3.

Interest is paid either yearly/half yearly or quarterly basis. If such details or due dates are not given in the problem then
it is assumed that interest is paid half yearly i.e., on 30th September or on 3 Is' March.

4.

Interest is collected on the due date from the person on whom the ownership belongs to on the due date. It should not be
collected based on time period.

5.

Interest is calculated on face value.

6.

Profit or loss after selling the securities does not included in this head.

Interest on Securities Included Under this Head

Interest received on securities issued by the central govt., state govt., local authorities, limited companies/foreign
companies and public companies.
Interest on Securities not Included Under this Head

Interest received on securities issued by foreign govt., and interest on annuity deposits, loans, bank deposits, trade
transactions and debentures issued by co-operative societies, clubs etc.
Interest Received but not Taxable Under this Head

Interest received from the following parties are not taxable under this head. They are,
(i)

Religious institutions

(ii)

Registered trade union

(iii)

Charitable institutions

(iv)

Local authorities like Panchayats, Municipal corporations, HUDA, H.W.D.A etc

(v)

Approved sports association and scientific research association

(vi)

Member of schedule tribes of tribal areas

(vii)

Approved super annuation fund, statutory P.F and R.P.F.

(viii) Trustees of Universities or educational institutions.
Types of Securities

Types of Securities

r

Exempted
from Tax

*
Tax Free
Securities
______i
Government

_ l'
Less Tax
Securities
____ i _

T
Commercial
A ____

f
Listed

Commercial
_____i ____
r~
Not Listed
Listed

Government

A
Not Listed

Figure: Types of Securities
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Following are the different types of securities,
1.

Securities Exempted from Tax

Some of the examples of securities which are exempted from tax are as follows,
(a)

12 years National Plan Savings Annuity Certificate and Treasury Savings Deposit Certificate.

(b)

National Plan Certificates.

(c)

10.5% tax free bonds issued by HUDCO.

(d)

Tax free Ahmedabad and Nagpur municipal corporation bonds.

(e)

Secured redeemable non - convertible railway bonds issued by Indian railway finance corporation.

(f)

Post office’s cash and National Saving Certificate, cummulative time deposit and savings bank account.

2.

Tax free Securities

There are two types of tax free securities,
(i)

Government and

(ii)

Commercial (listed and unlisted/not listed).

Under tax free government securities, tax is paid by the government and in case of tax free commercial securities, tax
is paid by the companies. Tax free government securities gross interest is calculated as, Gross interest = Face value x Rate + 100,
whereas, tax free commercial securities interest is calculated as, if assessee received net interest then Net Interest = Face
value x Rate + 100 and if the securities are listed or unlisted in stock exchange then calculate gross interest also as, Gross
Interest = Net Interest * w? (or) Net Interest * — -—
„---- —.
90 v 7
100-R ateofT D S
3.

Less tax Securities

_____Total due interest is deducted by the security issuing authorities i.e., by the government and commercial securities.
Q13. Discuss the models of computing interest on securities.

Answer :
Interest on securities can be computed by using the following three models,
I51-Model: When Rate of Interest is Given

Information required under this model are,
(a)

Face values and

(b)

Rate of interest.

Under this model, for tax free government security, less tax-government security and less tax commercial security
(unlisted or listed) gross interest can be computed with the following formula,
Gross Interest = Face Value * Rate +100
♦>

For Tax free commercial securities first we need to calculate net interest then the gross interest.
Net Interest = Face Value * Rate -5-100
Gross Interest = Net Interest

❖

x

100 + 90

For less tax securities gross interest is calculated as, Gross interest = Face value x Rate + 100.

Hnd-Model: When Interest Amount is Given

Under this model only amount of interest received is required to make the calculations of total interest. Different securities
can be gross up in the following way,
1.

Tax Free Government Security

Gross interest = Interest received.
2.

Tax Free-Commercial (Listed and Unlisted) Security

Gross interest = Net interest x 100/90 (or) Net Interest
v '

x — --------------------------- .
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3.

Less Tax Government Security

Gross interest = Interest received.
4.

Less Tax-Commercial (Listed and Unlisted) Security

Gross interest = Net interest x 100/90.
lllrd-Model: Combination of Model-1 and Model-ll

Under this model both rate of interest and amount of interest received is given in the problem.
Hints for Calculating Gross Interest

The following points will help you to calculate gross interest in case of “individual resident”,
(a)

From 2012-13 assessee has to quote P.A.N and correspondence documents.

(b)

Tax is not deducted at source in case of government securities and if securities are held in De-Mat form.

(c)

Upto ? 5,000 interest on debentures (listed or unlisted), tax will not be deducted at source.

(d)

During the computation of tax surcharge, education cess and secondary and higher education cess are not deducted.

(e)

If interest received is less than or equal to ? 5,000 then it is taken as gross interest. If interest received is more than
? 5,000, then net interest need to be grossed up.

(f)

Grossing up is not required in case of tax free and tax less government securities.

(g)

20% tax is deducted, when assessee has not submitted the PAN details.

(h)

10% tax is deducted for commercial securities (listed and unlisted).

(i)

Tax is to be deducted at source for interest payable is more than ? 10,000 on 8% saving taxable bonds 2003.
Computation of Income from Interest on Securities Under the Head Income from other Sources for the
Assessment Y ear........
Particulars

1.

Amount (?)

Amount (?)

2.

Interest on tax free govt, securities
Interest on tax free commercial securities(listed)

X X

3.

Interest on tax free commercial securities (unlisted)

X X

4.

Interest on less tax govt, securities

X X

5.

Interest on less tax commercial securities (listed)

X X

6.

Interest on less tax commercial securities (unlisted)

X X

Gross Income from Interest on Securities

X XX

X X

Less: Deductions u/s 57

Collection charges

X X

Interest paid on loan taken

X X

X X X X

Income from Interest on Securities

X X X X

2.2.3 G ifts R eceived by an Individual
Q14. Explain the provision regarding “Gifts received” by an individual.

Answer :
If the gift is received by an individual on or after 1-10-2009 then provision of sec.56(2) (vii) are applied. As per these
provisions, gifts received either in cash or kind is taxable with certain cash or kind is taxable with certain exemption limits. In
order to understand the provisions u/s 56(2) (vii) meaning of the following terms should be known,
1.

Cash

Currency notes/coins, cheques, drafts, fixed deposits receipts etc., comes under cash ownership in cash can be transferred
from one person to another person easily.
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2.

Property

The term property comprises,
(a)

Immovable property
(i)

Building

(ii)

Land

(iii) Drawings
(iv) Painting
(v)

Archaeological collections and so on.

(b)

Jewellery

(c)

Shares and Securities.

3.

Stamp Duty Value

Stamp duty refers to the amount of tax paid for acquiring or preparing official documents. Generally, it is paid at the time
of transfer of property. The amount of stamp duty relys upon the value of the property fixed by the state government.
4.

Fair Market Value

If value of an asset (except immovable property) is ascertained based on the prescribed method then such value is called
as‘Fair Market Value’.
Provision of Sec. 56(2) (vii)

1.

I

If value of gifts received in cash in the previous year is more than ? 50,000 and gift is received without consideration then
total value of the gift become taxable income.

I

2.

In case, if immovable property is received as gift and value of stamp duty exceeds ? 50,000 then stamp duty value is
considered as value of taxable income.

I
I

3.

In case if immovable property is received for consideration and value of stamp duty is more than the consideration value
by ? 50,000 or more then

t

[Value of taxable = Stamp duty value - Consideration paid)
4.

If movable property (like shares and gold ornaments etc.) is received as gift without consideration and fair market value of
the property exceedsT 50,000 then Total Fair Market Value of the property (F.M.V) Vsto be considered as taxable income
value.

5.

In case if movable property is received as gift for a consideration and difference between fair market value (FMV) and
consideration value is more than ? 50,000 then,
[Value of taxable income = F.M.V - Consideration value!

Gifts Fully Exempted Fronrt Tax

lese

s. In

:rred

1.

Gifts (In the form of cash or property) received by the assessee on the occasion of his/her marriage- ■

2.

Gifts (cash or property) received as under will.

3.

Cash or property is received as gift under inheritance.

4.

Gifts (cash or property) received on contemplation of death of the assessee.

5.

Gifts (cash or property) received from local authority.

6.

Gifts (cash or property) received from a registered trust u/s 12 AA.

7.

Gift s received from a relative.

8.

Gifts (cash or property) received from any foundation or university or educational institution or hospital or any trust or
institution referred u/s 10 (23c).

.

.
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2.2.4 C asual In co m e - Fam ily Pension - R ent R eceived on L e t O ut o f F u rn itu re - P lant
and M a ch in ery W ith /W ith o u t Building
Q15. Define the following terms,
(i)

Casual income

(ii)

Family pension

(iii) Rent received on let out of furniture, plant and machinery.
A nsw er :

(i)

Casual Income

Casual income is an income which is eamed/received from an element of chance or may be from any investment, asset
or the services rendered by the persons. The examples of such casual incomes are crosswords, puzzles, betting or gambling,
winning from lotteries or horse races or from T.V programmes.
(ii)

Family Pension

Family pension is the monthly amount paid by the employer to the family member of a deceased employee.
Provisions Regarding Family Pension

If family pension is received by the legal heirs, after the death of the employee is treated as income from other sources
and is allowed as deduction u/s 57(ii)(a). Therefore as per u/s 57 (ii)(a) least of the following two amounts would be selected for
deduction,
1.

y of Pension received

2.

? 15,000.

Exemptions for Family Pension

1.

If a person has served the Central or State government and have received “Virchakra” or ‘Mahavir chakra’ awards during
his service then family pension of such person received by the family members is fully exempted from tax.

2.

If a person has served the military forces or armed forces and died in operational duty, then family pension of such person
received by his wife or children is fully exempted from tax.

(iii)

Rent Received on Let Out of Furniture, Plant and Machinery

When a assessee received any income by way of letting or hiring plant, machinery or furniture which are inseparable
from buildings (with or without) is treated as income from other sources. The reasonable expenses incurred for such assets are
allowed as deduction. It may includes,

2 .3

(a)

Repairs

(b)

Insurance premium

(c)

Depreciation.

DEDUCTIO N S U/S.57

Q16. Explain briefly about various deductions u/s 57.
A n sw er :

Model Paper-ll, Q10(a)

Following are the various deductions u/s 57. They are,
1.

Deductions on dividends and interest on securities.

2.

Repairs, depreciation etc., in case of letting of machinery, plant and furniture with or without building.

3.

Deduction in respect of employee’s contribution in staff welfare schemes [57(i)(a)].

4.

Standard deduction out of family pension [57 (ii(a))]

5.

Deduction from any other income [57 (iii)]

6.

Deductions from royalties received by authors.

7.

Deduction regarding interest of compensation or enhanced compensation.
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UNIT-2 : Income from Other Sources
1.

Deductions on Dividends and Interest on Securities

A deduction is entitled with reference to any more amount spent as a commission or remuneration to a banker or any
other person as collection charges for accomplishing the dividend or interest on securities.
2.

Repairs, Depreciation etc in case of Letting of Machinery, Plant or Furniture With or Without Building

(i)
(ii)
(iii)

Deductions entitled from income earned by letting of machinery, plant or
Expenses on current repairs of plant, machinery, furniture or building.
Depreciation on plant, machinery and furniture.
Depreciation of buildings are entitled only if the assessee is the owner.

(iv)
(v)

Depreciation is not entitled if the assessee is a lessee or mortgagee in ownership of the building.
Insurance premium paid on plant, machinery, furniture or building.

3.

Deductions in Respect of Employee’s Contribution in Staff Welfare Schemes [57 (i)(a)]

U/s 59 (i)(c), any amount earned by employer from his employees as their contribution of Provident Fund, E.S.I fund or
super annutation fund is considered as income, if not taxable under the head of “profits and gains of business or profession”.
If the employer deposits any amount out of these incomes before disclosed due date, in such case, the amount is entitled
as deduction u/s 57(i) (a).
4.

Standard Deduction Out of Family Pension [Sec. 54[ii(a)]]

Family pension is referred to a regular monthly amount payable by employer to the legal heirs of deceased employee.
The deductions entitled in case of income in the nature of family pension is,
(i) 33’/3% of pension (or)
(ii) ? 15,000.
Whichever is less is to be entitled.
5.

Deductions from any Other Income [Sec. 57 (iii)]

Any expenses incurred to earn an income changeable to tax under this head is to be deducted from such income. This
deduction is not valid to assessee being a foreign company. It is entitled as deduction of “Income from other sources”. Interest
paid on borrowed money is not chargeable against the assessee’s business income. In order to claim such deductions, the
following conditions must be fulfilled. They are,
(i)
The expenses are to be incurred solely in order to earn such income.
(ii)
It should not include in the nature of capital expenditure.
(iii) It should not include in the nature of personal expense.
(iv) It should not include in the relevant accounting year.
6.

Deductions from Royalties Received by Authors

Actual expenses can be claimed as deductions with an exemption to writing for films.
7.

Deductions Regarding Interest on Compensation or Enhanced Compensation

Income received by assessee from deductions regarding interest on compensation or enhanced compensation, a deduction
of a sum equal to 50% of such income is entitled and no deductions are considered under other clause of this section.

PROBLEMS ON IN TE R E S T ON S E C U R ITIE S
Q17. Mr. Vasudevan’s residential status for the previous year is resident and ordinary resident. Compute
his income from interest on securities for the current assessment year.
(i)

? 1,00,000, 8.25% tax free Keral Govt, securities

(ii)

? 7,20,000 14% tax free debentures of Wipro Co. Ltd.

(iii) ? 1,50,000,10.5% tax free bonds issued by H.U.D.C.O
(iv) 2,00,000,14% secured debentures of Tata Motors limited. (Unlisted)
(v)

? 4,00,000,15% Mundra port trust bonds (Interest is payable on 1st January and 1st July every year)

(vi) ? 50,000,13 Haryana State Government loan (Interest is payable on 30th June and 31** December)
(vii) ? 75,000; 12% fixed deposit in Mahesh co-operative urban Bank.
(viii) ? 1,00,000,14% tax free debenture of R. Co. Ltd. (listed)
The banker charged 1% gross interest as collection charges. Interest paid on loan taken to purchase
tax fee kerala govt. Securities is ? 3,000.
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Solution :
Computation of Mr. Vasudevan’s Income from Interest on Securities For the Assessment Year 2017-18
Particulars

Amount (?)

8,250
1,12,000
28,000
60,000
6,500
15,556
2,30,306

(i) ? 1,00,000, 8.25% tax free Kerala Govt, securities
(ii) ? 7,20,000, 14% tax free debentures of Wipro Co. Ltc. (WN-2)
(iii) ? 2,00,000, 14% secured debentures of Tata motors ltd. (Unlisted)
(iv) ? 4,00,000, 15% Mundra port trust bonds
(v) ? 50,000, 13% Haryana state government loan
(vi) ? 1,00,000, 14% tax free debenture of R Co. Ltd. (listed) (WN-8)
Gross Income from Interest on Securities
Less: Deductions u/s 57:

Collection charges [2,30,306 x yy—]

2,303

Interest paid on loan taken to purchase tax free Keral govt, securities.

3,000

Income from Interest on Securities

Amount (?)

5,303
2,25,003

Working Notes
1.

Tax Free Kerala Govt Securities

Gross Interest = Face value * Rate/100
= 1,00,000 x 8.25/100 = 8,250
2.

Tax-free Debentures of Wipro Co. Ltd.

Net interest = 7,20,000 x 14/100 = 1,00,800
Gross interest = 1,00,800 x 100/90 = 1,12,000
3.

Tax Free Bonds Issued by H.U.D.C.O

Interest received on this security is an exempted income.
4.

Secured Debentures of Tata Motors Limited (Unlisted)

= 2,00,000 x 14/100 = 28,000
5.

Mundra Port Trust Bonds

Interest received is for six months and method of accounting followed by the assessee is not given. So, interest is charged
on yearly basis.
4,00,000 x 15/100 = 60,000
6.

Haryana State Government Loan

Interest received is for six months and method of accounting followed by assessee is not given. So interest is charged on
yearly basis 50,000 x 13/100 = 6,500
7.

Fixed Deposit in Mahesh Co-operative Urban Bank

Interest received oh Bank deposits is not to be included in this statement, but it will be shown as “Income from other
sources”.
8.

Tax Free Debentures of R. Co. Ltd. [Listed]

(i)

Net interest = 1,00,000 x 14/100
= 14,000

(ii)

Gross interest = 14,000 x 100/90
= 15,556

9.

Collection Charge

It is calculated on gross interest i.e., 2,30,306 x 1/100 = 2,303.
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UNIT-2 : Income from Other Sources
Q18. The following are the investment held by Mr. Naresh on 1-4-2016. (Age 82 years).
(i) 88,000,16% Karnataka state development loan
(ii) ? 96,000,15.5% convertible debentures of T.S. Co. Ltd.
(iii) ? 1,00,000,16% Tax-free debentures of X Company limited
(iv) ? 16,000,14% Tax-free bonds of Maharashtra Government
(v) ? 20,000, 6% Post Office National Savings Certificate
(vi) ? 50,000,11% Tax free debentures of Cairn India limited (listed)
(vii) ? 40,000 12.5% secured debentures of Essar oil Co. limited.
On 1st October, 2016, he bought ? 20,000; 16% Calcutta development authority bonds by borrowing
? 12,000 from a banker at 18% of interest. Compute the taxable interest income from interest on securities,
collection charges incurred were ? 150.

Solution :
Computation of Mr. Naresh’s Income from Interest on Securities for the Assessment Year 2017-18
Amount (?)

Particulars

(i) ? 88,000, 16% kamataka state development loan
(ii) ? 96,000, 15.5% convertible debentures of T.S. Co. Ltd.
(iii) ? 1.00.000, 16% tax-free debentures of X Co. Ltd.
7

?~
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Amount (?)

14,080
14,880
17,778

\^\J.

(iv)

? 16,000, 14% tax-free bonds of Maharashtra Govt.- -

(V.)

? 50,000, 11% tax free debentures of Cairn India Ltd. (Listed).

(vi)

? 40,000, 12.5% secured debentures of Essar oil Co. Ltd.

(vii)

? 20,000, 16% Calcutta development authority bonds
Gross Income from Interest on Securities
Less: Deduction u/s 57:

Collection charges
Interest paid on loan taken to purchase Calcutta Development
Authority Bonds
_________Income from Interest on Securities
Working Notes

1.

Karnataka State Development Loan

Gross interest = Face value x Rate/100
= 88,000 x 16/100 = 14,080
2.

Convertible Debentures of T.S. Co. Ltd.

= u ,m
3.

Tax-free Debentures of X Company Ltd.

Net interest = Face value x Rate/100
= 1,00,000 x 16/100 = 16,000
Gross interest = Net interest x 100/90
='16,000 x 100/90=* 17,778
4.

Tax-free Bonds of Maharashtra Government

5.

Post Office National Savings Certificate

16,000 x 14/100 = 2 ,2 4 0

It is exempted from tax u/s 10 (15) 6.

Tax-free Debentures of Cairn India Ltd. (listed)

Net interest = 50,000 x 11-/100
= 5,500
Gross interest = 5,500 x 100/90 => 6,111,.

^
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7.

Secured Debentures of Essar Oil Co. Limited

40.000 x 12.5/100 = 5,000
8.

Calcutta Development Authority Bonds

Interest is charged for six months i.e., [1st Oct. 2016 - 31s1March 2017]
= 20,000 x 16/100x 6/12
= 1,600
9.

Interest on Loan Taken to Purchase Calcutta Development Bonds
12.000 x 18/100 x 6/12= 1080.______________________________

Q19. Compute the income of Mr.X under the head “income from other sources” for the previous year ended
31-3-2017,
(i)

? 10,000 units of U.T.I (Income received ? 1,200)

(ii)

? 2,000 in post office savings bank account which earn interest at 5% per annum

(iii) ? 20,000 fixed deposit with S.B.I at 10% interest
(iv) 15% ? 20,000 debentures (listed) of a tea company
(v)

12% U.P. state electricity board bonds ? 10,000

(vi) ? 36,000 10% tax-free debentures of Agra municipal corporation.
Interest being payable on 31st December.

Solution :
Computation of Mr.X’s Income from other sources for the Assessment Year 2017-18
Amount (?)

Particulars

(0
(ii)

? 20,000, 10% fixed deposit with S.B.I

2,000

? 20,000, 15% debentures of tea company [Listed]

3,000

(iii) ? 10,000, 12% U.P state electricity board bonds
(iv) ? 36,000, 10% tax-free debentures of Agra municipal corporation
Gross Income from Interest on Securities
Working Notes
(i)

Income received on U.T.I bonds is exempted from tax. u/s 10(23)

(ii)

Interest earned on post office saving bank account is exempted from tax u/s 10(15).

(iii)

Fixed deposit with S.B.I

•

[20,000x 10/100 = 2,000]
(iv)

Debentures of a Tea Company [Listed]

[20,000 x 15/100 = 3,000]
(v)

U.P. State Electricity Board Bonds

[10,000 x 12/100= 1,200]
(vi)

Ta. Free Debentures of Agra Municipal Corporation

Rate
Net interest = Face value x —
= 36,000

x

10/100 = 3,600

Gross interest = Net interest x 100/90
= 3,600x 100/90
= 4,000.
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PROBLEMS ON IN C O M E FROM OTHER SOURCES
Q20. Compute income from other sources of X from the following information:
(i)

Royalty on books ? 50,000

(ii)

Rent from open land ? 12,000

4

(iii) Family pension ? 60,000
(iv) Lottery prize received ? 70,000 and tax deducted ? 30,000
(v)

Rent from letting plant and machinery ? 72,000 and its repairs ? 2,000 and depreciation ? 15,000.

(vi) Rent from sub letting a house ? 36,000 and rent paid ? 24,000.
(vii) Interest on tax free debentures of ABC company ? 12,000.
(viii) Interest on tax free debentures of Indian railways ? 12,000.

Solution :

(Model Paper-ll, Q10(b) | Sept./Oct.-15, 012(a))

Computation of ‘X’s’ Income from Other Sources for the Assessment Year 2017-18
Particulars

Am ount^)

Amount(^)

1. Royalty

50,000

2. Rent from open land

12,000

3. Family pension
4.
5.

60,000

Add: Permissible deduction u/s 57 (iia)

15,000

Lottery prize received

70,000

Add: Tax deducted

30,000

Rent from letting plant and machinery

72,000

45,000
1,00,000

Less: Expenses incurred on plant and machinery:

Repairs

2,000

Depreciation
6.

15,000

17,000

Rent from sub letting a house

36,000

Less: Rent paid on subletting a house

24,000

55,000
12,000

7. Interest on tax free debentures of A.B.C company

13,333

8. Interest on tax free debentures of Indian Railways

12,000

Income from Other Sources

2,99,333

Working Notes
1.

Interest on Tax Free Debentures of A.B.C Company

Net interest = 12,000 x

100

= 13,333

t

Note: Interest cn tax free debentures is more than 5,000. Therefore it should be grossed up.
2.

Family Pension [57(iia)]

If the assessee only is getting or receiving the family pension then a standard deduction is allowed u/s 57 (iia) as follows,
Least of the following two amounts,
(a)

1/3 of pension received
? 60,000 x j = ? 20,000.

(b) ? 15,000.
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Q21. From the following information compute income from other sources.
(i)

Interest on tax free debentures OTCL (listed) ? 14,400

(ii)

Interest on debentures of leasing company (unlisted) ? 16,200

(iii) Horse race winnings ? 35,000 (net)
(iv) Dividends from X company Ltd ? 18,500
(v)

Rent from subletting a house ? 50,000 expenses on subletting ? 500, Rent payable on sublet house
? 10,000

(vi) Income from undisclosed sources ? 1,00,000
(vii) Insurance commission ? 16,000 (gross)
(viii) Interest on bank deposits ? 14,000
(ix) Rent from open land ? 25,000
(x)

Income from Agricultural land in Srilanka ? 40,000.

Solution :

O ct.-14, Q12(a)

Computation of Income from Other Sources for the Assessment Year 2017-18
Particulars

1.

Amount (?)

Amount (?)

Interest on Debentures

Interest on OTCL Debentures

16,000

Interest on debentures of leasing company

18,000

2.

Rent from open land

3.

Rent from Subletting a House

4.
5.

Actual rent received
Less: Expenses on subletting a house
Less: Rent payable on sublet house
Income from agricultural land in Srilanka
Horse race winning

6.
7.
8.

Income from undisclosed sources
Insurance commission (gross)
Interest on bank deposits

34,000
25,000

Income from Other Sources

50,000
500
10,000

39,500
40,000
50,000
1,00,000
16,000
14,000
3,18,500

Working Notes
1.

Interest on tax free debentures (listed) |l4,400x^j~-j = 16,000

2.

Interest on debentures of leasing company (unlisted) |l6 ,2 0 0 x -^ - j = 18,000

3.

Winning from Horse Races

Gross prize amount = Net price amount *

100
70

100

: 35,000 x — = 50,000
4.

Dividends Received from X Co

Dividends received from Indian company is an exempted Income.
5.

Rent from Subletting a House

The assessee is not the owner of the building. Rent payable on a sublet house is treated as Income from other sources.
Actual expenditure incurred including rent paid will be allowed as a deduction.
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Income from Undisclosed Sources

Any type of income is taxable income from undisclosed sources is taxed at a flat rate of 30% plus education cess and
secondary and higher education cess.
7.

Insurance Commission Received

Insurance commission received is fully taxable i.e., received amount is gross.
8.

Interest on Bank Deposits

It is also an Income from other sources.
9.

Rent from Open Land

It is an Income and actual expenditure incurred on it is allowed as deduction.
10.

Income from Agricultural Land in Srilanka

_____ Income from agricultural land situated in foreign countries is treated as income from other source-._________________
Q22. Calculate income from other sources from the information given below of Mr.Sanjay for the A.Y. 2012-13.
1.

? 80,000 12% central govt. loan.

2.

? 1,00,000, 9% preference shares of Paper Mill Co.

3.

? 40,000,10% securities issued by Govt, of England.

4.

? 1,60,000, 15% (Tax free) debentures of a Ltd. Co. unlisted.

5.

Winning from lottery ? 25,000 (Net).

6.

Received ? 50,000 as gift from his friend.

7.

Received ? 1,40,000 as gift on his marriage.

8.

? 8,000 p.m, Scholarship for research work from UGC.

9.

Bank collection charges on all receipts ? 4,500.

Solution

:

(Model Paper-Ill,

Q10(a) IMarch/April-13, 012(a))

Note: Problem is solved as per the assessment year 2017-18.
Computation of Mr. Sanjays’s Income from other sources for the Assessment year 2017-18
Particulars

(i)

? 80,000; 12% Central Govt-Loan.

(ii)
(iii)

? 40,000; 10% Securities issued Govt of England.
? 1,60,000; 15% Tax free debentures of a Ltd. Co.
Wining from lottery.

(iv)

Gross Income from Other Sources
Less; Deduction u/s 57:

Collection charges

Amount ?

9,600
4,000
26,667
35,714
75,981
4,500

Income from Other Sources

71,481

Working Notes
1.

Preference Shares of Paper Mill co.

Di^jdends from preference shares is exempted from tax.
2.

Tax Free Debentures of a Ltd. co. (unlisted)

Net interest = l,60,000x

15

= 24,000

100

Gross interest = 24,000* —— = 26,667
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3.

Winning from Lottery

Net interest = 25,000

4.

Gross interest = 25,000x---- =35,714.
70
Under Sec. 56(2)(vii) gift received upto 50,000 is exempted from tax.

5.

Gifts received in the occasion of marriage is frilly exempted.

6.

Under Sec. 10(21) scholarship received from UGC for the research work is exempted from tax.____________ _______

fcr

'

Q23. Sri. Raghu furnished the following particulars of his income for the P.Y ended 31.03.2011. Determine
income chargeable under the head “Income from other sources” for the current A.Y 2011-12.
(i)

Rent from letting of P&M ? 40,800.

(ii)

Dividends from shares of Akai Co., Japan (Net) ? 8,750.

(iii) Dividends from shares of foreign country ? 14,680.
(iv) Winning from lottery (Net) ? 70,000, TDS 30,000.
(v)

Rent from letting of open land ? 25,000.

(vi) Repairs to plant let out is ? 500, insurance for machinery ? 850.
(vii) 1,50,000, 18% less tax debentures of TATA Co. Ltd.
(viii) 40 000 interest on tax free debentures of a Mining Co. (unlisted).
Interest collection charges ? 1,500.
Lottery ticket purchased worth of ? 2,000.

Solution

:

March/April-12. Q12(a)

>

.

Note: Problem is solved as per the assessment year 2017-18.
Computation of Sri. Raghu Income from Other Sources for the Assessment Year 2017-18
Particulars

Amount (?) Amount (?)

1. Rent from letting plant and machinery:
Rent Received
Less: Expenses incurred on plant & machinery
Repairs
Insurance

2.

40,800
500
850

1,350

39,450

8,750
14,680

23,430

70,000
30,000

1,00,000

Dividends:

On shares of Akai Co.
On shares of foreign Co.
3. Winning from Lottery:
Amount received
Add: Tax deducted at source

4. Rent from open land
5. Interest on Debentures:
Debentures of Tata Co. Ltd.
Debentures of Mining Co. [unlisted]
Gross Income from Other Sources

25,000
27,000
44,444

71,444
2,59,324

Less: Deduction u/s 57:

Collection charges
Income from Other Sources
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Working Notes

1.

Rent received by letting of plant and machinery is chargeable under the head “Income from other sources”.

2.

Net dividends received from Foreign company is chargeable under the head “Income from other sources”.

3.

Tax free debentures of a mining co.
Net interest = 40,000
100

Gross interest = 40,000 x — - = 44,444
4.

Amount spent towards purchase of lottery tickets will not be allowed as deduction.

Q24. Compute income from other sources from the following,
(i)

Interest on Fixed Deposit (gross) ? 10,000.

(ii)

Royalties ? 20,000.

(iii) ? 40,000,12% Bihar Govt, loan
(iv) ? 50,000,10% Bombay Trust Bonds
(v)

? 20,000,14% Municipal debentures

(vi) Gifts from a * '!end ? 5,00,000
(vii) Gifts from Mother’s friend ? 6,00,000.

Solution :
Computation of Income from other Sources for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

20,000
10,000

1. Royalty Received
2. Interest on Fixed Deposit
3. Interest on Loan & Debentures:

4,800
5,000
2,800

Bihar Govt-loan
Bombay Trust Bonds
Municipal Debentures
4.

12,600

Gifts:

Received from a friend
Received from mother’s friend
|

Income from Other Sources

5,00,000
6,00,000

11,00,000
11,42,600

Working Notes

1.

Interest on fixed Deposit is chargeable under the head “Income from other sources”.

2.

Bihar Govt. Loan

40,000 x — = 4,800
100

3.

Bombay Trust Bonds

50.000 x —

100

4.

= 5,000

Municipal Debentures

14
20.000 x — = 2,800
5.

Dividends from ‘X’ Ltd.

Dividends received from India Company is an exempted income.
6.

Gifts received in cash is exempted upto ? 50,000 and if the value exceeds ? 50,000 then total value of gifts becomes
taxable income.
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Q25. Mr. Intelligent has the following investments for the previous year ended 31-3-2017.
1.

Dividends (Gross)

7,800

2.

Royalties received

48,000

3.

Examination remuneration

2,000

4.

Lotteries winnings (Net)

27,640

5.

? 40,000 • 10% debentures of a company (Listed).

6.

? 50,000 -13% less-tax commercial securities.

7.

? 40,000 -12% tax-free Punjab Govt. Securities.

8.

?40,000 -10% tax-free debentures of ‘Z’ Ltd.

9.

? 3,176 as interest on tax free debentures (not listed)

On 1st July 2016, he sold debentures of Z Ltd. for ? 45,000. In August 2016, he inherited 15%, 60,000
preference shares of ‘A’ Ltd. from his uncle. Interest and dividends on the above securities fall due on
30th June and 31st December every year.
He claims the following deductions:
1. 0 Collection charges at 2% of gross income.
2.

Cost of the lottery ticket ? 2,000.

Compute his taxable income from other sources.

Solution :

Model Paper-Ill, Q10(b)

Computation of Mr. Intelligents Income from other Sources for the Assessment Year 2017-18
Particulars
1.

Royalty Received

2.

Examination remuneration

3.

Lotteries wining [gross]

4.

Interest on Debentures:

5.

Amount (?)

Amount (?)

48,000
2,000
39,486

Debentures of a Co.(listed)

4,000

Tax-free debentures of ‘z’ ltd.

2,222

Tax-free debentures (not-listed)

3,529

9,751

Interest on Securities:

Tax commercial securities

6,500

Tax-free punjab Govt. Securities

4,800

Gross Income from Other Sources

11,300
1,10,537

Less: Deduction u/s 57:

Collection charges
Income from Other Sources
Working Notes
1.

Dividends

Dividends received Indian company is exempted from tax.
2.

Lotteries Winnings

Net interest = 27,640
Gross interest = 27,640 x

100

= 39,486
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2,211
1,08,326

10
40,000 x — = 4,000
4.

Tax-free Debentures of ‘z’ Ltd

10
6
Net interest = 40,000 * —~ x — - 2,000

Gross interest = 2,000 x
5.

100

•

- 2,222

Interest on Tax Free Debentures (not listed)

100

j.
.

3’176X ~ ^ = 3 ’529
6.

Less-tax Commercial Securities

13
50,000 x — = 6,500
7.

t

Tax-free Punjab Govt. Securities
• .

40,000 x ^
8.

i.

= 4,800

Collection Charges

1,10,537 x ^
9.

’

=2,211

Lottery Ticket

Purchase of lottery ticket is not allowed as deduction
10.

60,000 - 15% preference share is exempted from tax.

Q26. Kum Sirisha submitted the following particulars for the previous year ending 31st March 2016. Dividends
on shares of Toyota co.ltd. Japan ? 13,500; Dividends on shares of an American Co. Ltd. (Net)? 18,200;
Interim Dividends received on shares of a non-Indian company ? 4,900; Income from letting of plant
? 21,300 (repairs to plant? 4,800 and depreciation on the plant is ? 6,000) Interest on income tax refund
? 4,200.
Particulars

Amount (?)

Interest on fixed deposits

15,300

Interest on recurring deposits

1,000

Winning from horse races (Gross)

12,500

Interest on U.K. Govt. Bonds

16,000

Interest on money lend

9,000

Ground rent from open land

4,800

Tax paid to the municipality on this land is ? 500 collection charges for dividends is ? 75 and interest
paid on the loan taken to purchase Toyota company shares ? 1,300 . Compute the income from other
sources.
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Solution :
Computation of Kum. Sirisha Income from other sources for the Assessment Year 2017-18
Amount (?)

Particulars

1.

Dividends:

On shares of Toyota Co.

13,500

On shares of American co.ltd

f$,200
4,900

Interim dividends received from non-Indian co.
2.

Amount (?)

36,600

Income from Letting of Plants:

Rent received

21,300

*

Less: Expenses Incurred on P&M:

3.

Repairs

4,800

Depreciation

6,000

10,800

10,500

Interest on Securities:

Interest on income tax refund
Interest on Fixed deposits

4,200
15,300

Interest on recurring deposits

1,000

Interest on U.K. Govt. Bond

16,000

Interest on money lent
4.

Winning from horse race (gross)

5.

Rent from Open Land:

9,000

45,500
12,500

4,800

Rent received
Less: Municipal Tax paid

500

4,300
1,09,400

Gross Income from Other Sources
Less: Deduction u/s 57:

Collection charges
Interest paid on loan taken to purchase toyota company shares.

75
1,300

Income from Other Source

1,375
1,08,025

Q27. From the following particulars of Mr. Z compute income from other sources for the annual year 2016-17.
(i)

? 65,000 in fixed deposit with BOI, rate of interest 9% p.a.

(ii)

? 1,20,000 debentures of a Co. (Rate of interest 12% p.a.)

(iii) Winnings from lottery received ? 1,40,000, loss from Horse Race ? 32,000.
(iv) Mr. Z received ? 85,000 gift from his father and ? 62,000 from friend as a gift during the P.Y.
(v)

Diviaends from Indian company received ? 18,000, rate of TDS 10%.

(vi) Rent from open plot ? 3,000 p.m. Municipal taxes paid ? 2,000 p.a.
(vii) Rent received by let out of Plant and Machinery ? 55,000, Depreciation on P & M ? 12,000.
(viii) Agriculture income from outside India ?18,000.
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:

(Model Paper-1, Q10(b) | O c t./N o v .-1 7, Q 1 2 (a ))

Computation of Mr. Z Income from Other Sources for the A.Y. 2017-18
Particulars

Amount

Amount

(?)

(?)

(i)

? 65,000, 9% Fixed Deposit with BOI

5,850

(ii)

? 1,20,000, 12% Debentures of a Co.

14,400

(iii)

Winning from lottery

(iv)

Gift received from a friend

(v)

Rent from Open Plot

2,00,000
62,000
36,000

Less: Municipal Taxes p.a.

Rent from letting out of Plant and Machinery

(vi)

2,000
55,000
• 12,000

Less: Depreciation

Agriculture income from outside India

(vii)

34,000

Income from Other Sources

43,000
18,000
3,77,250

Working Notes:
(i)

Fixed Deposit with BOI

[65,000 x -jjjg- = 5,850]
(ii)

Debentures of a Co.

[1,20,000 x
(iii)

= 14,400]

Winning from Lottery

Gross Amount = Net Amount x
= 1,40,000 x ^
=

❖

2 , 00,000

Loss from Horse Race cannot be set-off against any other income.

(iv)

Gift received from father is an exempted income.

(v)

Dividends from Indian company is an exempted income.

(vi)

Rent from Open Plot

3,000 x 12 = 36,000
(vii)

Agricultural income from outside India is treated as “Income from Other Sources”.
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EXERCISE PROBLEMS
1.

Compute income from other sources from the following,
(i)

Interest on Fixed Deposit (gross) X 20,000.

(ii)

Royalties X 40,000.

(iii)

X 80,000, 12% Bihar Govt, loan

(iv) X 1,00,000, 10% Bombay Trust Bonds
(v)

X 40,000, 14% Municipal debentures

(vi) Gifts from a friend X 10,00,000
(vii) Gifts from Mother’s friend X 12,00,000.
(Ans: 22,85,200).
2.

From the following particulars of Mr. Z compute income from other sources for the annual year 2016-17.
(i)

X 1,30,000 in fixed deposit with BOI, rate of interest 9% p.a.

(ii)

X 2,40,000 debentures of a Co. (Rate of interest 12% p.a.)

(iii)

Winnings from lottery received X 2,80,000, loss from Horse Race X 64,000.

(iv)

Mr. Z received X 1,70,000 gift from his father and X 1,24,000 from friend as a gift during the RY.

(v)

Dividends from Indian company received X 36,000, rate of TDS 10%.

(vi)

Rent from open plot X 6,000 p.m. Municipal taxes paid X 4,000 p.a.

(vii) Rent received by let out of Plant and Machinery X 1,10,000, Depreciation on P & M X 24,000.
(viii) Agriculture income from outside India X 36,000.
(Ans: 7,54,500).
3.

From the following information compute income from other sources.
(i)

Interest on tax free debentures OTCL (listed) X 28,800

(ii)

Interest on debentures of leasing company (unlisted) X 32,400

(iii)

Horse race winnings X 70,000 (net)

(iv)

Dividends from X company Ltd X 37,000

(v)

Rent from subletting a house X 1,00,000 expenses on subletting X 1000, Rent payable on sublet house X 20,000

(vi)

Income from undisclosed sources X 2,00,000

(vii) Insurance commission X 32,000 (gross)
(viii) Interest on bank deposits X 28,000
(ix)

Rent from open land X 50,000

(x)

Income from Agricultural land in Srilanka X 80,000.

,

»

(Ans: 6,37,000).
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INTERNAL ASSESSMENT
I.

Multiple Choice
must have been issued out of accumulated profit of the company.

[

]

[

]

[

]

[

]

(a) Interest
(b) Dividend
(c) Shares
(d) Debentures
2.

General incomes come under section_______ .
(a) 56(1)
(b) 56(2)
(c) 57
(d) None of the above

3.

Specified incomes come under section________ .
(a) 56(1)
(b) 56(2)
(c) 57
(d) 60

4.

Income derived by a coal mine owner from rent and royalties are included in________head.
(a) General income
(b) Specified income
(c) Capital gain
(d) None of the above

5.

_______ contains face value of security, date of maturity, rate of interest, date, place and period of payment of
interest.
[ ]
(a) Mutual funds
(b) Tax at source
(c) Contents of security
(d) Security

6.

Gross interest = _________ .
(a) Net interest x
(b) Net interest x
(c) Net interest x
(d) Net interest x

[

]

100

100 - Rate of TDS
100

70
90
100
100
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7.

Collection charges are included in section_________ .

[

]

:

(a) 58
(b) 56(2)
(c) 56(1)

I

(d) 57
8.

Tax free securities are________ types.
(a) 1
(b) 3
(c) 2
(d) 4

9.

Upto_______ interest on debentures, tax will not be deducted at source.
(a) ? 10,000
(b) ? 2,000
(c) ? 20,000
(d) f 5,000

10. _ _ _ _ _ tax is deducted, when assessee has not submitted the PAN details.

'

[

]

(a) 10%
> )

20%

(c) 50%
(d) 30%

II.

Fill in the Blanks
1.

Winnings from lottery must not exceed ? ________

2.

Winnings from horse race must not exceed ? _________ .

3.

Winnings from games or T.V shows must not exceed ? 10,000 and received amount will be considered as

4.

__________ refers to the profits received by the shareholders from their company or mutual funds issued by the
company to its unit holders.

5.

The income from_________ is the amount of interest received by the investor after investing his money in the
bonds which are issued by the government or through the debentures of a limited company.

6.

Any income by way of interest on securities if the income is not chargeable to tax under the head_________ .

7.

_________ types of incomes are covered under income from other sources.

8.

_________ securities are issued by local authority statutory corporation or a company in the form of debentures
or bonds.

9.

_________ tax is deducted for commercial securities.

10.

Grossing up is not required in case of tax free and tax less

______

securities.
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K E Y

I.

Multiple Choice
1.

(b)

2.

(a)

3.

(b)

4.

(a)

5.

(c)

6.

(a)

7.

(d)

8-

(c)

9.

(d)

. .

ia .

II.

Fill in the Blanks
1.

10,000

2.

5,000

3.

Gross amount

4.

Dividends

5.

Interest on securities

6.

Profits and gains of business or profession

7.

Residuary

8.

Tax free commercial

9.

10%

10.

Government.
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III.

Very Short Questions and Answers

Q1.

What is Interest on Company Deposits?

Answer :
Interest on company deposits are treated as income from other sources and non deductions are allowed for such
income.
02.

Write a note on Interest on Securities.

Answer :
The income from interest on securities is the amount of interest received by the investor after investing his money
in the bonds which are issued by the government or through the debentures of a limited company.
Q3.

Define Dividend.

Answer :
Dividend refers to the profits received by the shareholders from their company or mutual funds issued by the company
to its unit holders.
04.

Give a formula for Gross Interest.

Answer :
Gross Interest = Net Interest x
Q5.

100
100 - Rate of TDS

What is meant Collection Charges?

Answer :
Collection charges are charges levied by bank for collecting interest and allowed deductions u/s 57, it is deducted
from gross income from interest on securities.
Q6.

What are the Types of Securities?

Answer :
Securities are of three types, they are as follows,
(i)

Securities exempted from tax

(ii)

Tax free securities

(iii)

Less tax securities.

Q7.

Write a note on Interest on Bank Deposits.

Answer :
If a assessee received interest income through any type of deposits held in bank or co-operative society etc such income
is considered as income from other sources.
Q8.

Write a note on provisions regarding “Gift received” by an individual.

Answer :
If the gift is received by an individual on or after 1-10-2009 then provision of sec.56(2) (vii) are applied. As per these
provisions, gifts received either in cash or kind is taxable with certain cash or kind is taxable with certain exemption limits.
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After studying this unit, one would be able to understand,
❖

Clubbing of Income of other Persons in the Total Income of Assessee.

❖

Assessment of Income from Firm and AOP.

❖

Concept of Deemed Incomes.

❖

Provisions of Set-off and Carry Forward of Losses.

❖

Deductions from GTI u/s 80C to 80U.

This unit deals with clubbing of income of other persons in the total income of assessee for the purpose of
computation of tax liability. Provisions u/s 60 to 64 has been incorporated in the Income Tax Act for this
purpose.
The set off and carry forward of losses has been explained in the Indian Income Tax Act, 1961, u/s - 70 to 80.
Income tax is imposed on the total income of an assessee, in order to compute total income, loss from any
source or head of income has to be adjusted. Carry forward of losses refers to transferring the losses incurred
in one previous year to the next previous year in order to make adjustments.
This unit also covers deductions from gross total income u/s 80C to 80U for the purpose of computation of
taxable income.
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PART-A
_________
Q1.

S H O R T Q U E S T IO N S W IT H S O L U T IO N S ________________

Deduction u/s 80E

Answer

:

(Model Paper-ll, Q3 | S e p t./O c t.-1 5 , Q8)

The actual amount of interest paid by the assessee is allowed as deduction.
Deduction u/s 80E is applicable to people pursuing higher education including vocational course after completing their
senior secondary examination (Intermediate). The deduction is allowed only for 8 years (the 8 years period begins from the date
of first repayment of loan or interest) or till the repayment of loan completely whichever comes first.
Any assessee who has taken education loan from any recognized financial institutions or any charitable institutions for
pursuing his higher education or for the education of his/her spouse and children can claim this deduction. If the assessee is a
legal guardian of a child even then this deduction is allowed._________________________
Q2.

Write about,
(a)
(b)

Answer
(a)

Liability of transferee to pay the income tax included in the income of transferor.
Share of income from A.O.P firm.
:

Model Paper-I, Q7

Liability of Transferee to Pay Income Tax Included in the Income of Transferor (Sec.- 65)

'
.
.
'
As per See.- 65, the notice of demand in respect of clubbing of income can be secured upon the person to whom such
income or asset has been transferred. Here transferee is liable to pay that portion of income tax levied on the transferor which is
attributable to the income so included.
(b)

Share of Income from A.O.P Firm (Sec. 67 (A))

According to Section 67 A, the aggregation process of total income of the assessess following tax-free income is involved
in the total income of the assessee i.e., if the assessee is the member of an Association of Persons (AOP) or Body of Individuals
(BOI) other than Hindu Undivided Family (HUF).
The portion of amount which is entitled by the assessee in order to rebate on the income received from the AOP or BOI
on which Income-Tax has been paid already by the AOP or BOI.___________________ _____________________________
Q3.

Calculate the amount of deduction u/s 80GG of a management professional who has his gross total
income of ? 3,50,000 and paid rent of ? 4,000 per month at Vadodhara.

Answer :
Computation of Deduction u/s 80GG

?
48.000
13.000
87,500

Limits

Statutory limit ? 4,000 per month (4,000 x 12)
(i)
(ii) Rent paid - GTI adjusted @ 10% of 3,50,000 (48,000 - 35,000)
(iii) 25% of adjusted GTI o f? 3,50,000

_____ The least amount from the above ? 13,000 is allowed as deduction._________________________________________
Q4.

Compute total income from the following information,
(i)

Income from salary ? 2,50,000

(ii)

Loss form self occupied house ? 20,000

(iii) Short term capital gains ? 5,000
(iv) Long term capital gains ? 22,000
(v)

Answer

Income from other sources ? 2,00,000.
:

(Model Paper-Ill, Q51 Sept./Oct.-15, Q6)

Computation of Total Income for the Assessment Year 2017-18
Particulars

1. Income from salary
2. Less: Loss from self-occupied house

Amount (?)

2,50,000
20,000
2,30,000
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22,000

3. Add: Long term capital gains

2,52,000

5,000

4, Less: Short term capital loss

2,47,000

5. Add: Income from other sources
Gross Total Income

2,00,000
4,47,000

Compute total Income from the following particulars.
Income from Business

? 7,50,000

Income from other sources

? 1,00,000

Loss from self occupied house

? 18,000

Deduction u/s 80D

? 10,000

Deduction u/s 80C

? 20,000
? 6,000

Deductions to PM relief fund u/s 80G

Answer :

(Model Paper-1, Q3 | O ct.-14, Q7)

Computation of Total Income for the Assessment Year 2017-18
Particulars

(i)
(ii)

Amount (?)

Amount (?)

7,50,000
1,00,000

Income from Business
Income from other sources

8,50,000

18,000

Less: Loss from self occupied house

8,32,000

Gross Total Income
Less: Deductions u/s 80:

Deduction u/s 80D

10,000

Deductions u/s 80C

20,000

Deductions to PM Relief Fund u/s 80G

6,000

7,96,000

Total Income
Q6.

36,000

Compute total income from the following information,
(i)

Income from salary ? 5,00,000.

(ii)

Loss from self occupied house ? 20,000.

(iii) Short-term capital gains ? 25,000.
(iv) Long-term capital loss ? 50,000.
(v)

Answer

Qualified savings u/s 80C ? 70,000.
:

(Model Paper-ll, Q8 | March/April-14, Q5)

Computation of Total Income for the Assessment Year 2017-18
Particulars

Income from salary
Less: Loss from self occupied house

Amount (?)

5,00,000
20,000
4,80,000

Add: Short term capital gains
Gross Total Income
Less: Qualified savings u/s 80 C
Total Income

25,000
5,05,000

70,000
4,35,000

Note : Long-term capital loss cannot be set-off from that of short term capital gain. Hence, long-term capital loss is ignored in

this problem.
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PART-B
ESSAY QUESTIONS WITH SOLUTIONS
3.1
Q7.

INCOME OF OTHER PERSONS INCLUDED IN THE TOTAL INCOME OF ASSESSEE
Under what circumstances income of other persons can be included in the income of assessee under
Income-Tax Act 1961 ?

Answer :
There are certain provisions under the Income-Tax Act, 1961 in which income of other persons are included in the total
income of the assessee u/s 60 to 63. It is done in the following cases,
1.

Transfer of Income (u/s 60)

The assessee will transfer some income to other person u/s - 60 without transferring the assets producing that income. Such
income is chargeable to tax and is included in the gross total income of the assessee. The transferred income can be revocable
or irrevocable whether effected before or after the commencement of this Act. Any settlement, trust, com enant, agreement or
arrangement are included in transfer of income u/S - 60, 61 and 62.
2.

Revocable Transfer of Assets (u/s 61)

Any income arising from a revocable transfer of an asset from one person to another, then such assets are to be included
in total income of the transferor.
3.

Sec. 61 not Applicable if the Transfer is Irrevocable for a Specified Period (u/s 62)

There are certain circumstances u/s - 62 (1) where the provisions of revocable transfer discussed in sec. 61 is not applicable.
They are,
(i)

If the transfer is made before April 1, 1961, then the transfer is not revocable for a duration exceeding 6 years.

(ii)

If any other transferor is not revocable during the life time of the transferee.

(iii)

If transfer is not revocable during the life time of the beneficiary in case of transfer by way of trust.

4.

When a Transfer is Revocable (u/s 63)

A transfer for the purpose of Sections 60, 61 and 62 are considered to be revocable in the following cases,
(i)

In the case, it contains a direct or indirect provision for the re-transfer of the whole or any part of the income or asset to
the transferor, during the life time of beneficiary or the transferee.

(ii)

In the case, it gives a right to re-assume power directly or indirectly to the transferor over the whole or any part of the
income or assets during the life time of beneficiary or transferee thus, income is taxable in the hands of the transferee in
the above cases.

Clubbing Provisions in the Income of Individual u/s 64

For answer refer Unit-Ill, Page No. 69, Q.No. 13.

PROBLEMS ON TOTAL IN C O M ES
Q8.

Compute the total income of Raj Kumar and explain each and every point clearly from the following
particulars for the assessment year 2016-17.
Particulars

Amount (?)
1,73,000

1.

Income from profession

2.

Interest on debentures purchased by Raj Kumar and gifted
to his wife

36,000

3.

Income of minor son (singer)

24,000

4.

Winning from lottery ticket (Lottery ticket was purchased
on the daughter’s name)

13,600

5.

Raj Kumar wife was a government employee

6.

Raj Kumar’s father gifted debentures of an Indian company
to Raj Kumar’s minor son.

S IA PUBLISHERS AND DISTRIBUTORS PVT. LTD.

1,12,000
13,300

Solution :
Computation of Total Income of Raj Kumar for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

Income from Profession

1,73,000

Income from Other Sources:

1.

Interest on debenture gifted to wife. (Income from debenture

36,000

gifted by husband to his wife without proper consideration shall
be clubbed with the transferror income) [u/s 64 (i)].
2.

Winning from Lottery ticket = 13,600 .
Less : Exempted u/s 10(32) = 1,500

Taxable amount
3.

12,100

12,100

Income of minor son [it is in individual income of minor son
earned from the profession of singing and should not be clubbed
according to sec 64(1 A)

4.

Raj Kumar wife was government employee (it is her individual
income and should not be clubbed)

5.

Interest occurring on the name of minor son.
[Exemption u/s 10(32) for ? 1,500 is applicable on the income]
= 13,300- 1,500

59,900

11,800

2,32,900

Total Income
Q9.

The income of Mr. and Mrs. Sharma for the previous year 2015-2016 is given below.
Particulars

Mr. Sharma

Mrs. Sharma

Salary from SIA Group

4,30,000

-

Capital gain : Short term

1,80,000

-

24,000

12,500

7,200

5,500

6,41,200

18,000

Income From Other Sources:
Bank interest
Interest on Govt. Securities

Additional Information:
Mr. Sharma does not have any qualification and experience, he is employed by SIA Group because Mrs.
Sharma holds 22% equity share capital in SIA Group from 12 Sept. 2015.
You are required to calculate gross total income of Mr. And Mrs. Sharma for the assessments year 2016-17.

Solution :

Model Paper-l, Q11(b)

Computation of Gross Total income for the Assessment Year 2017-18
Income of
Mrs. Sharma (?)

Particulars

Income of
Mr. Sharma (?)

Salary received (W.N 1)

-

4,30,000

Capital Gain: Short term

1,80,000

-

24,000
7,200

12,500
, 5,500

2,11,200

4,48,000

Income from Other Sources:

Bank Interest
Interest on Govt. Securities
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Working Notes

As Mr. Sharma does not have any qualification and experience his salary shall be added with the income of Mrs. Sharma
who hold 22% of equity share capital of SIA Group Company.

3 .2

INCOME FROIWFIRM AND AOP

_____

Q10. Define AOP. What are the steps regarding computation of total income of AOP?

Answer

:

Model Paper-ll, Q11(a)

Association of Persons (AOP) (Sec - 67 A)

As per the Income Tax Act 1961, An Association of Persons (AOP) or a Body of Individuals (BOI) is a separate person.
An AOP or BOI is a combination of individuals, HUF, Firms or companies with a motive of earning income. An AOP includes
members in the form of individuals, HUF, Firms or companies, but BOI includes only individuals as its members. An AOP or
BOI is neither a HUF nor a firm nor a company nor a local authority. The only motive is that the persons combine together to
earn income which may either received by AOP or BOI.
Steps in Computation of AOP’s Total Income

The following are the steps included in the computation of AOP (Association of Total Income). They are,
Step-1 : Compute income of AOP head-wise. Income from salary is exempted from AOP.
Step-2 : Compute income from house property as per the rules given under house property. Self-occupied house is not considered.
Step-3: Compute profits and gains of business or profession, by following the rules given under that head.
Step-4: Capital gains is to be calculated in the same manner as per provisions of capital gains but exemptions q/s 54, 54B arid

54F are not allowed.
Step-5: Set-off and carried forward the losses as per the rules given u/s - 70 to 74.
Step-6: The following deductions are allowed from gross total income,

u/s 80 G

Donations

u/s 80 GGC

Donations to political parties

u/s 80IA

Infrastructure projects

u/s 80IAB

Setting up industry in special economic zone

u/s 80 IB

New industrial under taking

u/s 80 IBA

Profits and gains from housing projects (w.e.f. assessment year 2017-18)

u/s 80IC

Setting up industry in backward states

u/s 80 ID

Setting up hotel or convention centre

u/s 80 IE

For undertakings in North Eastern States

u/s 80 JJA

For use of bio waste, and

u/s JJAA

For employment of new employees.

Q11. What are the rates prescribed for assessment of AOP?

Answer :
Rates of Taxes for AOP (Sec -167 B)

(a)

The following are the rates of taxes for AOP for the assessment year 2017-18 where the member of AOP are known,
Nature

STCG
Shares

LTCG

Casual
Incomes

Balance Total Income

1. AOP/BOI which has atleast 1 Member whose
individual income exceeds exempted limit

15%

' 20%

30%

Maximum Marginal Rate (MMR) i.e
30% of income (No exempted limit)

2. AOP/BOI which do not have any such
member whose individual income exceeds
exempted limit

15%

20%

30%

Rates applicable for an individual

Surcharge
Education cess

r

Charge @ 15% of tax if total income exceeds ? 1 crore
3% of tax
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The following rates of taxes for AOP are applicable where shares of members are not known,
Total Income

Nature

STCG
Shares

LTCG

Casual
Incomes

1. When the AOP/BOI has no such member
whose income is chargeable to tax at a
higher rate when compared to MMR.

15%

20%

30%

(At MMR) i.e., 30% income

2. When there is any member whose income
is chargeable to tax at a higher rate when
compared to MMR.

15%

20%

30%

(At MMR) i.e., 30% of income

Surcharge

15% of tax (Exempted limit ? 1 crore)

Education cess

3% of tax (2% tax 1% secondary and higher education cess)

PROBLEM ON AOP
Q12. Calculate the tax liability of AOP and gross tax liability of its members for the assessment year 2017-18.
Mr. R and Mr. J are two members of an AOP. The following are detail of AOP for the year ending 31st
March 2017.
(?)
1,00,000

Cost of goods sold
Interest on Capital:
Mr. R

30,000

Mr. J

20,000

Salaries:
Mr. R

40,000

Mr. J

30,000

Other expenses

41,000

Net Profit

2,13,000

Sales

4,00,000

Interest on Drawings:
Mr. R

15,000

Mr. J

14,000

Additional Information:
(a)

? 28,000 of donation to PM National Defence Fund by AOP which is not debited in the P and L
account.

(b)

u/s 43 B ? 10,000 is not deductible out of other expenses

(c)

Mr. R and Mr J’s profit sharing ratio is 2:3.

(d)

Mr. R’s interest bank is ? 50,000 and Mr. J’s is ? 2,70,000

(e)

Amount deposited in PPF by Mr. R is ? 13,000 and Mr. J is 13,000.

#

Solution :
Computation of Total Income of AOP for the Assessment Year 2017-18.
Particulars

Amount (?)

2,13,000

Net Profit
Add: Inadmissible Expenses:

Net interest paid (WN-1)

21,000

Salary to members (WN-2)

70,000
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Expenses not allowed Sec. 43B

10,000

Gross Total Income

3,14,000

Less: Deductions u/s 80G:

Donation to PM National Defence Fund

28,000

Total Income

2,86,000

Computation of Tax Payable by AOP

AOP’s total income = ? 2,86,000
Particulars

Amount (?)

Tax o n ? 2,86,000 @30%.

85,800

Add: Education cess (85,800 x 2%)

1,716

Secondary + Higher education cess (85,800 * 1%)

858
88,374

Computation of Tax Payable by Mr. R
Particulars

Amount (?)

Bank interest

50,000

Share of income of AOP (exempted)
Gross Total Income

Nil
50,000

Less: Deductions u/s 80C:

Amount deposited in PPF

13,000

Total Income of Mr. R

37,000

The total income of Mr. R does not exceed maximum exemption limit of? 2,50,000. Therefore, the tax liability does not
exists.
Computation of Tax Payable by Mr. J
Particulars

Bank interest

Amount (?)

2,70,000

Share of income of AOP (exempted)
Gross Total Income

Nil
2,70,000

Less: Deductions u/s 80C:

Amount deposited in PPF

13,000

Total Income of Mr. J

Initial amount ? 2,50,000

Nil

Balance ? 7,000 @ 10%

700
Tax

Less: Rebate u/s 87A (actual tax on ? 5,000 W.E.L)
Tax Payable
Working Notes
1.

2,57,000

Net interest paid to members of AOP

Interest on capital 30,000 + 20,000

= 50,000

Less: Interest on drawings 15,000 + 14,000 = 29,000
21,000
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2.

Salary paid to members of AOP is not considered as expense so, it is added back of net profit [40,000 + 30,000 = ? 70,000]

3.

u/s 80G of AOP deductions from GTI is 100% on donation given to P.M national defence fund

4.

u/s 80C amount deposited by members of AOP is eligible for deduction from GTI of members

5.

As, the income of one of the member Mr. J exceeds exemption limit o f? 2,50,000, thus the taxable AOP income is at
Maximum Marginal Rate (MMR) of 30.9%.

6.

Share of income of AOP to members is not includible as income of AOP is taxable at MMR.

7.

Mr.J’s income is less than ? 5,00,000, then Rebate u/s 87A is deductible.

8.

Least of the following two,
(i)

|

Actual income tax |700|

(ii) ? 5,000.

3.3

CLUBBING PROVISIONS_________________________ _______

Q13. What are the provisions of law regarding the clubbing of income of spouse and other family members
in the income of individual?

Answer :

Model Paper-I,

Q11(a)

Clubbing Provisions in the Income of Individual [u/s-64]

The provision of law u/s-64 regarding the clubbing of income of spouse and other family members in the income of
individual are discussed below,
1.

Income of the spouse or son’s wife [Sec. 64] [Sec.64(l)(vi)]

2.

Income from assets transferred to other persons [Sec.64(l)(vii)]

3.

Income from assets transferred for the benefit of spouse Sec.64(l) son’s wife [Sec.64(1 )(viii)]

4.

Income from business [Explanation 3 to Sec.64(1)

5.

Income of a minor child [Sec.64(lA)]

6.

Transfer of individuals self acquired property to H.U.F [Sec.64(2)].

1.

Income of the Spouse [Sec.64] or Son’s Wife [Sec.64(1)(vi)]

(i)

If a spouse holds a substantial interest in a firm or concern and earns any income in the form of salary, commission or
remuneration from such concern then such income will be added up and treated as individual income and should not be
clubbed in.

(ii)

Income obtained from asset transferred to spouse without proper consideration is transferor’s income provided husband
and wife relationship should exists between them at the time of transfer and there should not be any agreement between
them to live separately.

(iii)

Income from asset is transferred to son’s wife without sufficient amount of consideration then such income is considered
as transferor’s income. Eventhough asset is transferred to third person, the benefits out of the asset are still received by
the spouse, son’s wife or minor etc, then income from such asset is treated as transferor’s income.

(iv)

Income of spouse for being a member of any trust or income of a minor child for being a beneficiary under a trust ie., If a
spouse or minor child being a member of trust earned income from such membership then such income shall be considered
as the income of spouse or minor child.

(v)

Income of Spouse for being a Member of any Trust or Income of a Minor Child for Being a Beneficiary Under a Trust.

Note: If any person holds minimum 20% share in any company or concern then such person is said to have substantial interest.

If a spouse or minor child being a member of trust earned income from such membership then such income shall be
considered as the income of spouse or minor child.
2.

Income from Assets Transferred to Other Persons Sec.64(1)(vii)

If some assets are transferred by an individual to other persons or association of persons directly or indirectly without
adequate consideration for the benefit of spouse or minor child, the income arising from such assets shall be included in the total
income of the individual for the benefit of the spouse of minor child or both.
For example: Romi transferred her house to his friend, soni with a direction that the income through rent of the house will
be given to Romi’s daughter-in-law. Now, such rental income shall be treated as total income of Romi.

............. ........ ■...— .....
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3.

Income from Assets Transferred for Benefit of Spouse or Son’s Wife [Sec.64(1)(viii)]

If some assets are transferred by a individual to other persons or association of persons directly or indirectly without
adequate consideration for the benefit of spouse or son’s wife, the income arising from such assets shall be included in the total
income of the individual.
For example: Mr. Kapoor transferred his house to his friend, Mr. Anup, with a direction that the income from rental house
will be used for the benefit of Kapoor’s wife, Arpita. Now, such rental income is treated as his total income.
4.

Income from Business [Explanation 3 to Sec.64(1)]

When assets are transferred directly or indirectly by an individual to his spouse or son’s wife and such asset is invested
by the transferee (i.e., Spouse or son’s wife) in any business not as capital contribution, that amount of income will be included
as the income of individual (transferor) and can be calculated as follows,
_ .
Value of the asset on the first day of previous year
Business Income * ----- —------------ :— -—-— :---------------------- ------- :---------Total investment in the business on first day of previous year
If the transferred asset invested by the transferee in the form of capital contribution as a partner in partnership firm, that
proportion of the interest receivable by the transferee shall be clubbed with income of individual and can be calculated as follows,
,
Amount invested
Interest * —— ---- — ---------—--------------- :—- —
Total capital invested by transferee in firm
5.

Income of a Minor Child [Sec.64(1 A)]

(i)

Income earned by a physically handicapped or mentally retarded minor child will not be added to his/her parents income.

(ii)

Income earned by a minor child by using his/her own knowledge, skill, and talent will be not be added to parent income.

4
Income earned by a minor child from any source will be added to the income of either mother or father whose income is
more. The two exceptions to this rule are,

A parent with whose income minor child income is added can get exemption. The least of the following two amounts is
allowed as exemption.

6.

(i)

? 1,500 per minor child.

(ii)

Actual income of minor.

Transfer of Individuals Self Acquired Property to H.U.F [Sec.64(2)]

If an individual convert the self acquired asset into common pool of HUF, then income obtained from such asset is
considered as transferor’s income.
7.

Benami Transaction

Transaction which have an effect on paper and all benefits and rights enjoyed by the transferor such transactions are
considered as benami transactions. The transferor is liable to pay tax for such income.
8.

Inadequate Income

Aggregation of income is also applicable if there is inadequate income. In other words any income from assets, transferred
after 1-6-1973 to daughter in law without adequate consideration will be deemed to be income of transferor.

PROBLEMS ON CLUBBING PROVISIONS
Q14. From the cases given below discuss whether the provisions of clubbing of income of minor is applicable
or not.
(i)

? 5,00,000 is deposited by Roshan in the name of his minor grand son, Kishan, under fixed deposit
account where ? 50,000 is annual income from the deposits.

(ii)

Chandrika, a minor child artist (10 years) acted in a Bollywood Movie and earned ? 5,00,000 from
the producer of the film.

Solution :
(i)

Yes, the interest income of Kishan ? 50,000 is applicable and shall be clubbed with the income of the parents (either
mother or father) with other higher taxable income.

(ii)

No, the income of Chandrika is not applicable in a way to club with the income of her parents because, she earned income
due to her individual talent or skill. In that case Chandrika’s parents can file a separate return of income of Chandrika.
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Q15. The following are the particulars of income of Mr. W, W’s spouse X and their sons Y and Z.
(i)

Mr. W earns a salary worth ? 40,000 per month including other benefits worth ? 10,000 per month.
Income of his house property for the year is ? 20,000.

(ii)

Mrs. X has a child care centre at her house with an expected annual income of 3,00,000. In the
current year, Mrs. X is expected to earn ? 50,000 from her deposits in the bank. She received
? 20,000 as dividend from shares in various companies.

(iii) Mr. Y is a T.V artist with an income of ? 8,00,000 during the year. On 21-6-2014 his grand father
gifted him ? 6,00,000 on his 15th birthday. On the same date he deposited the money in the bank
and the interest income during the year is ? 50,000.
(iv) Mr. Z also got? 6,00,000 on his 15th birthday in May, 2010 and he invested the amount in debentures
of a public limited company @ 12%
Compute the total incomes of W,X,Y and Z for the assessment year 2017-18.

Solution :
Computation of Total Income of Mr. W,X,Y and Z for the Assessment Year 2017-18.
Mr.W (?)

Particulars

I

Mrs.X

Minor Son

Major Son

(?)

Y (?)

Z(?)

4,80,000

Income from salary @? 40,000 P.m (40,000 * 12}

1,20,000

Add: Other benefits @ ? 10,000 P.m [10,000 x 12]

6,00,000
Income from house property (computed)

20,000

Income from child care centre

3,00,000
■

Interest on deposits with bank

50,000

Dividend from shares-exampted

NIL

Income from T.V programmes
Interest on deposits with bank

50,000

Clubbed with father’s income

1,500

(Minor income) after exemption

8,00,000
48,500

Interest on debentures (6,00,000@12%)

72,000
6.68.500

3.4

3.50.000

8,00,000

72,000

DEEMED INCOMES

Q16. Explain the concept of deemed income.

Answer :
Deemed income is (Sec. 68-69) the income which is available for usage of an individual/ assessee regardless of actual
receipt. There are always some receipts. Expenditure or assets which are deemed to be the income of the individual in the specified
circumstances. Thus, some provisions have been enacted to consider the unexplained cash credit, investment, money etc., as
deemed income of the individual/ assessee. The main purpose behind the enactment of such provisions is to curb the generation
and proliferation of black money. Under section 68 to 69 these provisions are discussed and explained.
(i)

Cash Credit [Sec.68]

If an assessee had credited a sum of money in his/her books of previous year and fails to provide appropriate explanation
about such income then such income of the assessee will be chargeable to income tax. This type of cash credit shall be regarded
as business profits or income from other sources.
(ii)

Unexplained Investments [Sec.69]

In case, if the assessee had made some investment and had not recorded such transaction in the accounting of financial
year and further fails to explain the source of such investment in front of Assessing Officer (A.O) and if the AO has doubt in the
explanation given by the assessee then the income earned by the assessee through such unexplained investment is considered as
deemed income of the assessee.
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(iii)

Unexplained Money [Sec. 69(A)]

According to Sec. 69A, if an Assessee is found to be the owner of any valuable article like, income, billion, jewellery
etc., during the financial year and he/she has not furnished the details of such article in the accounting books and further fails to
explain the sources of such article in front of the Assessing Officer (AO) or if the AO is not satisfied with the explanation given
by the assessee then the value of those valuables or article will be deemed as the income of an assessee in that financial year.
(iv)

Account of Investment and other valuable Articles [Sec. 69(B)]

As per Sec. 69(B), If the assessee had made some investment or purchased some valuable article but value of these items
recorded in the books of accounts is lesser than what is actually spent by the assessee and assessee fails in giving reasonable
explanation to the AO regarding the excess amount and if AO is not satisfied with the explanation given by the assessee then
under such situation, the excess amount found is deemed to be the income of an assessee in that financial year.
(v)

Unexplained Expenditure [Sec. 69(C)]

According to the provision of Section 69(C), if an assessee had incurred any expenditure during the financial year and
does not furnish any details regarding such expenditure (or part of the expenditure) in the accounting books and further fails to
convince and satisfy the Assessing Officer (AO) about such expenditure the amount of such unexplained expenditure is deemed
as income of the assessee for that financial year.
(vi)

Payment of Hundi Money in Cash [Sec. 69(D)]

According to this provision, if a person had borrowed any amount on hundi or repaid any amount on hundi then such
amount shall be deemed as the income of that person.

3.5

PROVISIONS OF SET-OFF AND CARRY FORWARD OF LOSSES

Q17. Explain in detail I.T rules regarding set-off and carry forward of losses.

March/Aprii- 12 , 0 1 2 (b)

OR
Explain the provisions of set off losses under Income Tax Act, 1961?

M arch/Aprii- 14 , 0 1 2 (b)

(Refer Only Topic: Set o ff Losses)
OR
Explain the provisions of set off losses under Income Tax Act.
(Refer Only Topic: Set o ff Losses)
A nsw er

:

(Model Paper-Ill, Q11(a) | Sept./Oct.-1 5 ,012(b))

Set-Off Losses

The set off and carry forward of losses has been explained in the Indian Income Tax Act 1961 under Sections 70 to 79.
Income tax is imposed on the total income of an assessee. In order to compute total income, loss from any source or head of
income has to be adjusted.
The set off of losses include the following concepts,
1.

Intra-source set off of losses (With in Head)

Provisions under Sec.-70 inter-source set off of losses, the loss occurred is set-off within the same head of income but
against from other source of income.
Example

If Mr. A has two business X and Y. Mr.A received a profit of? 4,00,000 from business X and received a loss from business
Y of ? 2,00,000. Mr. A can set-off the losses of business Y from the profit of business X in the same head because he does not
have any other option to set-off the losses.
(a)

Long term Capital Loss

Long term loss can be set-off only from the long-term capital gain but short term capital loss can be set off by both long
term and short term capital gain.
(b)

Loss from Running and Maintenance of Race Horses

Loss from running and maintenance of race horses can be set-off only from the income obtained from owning and
maintenance of horses.
(c)

Loss from an Exempted Sources of Income

This is the loss which cannot be set-off from the unexempted income of any other source.
For example: It is not possible to set off agriculture loss against non-agricultural income.
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Speculation Loss

U/s 73(1), it can be adjusted or set-off only from the speculation gain
(e)

Provisions u/s 73 AH V loss from snecified business such as transnort w arehousing dairv nrodnets and

(f)

products refered in Sec. 3 5AD, can be set off from other business losses but not from the pronts
business.
Illegal business losses cannot be set off against other legal or illegal business profits.

(9)

Loss of house property can be set off from profit/income of other house.

(h)

U/s 56(2) (ib), loss from lottery or crossword puzzles, card games, races etc., cannot be set off against income from
other sources.

(i)

Interest on Securities

Loss from interest on securities can be set off against income from other sources.
2.

Inter-head Set-off (Outside Head)

Provisions u/s 71, when a loss cannot be set-off from the income of same head then such loss is allowed to be set-off from
the income of other head in the same assessment year.
Exceptions
(a)

Speculation Loss

As discussed above in the 1st (i.e. With in head).
(b)

Expenses on Maintenance of Race Horses

As discussed in the first concept (i.e. With in head).
(c)

Loss under the Head Capital Gains
(i)

Short term loss

The short-term losses should be first set-off from the short-term capital gain and then the remaining amount (if any)
from the long term capital gain.
(ii)

Long Term Capital Loss

The long-term capital loss can be set-off only from the long-term capital gains.
(d)

Business Loss Cannot be Set-off from Salary Income

U/s, 71(2A), business income cannot be set off from income under the head ‘salaries’
(e)

No Losses can be Set-off from Casual Income

U/s, 56(2) (i)(b), the casual income earned by winning any lottery, races, card games etc. Should not be used to set-off
any losses.
(f)

Share of Loss from Firm

Assessment u/s 184 or 185, A firm can set-off or adjust its losses from its business income.
(g)

Salaries Head

Under salaries head, there will be no losses. Hence, no question of set off.
Carry Forward of Losses

As per the rules prescribed under Income Tax Act 1961, Carry forward of losses refers to transferring the losses incurred
in one previous year to the next previous year in order to make adjustment.
1.

House Property Head

Provisions u/s 7IB, losses which cannot be adjusted or set off during an assessment year can be carried forward for 8
succeeding previous years. The losses from house property can be set-off only from the income from house property.
2.

Profits and Gains of Business or Profession

Business Loss

U/s 72 (1), business loss can be carried forward for 8 succeeding previous years and should be set-off or adjusted only
out of the income under the head profits and gains.
Speculation Loss

The unadjusted speculation loss can be carried forward to next previous years and should be set-off only with the income
from speculation gains.

S IA PUBLISHERS AND DISTRIBUTORS PVT. LTD.

74

INCOME TAX -II

3.

Loss under the Head Capital Gains (U/S 74)

(a)

Short term capital losses can be carried forward for 8 succeeding previous year and it can be set-off first out of short-term
capital gain and then remaining amount (if any) from long-term capital gain.

(b)

Long-term capital losses can be carried forward for 8 succeeding previous year and can be set-off out of long-term capital
gains.

4.

Specified Business

U/s. 73A, loss from specified business can be carry forward until it is fully set-off.
5.

Loss from Running and Maintenance of Race Horses

U/s 74A, this type of losses can be carried forward for 4 succeeding previous years and should be set-off only out of
income from owing and maintenance of race horses.
Sequence of Set off and Carry Forward

(i)

Scientific research expenditure of current year.

(ii)

Depreciation of current year.

(iii)

Business losses of previous years which are brought forwarded (Circular No. 587 dated 11-2-1990)

(iv)

Unabsorbed depreciation, expenditure on scientific research development allowance, investment allowance and
development rebate.

PROBLEMS ON COMPUTATION OF GROSS TOTAL INCOME
Q18. From the following, prepare statement of Gross total Income for the P.Y. 2016-17.
Particulars

1. Income from salary (Computed)

1 ,00,000

2 . Income from House Property :
Hyderabad property
Nalgonda property
3.

36,000
(60,000)

Income from business :
Textile business
Cement business (loss)

1 ,20,000
(1,50,000)

Speculation :

4.

Silver

1 ,20,000

Bullion

(30,000)

Capital gain :
Long Term Capital gain

90,000

Short Term Capital loss

(30,000)

5. Income from other sources :
Card games

(30,000)

From activity of owning and maintaining
Horse races :
Loss at Hyderabad
Profit at Madras
Dividends from Indian Company
Income from hiring of Plant and Machinery

(1,50,000)

1 ,20,000
30,000
1,83,000

Long term capital loss b/f from 2007-08

54,000

Loss from speculation on silver b/f from 2007-08

75,000
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Solution :

March/April-11, Q12(b)

Income from House Property
Particulars

Amount (?)

Hyderabad property [profit]

36.000

Less : Nalgonda property [loss]

60.000

Net Loss

(24,000)

It can be set-off against the income of other heads.
Income from Business (non Speculative)
Particulars

Amount (?)

Textile business [profit]

1,20,000

Cement business [loss]

1,50,000
(30,000)

Gross Loss

15,000

Less: Adjusted profit of speculative business
Net Loss

(15,000)

It can be set-off against income from other hands [except the head income from salary]
Income from Business (Speculation)
Particulars

Amount (?)

Silver [profit]

1,20,000
30,000

Less : Bullion [loss]

Net Profit

90,000
75.000

Less : Loss from speculation on silver b/f from 2007-08

15.000
15,000

Less : Set-off loss of non-speculative business

Nil
Income from Capital Gain
Particulars

Amount (?)

Long term capital gain

90,000

Less : Short term capital loss

30,000
60,000
54,000

Less : Long term capital loss b/f from 2007-08
Profit

6,000

Income from Other Sources
Particulars

Loss at Hyderabad
Profit at Madras
Net Loss

Amount (?)'

1.50.000
1.20.000
30,000

It cannot be set-off against any income balance can be carry forward for 4 year against this source as income only.
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Computation of Total Income for the Assessment Year 2017-18
Amount (?)

Particulars

1,00,000

1. Income from salary

24,000

Less : Loss from house property

76,000
6,000

Add : Long term capital gain

82,000
2. Income from Other Sources:
1,83,000

Income from hiring of plant & machinery

2,65,000
15,000

Less : Loss from non- speculative business

2,50,000

Gross Total Income
Working Notes

1.

Loss from Card Games cannot be set-off against the income of other heads.

2.

Dividends received from Indian company is an exempted income._____________________________________ _____

Q19. Mr. Ajay, an Indian resident, provides the following information of his income for the assessment year
2016-17. You are required to deal with set-off and carry forward of losses.
Particulars

Amount (?)
13,000

(0

Income from securities (gross)

(ii)

Income from residential house (computed)

(iii)

Profits from silk business

(iv)

Income from an agency business

5,000

(v)

Speculation income

5,000

(vi)

Short-term capital gain

7,000

(vii)

Long-term capital gain

12,500

8,000
28,000

The carry forward items from the assessment year 2015-16 are :
(i)

Loss from cotton business (discontinued in 2014-15)

7,000

(ii)

Loss in agency business

6,000

(iii) Loss from silk business

6,000

(iv) Speculation loss

7,000

(v)

9,000

Short-term capital loss

(vi) Long-term capital loss (of previous year 2013-14)

9,500

Current years depreciation for silk business is

? 500.

*

Solution :

Model Paper-Ill, Q11(b)

Computation of Gross Total Income for the Assessment year 2017-18
Particulars

Amount (?)

2.

V

Business income
(i)
Speculation Business:

Income from speculation business
Set-off brought forward speculation loss

5,000
(7,000)

Carry-forward speculation loss

(2,000)
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Silk Business:

Income from silk business

28,000
500
27,500

Less : Current depreciation

I

Set-off Brought Forward Business:

6,000
7,000

Loss of silk business
Loss of cotton business
(iii)

Income from Agency Business
Set-off loss B/F
Income under the head “profit and gain”

5,000
(6,000)

13,000
14,500
(1,000)
13,500

Capital Gains:

Long term capital gain
Set off B/F long term capital loss
Short term capital gains
Set of B/F short term capital loss
Taxable long term capital gain
3. Other sourees : Interest on securities

12,500
(9,500)
7,000
(9,000)

3,000
(2,000)
1,000
13,000
35,500

Gross Total Income
Notes:

1.

Loss of a discontinued business can be set-off from the income ot a continued buoinooe.

2.

Speculation business loss is carried forward as it cannot be set-off from non-speculation business income.___________

Q20. Mr. Bajaj submits the following information for the financial year ending 31 -3-2016. He desires that you
should :
(a)

Compute the gross total income and determine the amount of losses that can be carried forward:
owns two houses:
Mumbai house [net annual value]
Chennai house [current year loss]
Brought forward loss of assessment year 1999-2000 of
chennai house representing adjusted interest on borrowed capital
2. He owns three proprietary business:
(a) Textile business:
(i) Discontinued from 31-9-2015 current year loss
(ii) Brought forward business loss of year 2013-14
(bj'L'neninrJihJuynpvSs;.
(i) Discontinued from 1-3-2014 hence no profitfloss
(ii) Bad debts allowed in earlier years recovered during this year
(iii) Carried forward business loss for the assessment year 2013-14
(c) Leather business:
Profit for the current year
3. Short-term capital gains
Long-term capital loss
1.

He
(a)
(b)
(c)

?
38.000 .
(12,000)
32.000

27,000
82,000
Nil
32,000
22,000
92,000
22,000
17,000

Solution :
Computing of Gross Total Income of Mr. Bajaj for the Assessment Year 2017-18
1.

Particulars
Income from House Property:

Amount (?)

Net annual value of Mumbai house
Less: Standard deduction @ 30% of 38,000
Current year loss form channai house set-off

Amount (?)

38,000
11,400
26,600
lAfinn
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2.

Profit and Gains of Business:

(i) Textile business :
Current year loss
(ii) Chemical business :
Bad debts recovered taxable u/s 41

(27,000)
32,000
5,000

(iii) Leather business :
Current year profit for the year

92,000
97,000

Bought forward loss of
Textile business of assessment year 2013-14

82,000

Chemical business assessment year 2013-14

22,000
1,04,000

But limited to business income

(97,000)
7,000

Balance carried forward

Nil

Taxable business profits
3.

Capital Gains :

22,000

Short-term capital gains
Long-term capital loss ? 17,000 (to be carried
forward as cannot be set-off from STCG)

22,000

Nil

36,600

Gross total income
Notes

1.

Loss incurred from chennai house or Assessment year 1999-2000 cannot be carried forward.

2.

Loss incurred from discontinued business can be set-off from any other business income.

3.
Long-term loss cannot be set-off from short term capital gain but short term capital loss can be set off from long-term
_____ capital gain._________________________________________ __________________________________________
Q21. Mr. Ram Patel submits the following information of his incomes and losses for the year ending 31 -3-2016 :
Particulars
Salary income (computed)
Income from House Property :
House A (income)
House B (loss)
House C (Self-occupied) loss
3. Income from Business :
Cloth business (profit)
Hardware business (loss)
Speculation (profit)
Speculation (loss)
4. Capital Gains :
Short-term (gain) >
Short-term (loss)
Long-term (gain)
5. Other Sources :
Income from betting
Loss from card game
Income from card games
Interest on securities (gross)

1.
2.
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Intra-hand Adjustments
Income from House Property
Particulars

Income

Loss

10,000

House A
House B
House C (self occupied)

40.000
28.000
10,000

68,000

Note: Loss from house property ? 58,000 (68,000 - 10,000) can be set-off against the salary income and interest on securities.
Income from Business (Non-speculative)
Particulars

Income

Loss

10,000

Cloth business
Hardware business

12,000
10,000

12,000

Note: Non-speculative business loss ? 2,000 (12,000 - 10,000) can be set-off from interest on securities.
Income from Business (Speculative)
Particulars

Income

Speculation (profit)
Speculation (loss)

Loss

12,000
17,000
12,000

17,000

Note: Speculation loss to be carried forward ? 5,000
Income from Capital Gains
Particulars

Short-term gain
Long-term gain
Short-term loss

Income

Loss

8,000
8,000
24,000
16,000

24,000

Note: Capital loss to be carried forward ? 8,000.
Income from Other Sources
Particulars

Income

Loss

12,000
9,000

Income from betting
Income from card games
Loss from card games

6,000
21,000

6,000

Note: Loss from card games cannot be set off from income from card games.
Computation of Gross Total Income of Mr. Ram Patel for the Assessment Year 2017-18
Particulars

Salary income
Interest on securities
Less : Loss from non-speculative business
Less : Loss from house property
Balance loss from house property (carry forward)
Add : Income from other sources
Gross Total Income

Amount (?)

2,24,000
8,000
2,32,000
2,000
2,30,000
58,000
1,72,000
21,000
1,93,000
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3 .6

DEDUCTION FROM GTI u/s 80C TO 80U

Q22. Discuss in brief deductions from gross total income.

Answer :
The deductions allowed from Gross Total Income (GTI) u/s 80 C to 80 U, of an assessee are deductions for payments and
deductions for incomes. These are discussed in detail below,
I.
1.

Deductions for Payments
Qualified Savings u/s 80C

Qualified savings are the savings on which the deduction is allowed. Some of the examples of qualified saving on which
the deductions are allowed includes repayment of house loan, premium paid for life insurance policy, contribution to provident
fund and so on. However, deductions are not allowed on every saving. For example, the payment made to chit fund or savings
done in a post office, such deduction is not allowed. Hence, all qualified savings are considered as savings, but all savings are
not considered as qualified savings.
The Section 80C was revised with some changes during the assessment year 2006-07. The salient features of this section
are as follows,
(i)

The amount should be deducted from Gross Total Income (G.T.I).

(ii)

According to Sec 80CCE the amount of deduction may be linked with 80CCC and 80CCD.
If the assessee have any deduction u/s 80CCC and 80CCD, then the aggregate amount of deduction u/s 80 C is limited
up to? 1,50,000.

(iii)

Payment of life insurance premium and group insurance.

(iv)

Deposits made in superannuation fund and Unit Linked Insurance Plan (UL1P).

(v)
(vi)

Amount invested in National Saving Scheme (NSS) - 1992 and in national savings certificate VIII or IX issues and in
notified pension fund setup by UTI or mutual funds.
Term deposits with banks more than 5 years duration.

(vii)

Subscription to NABARD bonds and

(viii) Deposits under the senior citizen savings scheme rules 2004 (period of 5 years).
2.

Payment of Pension Fund u/s 80CCC

Sec. 80CCC deals with payment or deposit in respect of pension fund. According to this section, amount paid or deposited
in an annuity plan of L.I.C which is established by L.I.C dr insurer and the amount received in the form of pension is allowed as
deduction.
(i)

The deduction is allowed based on the least value of the following two amounts,
Actual amount paid/deposited

(ii)

? 1,50,000.

(i)

The following points must be considered u/s 80CCC,
It does not consider deduction u/s 80CCC

(ii)

Assessee receiving the amount becomes taxable income

(iii)

It is not mandatory to submit annuity scheme prior to maturity date.

3.

New Pension Scheme (NPS) u/s 80CCD

This scheme is applicable to government employees as well as for other employees.
Employers Contribution

(i)

It is added under the head “Salary”. Least of the following two amounts is allowed as deduction,
Actual contribution

(ii)

10% of salary.

Employees Contribution

Least of the following three amounts is allowed as deduction,
(i)
(ii)

Actual contribution
10% of salary

(iii)

? 1,00,000.
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Other Employees Like Self Employed Persons

Self employed persons who are having income from business or profession is taxable income. Least of the following two
amounts is allowed as deduction,
(i)

Actual contribution

(ii)

10% of gross total income.

4.

Limit on Deduction u/s 80CCE

Sec.80CCE deals with limit on deduction u/s 80C. The provisions of sec.80CCE are applied only when assessee is
possessing/claiming deduction u/s 80C, 80CCC and 80CCD. The deduction for this section is considered based on the least on
the least value of the following two amounts,
(i)

Aggregates of gross qualifying amount u/s 80C, 80CCC and 80CCD.

(ii)

? 1,50,000 (Employer’s contribution to new pension scheme is ignored).

5.

Investment in Equity Saving Scheme u/s 80CCG

When the individual resident whose gross total income is less than ? 12,00,000 and who have invested in equity saving
scheme [Known as “Rajiv Gandhi Equity Saving Scheme”] for the first time, then the deduction is allowed based on the least
value of the following two amounts,
(i)

50% of the investment

(ii)

? 25,000.

6.

Medical Insurance Premium u/s 80D

For medical insurance and preventive health check up deductions are allowed based on the least value of the following
two amounts,
(a)

If the health policy for own/spouse/children or parents of assessee select least of the following two amounts,
(i) Actual Premium
(ii)

(b)

? 25,000.

If the health policy is for senior citizen/super senior citizen, select least of the following two amount,
(i) Actual Premium
(ii)

? 30,000.

Note: Select least of a and b, then add both.
7.

Medical Treatment and Maintenance of Disable Dependent u/s 80DD

During the previous year, if the assessee has incurred any expenses or deposited any amount under an approved scheme
of LIC for the betterment of disabled dependent is allowed as deduction.
The following conditions must be satisfied to allow deduction.
(a)

For normal disability i.e., less than 80%. ? 75,000 is allowed as deduction.

(b)

For severe disability i.e., more than 80%. ? 1,25,000 is allowed as deduction.

8.

Medical Treatment for Specified Disease Like AIDS, Cancer etc., u/s 80DDB

If the assessee has incurred any medical treatment for specified diseases for ownself or for dependent relatives (Spouse/
Children/Parents/Siblings), deduction is allowed based on the least value of the following two amounts,
(i)

Actual amount

(ii)

? 40,000, ? 60,000 (Senior citizen), ? 80,000 (Super senior citizen).

>

9.

Interest on Higher Education Loan u/s 80E

Any assessee who has taken education loan from any recognized financial institutions or any charitable institutions for
pursuing his higher education or for the education of his/her spouse and children can claim this deduction. If the assessee is a
legal guardian of a child even then this deduction is allowed.
Deduction

The actual amount of interest paid by the assessee is allowed as deduction,
Note:

Deduction u/s 80E is applicable to people pursuing higher education including vocational course after completing their
senior secondary examination (Intermediate). The deduction is allowed only for 8 years (the 8 years period begins from the date
of first repayment of loan or interest) or till the repayment of loan completely whichever comes first.
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10.

Interest on Home Loan u/s 80EE

(i)
(ii)
(iii)
(iv)
(v)

Interest on home loan is allowed as deduction upto ? 50,000 by meeting the following conditions,
Loan must be sanctioned in the financial year 2016-17.
The amount must not exceed ? 35,00,000.
The value of house property should not exceed ? 50,00,000.
The house should not be own on the date of sanction of loan.
The assessee must not have any existing on essential house property in his name.

11.

Donations u/s 80G

Donation of any amount is allowed as deductions but if donation given in kindness then it is not eligible for deductions.
However, if donation is given out of taxable/tax-ffee income then it is also not eligible for deductions. As per the assessment
year 2013-14 if donation amount is more than ? 10,000 then it should be made through draft or cheque.
Donations can be made with limit or without limit. The gross qualifying amount for with limit donations are based on the
following two amounts,
(i)
Actual amount
(ii)
10% of total adjusted income.
And the gross qualifying amount for without limit donations is 100% of the actual amount donated. They include,
PM’s National Relief Fund, Africa Fund, Armenia Earthquake Relief Fund, National Foundation for communal harmony,
University of National Eminence (So notified), CM’s Earthquake Relief Fund (Maharastra), Zila Saksharta Samiti, Fund setup
by the state Govt, to provide medical relief to poor, National or State Blood Transfusion Council, Army Central Welfare Fund
(Indian Naval), National Illness Assistance Fund, Lieutenant Governor’s Relief Fund, Andhra Pradesh Cheif Minister’s cyclone
Relief Fund, National Sports Fund, National Cultural Fund, Technology Development and Application Fund, National Defense
Fund, National Children Fund, Swachh Bharat Kosh by Central Govt., National Fund for control of Drug Abuse, PM National
Drought Relief Fund, Jawaharlal Nehru Memorial Fund, Indira Gandhi Memorial Trust and Rajiv Gandhi Foundations.
Note: The qualifying rate for PM National Drought Relief Fund, Jawaharlal Nehru Memorial Fund, Indira Gandhi Memorial
must and Rajiv Gandhi Foundation is of 50%.
And the gross qualifying amount for donations with limit is of 10% of gross taxable income 50% of qualifying amount
to Indian Olympic association. The donations with limit are the State Govt., Local authority, Educational institutions, Sports
institutions, corporation setup to protect the interests of minorities, an authority constituted for development of housing and
planning of cities and towns, An institution or association engaged in promotion of family planning in India, a place of Art, public
worship or historical importance (so notified) and any sum paid by a company to Indian Olympic Association for development
of infrastructure and sponsorship of sports and games in India.
12.

Rent Paid u/s 80GG

(i)
(ii)
(iii)

Rent paid by assessee is allowed as deduction based on the least value of the following three amounts,
Rent paid - 10% of adjusted Gross Total Income(GTI)
25% of Adjusted GTI
? 5,000 P.m.

13.

Donations for Scientific Research / Rural Development u/s 80 GGA

100% of the actual amount donated is allowed as deduction for the assessee who does not have income from business or
profession. As per this section deduction is only allowed only,
(i)
When the assessee produces a certificate from donee institution or college, research association, university which is to be
used for scientific research or rural development.
(ii)
Under Sec 35 AC, a contribution given for the purpose of eligible project/scheme.
(iii) For the purpose of notified national fund or rural development.
(iv) Deductions u/s 80 GGA, Notified National Urban Poverty Eradication Fund can be claimed.
(v)
The aforesaid donation or contribution can be deducted 100% where donations can be issued in cash or by cheque or draft.
(vi) As per the A.Y 2013-14 no deductions are allowed u/s 80 GGA in of cash contribution which exceed ? 10,000.
14.

Donations to Political Parties u/s 80GGC

100% of the actual amount donated is allowed as deduction if it is made in a non-cash form. No deduction is provided if
donation is made in cash.
II.

Deductions for Incomes

For answer refer Unit-Ill, Page No. 83, Q.No. 23.
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Q23. Write in detail about deductions for incomes.

Answer :
The following are the deductions under incomes are allowed for gross total income of an assessee,
1.

Profits and Gains for Firms Engaged in infrastructure Development u/s 80 - IA.

Deductions (u/s 80 - IA) are allowed to an industrial undertaking which is involved in provision of infrastructure facility,
telecommunication services, industrial parks, power generation, transmission and distribution. There are two conditions to claim
the deductions u/s 80-IA. They are,
(i)
An Indian company should be the owner of the enterprise.
(ii)
There should be an agreement between Central or State Govt, for developing, maintaining a new infrastructure facility.
The amount of deduction allowable is,
(a)
100% of Profit for 10 years.
(b)
For telecommunication services it is 100% of profits for 5 years.
(c)
30% of profits for subsequent 5 consecutive (A.Y).
2.

Enterprise Engaged in Development of Special Economic Zone (U/s 80 - IAB)

Under the special economic zones Act, 2005 notified on or after April 1, 2005, any profits and gains derived by an
undertaking or an enterprise from any business of developing or special economic zone. It allows deductions of an amount equal
to 100% of the profits and gains from business for 10 consecutive (A.Y).
3.

Profits and Gains from Certain Industrial Undertaking (U/s 80 - IB)

Deductions (U/s 80-IB) are available to an assess whose GTI consists of any profits and gains derived from the business of,
Industrial undertakings
(a )

Cold storage and cold chain facility

10 years

25%

(b)

Ships

10 years

(c )

Hotels (hotel located in hilly area) other hotel

10 years

30%
50%

Multiple theatres
Convention centres

5 years

50%

5 years

50%

Scientific centres
Commercial production or refining mineral or

5 years

100%

(d)
(e )

(f>
(g)
(h)

4.

Rate

Consecutive Years

Housing projects

100%
7 years
Previous year relevant to (A.Y) 100%

(i)

Handling of Food grains

5 years

100%

G)

Hospital in Rural area

(k)

Co-operative Society

5 years
12 years

100%
30%

Enterprises in Certain Special Category States (U/s 80 - 1C)

Business of manufacturing or producing any article or thing disclosed in schedule XIV other than a notified area in the
said states. The following deduction are allowed on such profits and gains u/s 80-IC,
State wise Industrial Undertaking

Years

Rate

10 years

100%

(i)

Sikkim (initial assessment year)

(ii)

Himachal Pradesh or Uttaranchal (Initial Assessment Year) 5 years

100%

(Next 5 years)

25%

(iii) North eastern states (Arunachal Pradesh, Assam, Manipur, 10 years
Meghalaya, Mizoram, Nagaland and Tripura)
5.

100%

Certain undertakings in North-Eastern States (U/s 80 - IE)

Assessee involves in manufacturing or producing goods that undertakes substantial expansions during 1-04-2007 and
31-03-2017 with services such as running hotel (2 star or above), Nursing homes (25 beds or more), old age homes, Vocational
training institutes, IT hardware units and bio technology 100% of profits from the business is deductible for 10 consecutive A.Y.
6.

Profits from the Business of Processing Bio-Degradable Waste (U/s 80JJA)

Assessee engaged in the business of collecting, processing and creating bio-degradable waste for generating power or
producing bio-fertilizers, bio-pesticides 100% of profits from such business is deductible for 5 consecutive A.Y.

- - - ...- -
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Employment of New Workmen (U/s 80JJAA)

Industrial undertaking engaged in employing new regular workmen, a deduction of amount equal to 30% of the additional
wages paid to the new regular workmen employed by the company in the previous year for 3 assessment years.
8.

Incomes of Offshore Banking Units and International Financial Services Centre (Sec. 80LA)

Deductions u/s 80 LA are available to,
(a)

A schedule bank with an offshore banking unit in a special economic zone.

(b)

A foreign bank with an offshore banking unit in a special economic zone.

(c)

A unit of international financial services centre with,

9.

(i)

100% of income deductible

(ii)

For 5 consecutive assessment years.

Royalty to Authors u/s 80QQB

Income received as royalty by the Indian authors/co-authors is allowed as deduction under the following three situations,
(a)

Royalty Received in lump-sum

Least of the following two amounts,

(b)

(i)

Actual royalty

(ii)

? 3,00,000.

Royalty not Received in Lump-sum

Least of the following two amounts,

(c)

(i)

Actual royalty

(ii)

15% of the books sold.

Royalty Received in Foreign Countries

Least of the following two amounts,

10.

(i)

Actual royalty

(ii)

Royalty value brought to India.

Royalty on Patents u/s 80 RRB

Royalty on patents is allowed as deduction after verifying that the assessee is a Indian or foreign individual and he is the
owner of a patent.
When royalty is received in India, least of the following two amounts is allowed as deduction,
(i)

Actual royalty

(ii)

? 3,00,000.

When royalty is received in foreign country, least of the following two amounts is allowed as deduction,

11.

(i)

Royalty amount brought to India.

(ii)

? 3,00,000.

Interest on Savings Bank Account u/s 80TTA

Interest on savings bank account is allowed as deduction while interest on other deposits (fixed/term deposits, current
account or recurring deposits) are not allowed as deduction. If bank deposits details are not given in the problem then assume
that it is a interest on savings bank accounts. Least of the following two amounts is allowed as deduction.

12.

(i)

Actual interest

(ii)

? 10,000.

Blind or Handicapped or Physically Challenged Persons u/s 80 U

Deduction is allowed to an disabled individual who is suffering from blindness, low vision, leprosy cured, mental
retardation/ illness, locomotor, hearing impairment etc. In these cases least of the following two amounts is allowed as deduction,
(i)

? 75,000 (if disability is less than 80%)

(ii)

? 1,25,000 (if disability is more than 80%).
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PROBLEMS ON COMPUTATION OF TAXABLE INCOME

Q24. Compute the taxable income of Mr. Anurag for the assessment year 2017-18 from the particulars given
below,
(i)

Income from house property (computed) ? 61,000.

(ii)

Income from business ? 1,70,000.

(iii) Long term capital gain from
(a) L an d ? 65,000
(b) Jewellary ? 30,000.
(iv) Dividends from cooperative society (gross) ? 15,000.
(v)

Paid ? 28,100 as life insurance premium on his own life on a policy of ? 2,00,000 (Policy issued on
1, May-2013).

(vi) Paid ? 6,500 on life policy of ? 50,000 acquired in 2010.
(vii) Deposited ? 18,100 in an equity linked saving scheme notified u/s 80C.
(viii) Donation to a charitable institution u/s 80G ? 30,000.
(ix) Deposited in national saving scheme, 1992 ? 12,000.
(x)

Interest accrued on fixed deposit in Bank ? 6,500.

(xi) Interest accrued on N.S.C-VIII issue purchased in November 2015 for ? 35,000 is ? 2,000.

Solution

:

Model Paper-ll, Q11(b)

Computation of Taxable Income of Mr. Anurag for the Assessment Year 2017-18.
Particulars

Amount

Amount

(?)

(?)

Income from house property

61,000

Income from business

1,70,000

Capital gain: Land

65,000

Jewallary

30,000

95,000

Income from other Sources:

NSC-VIII issued interest

2,000

Dividend from cooperative society
Interest on fixed deposit

15,000
6,500

Gross Total Income

23,500
3,49,500

Deductions u/s-80:

Deduction u/s 80C (WN-1)

58,600

Deduction u/s 80G (WN-2)

9,795

Total Income

68,395
2,81,105

Working Notes
1.

Deduction u/s 80C

❖

Least of the following two amounts,
(i) Actual amount paid ? 28,100
(ii) 10% of policy amount [20,000
2,00,000 x

20,000

10
100

Life insurance policy premium

6,500
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2,000

❖

Interest onNSC-VIII issue interest

❖

Amount deposited in NS8 1992

12,000

❖

Equity linked saving scheme

18,100
58,600

Total Qualifying Amount
Deduction u/s 80G

Least of the following two amounts
(i) Actual amount ? 30,000
(ii) 10% of adjusted income 9,795
10% of (3,49,500 - (58,600 + 95, OOO)) = ? 19,590
Rate 50% of ? 19,590 = 9,795
Q25. From the following: Calculate total income and qualified savings u/s 80 c of Mr. Raja Ram.
Particulars

Amount (?)
18,000

(i)

Loss from self occupied house

(i)

Income from business

(*>••)

Income from other sources

72,000

(iv)

Deductions u/s 80 E

16,000

(v)

Deposits in PPF

40,000

(Vi)

Premium on life policy

11,500

3,50,000

(policy amount ? 50,000)
(vii)

72,000

Repayment of housing loan
(including ? 18,000 interest)

Solution

:

Oct./Nov.-12, Q12(a)

Computation of Total Income of Mr. Raj Ram for the Assessment Year 2017-18
Particulars

0)

Income from business

(ii)

Income from other sources

Amount (?)

Amount (?)

3,50,000
72,000
4,22,000
18,000

Less: Loss from self occupied house

4,04,000

Gross Total Income
Less: Deductions u/s 80

Deduction u/s 80 C (WN)

99,000

Deduction u/s 80 E (WN)

16,000

Total Income
Working Notes
1.

Deposit in Public Provident Fund

Deduction is least of the following two amount,
(i)

Actual amount deposited ? 40,000

(ii) ? 1,50,000.
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Life Insurance Premium

(i)

Actual amount paid ? 11,500

(ii)

10% of policy amount

5,000

[50,000 x 10/100],
3.

Repayment of Housing Loan

Actual amount

72,000

Less: Interest

18,000
54,000

4.

U/s 80 C Deduction will be least of the Following Two Amounts

(i)

Gross qualifying amount = 99,000 [40,000 + 5,000 + 54,000]

(ii) ? 1,50,000.___________________________________ '

_______________ '

________________ __

Q26. The following are the particulars of income of Mr. Seth who is in service in uttarpradesh [Population
above 25 Lakhs].
1.

Salary received ? 25,000 per month.

2.

He is provided with a rent-free flat, for which employer pays a rent of ? 2,000 per month.

3.

10% of his salary is contributed to a recognized provident fund.

4.

On 31.03.17, interest of 8% amounted to ? 1,500.

5.

He owner a house which is let out at a monthly rent of ? 2,000. His house expenses include,
(a) Municipal taxes

? 2,000

(b) Interest on loan for construction of the house

? 5,600

(c) Repairs

? 1,000

6.

Interest on Govt, securities at ? 12,000 (Gross).

7.

Life insurance premium on his own life ? 500.

8.

? 4,000 received as share from a firm and his share of firm’s tax is ? 400.

9.

Paid for National Relief fund is ? 100 per month.

Solution :
Computation of Total Income of Mr. Seth for the Assessment Year 2017-18.
Particulars

Amount

Amount

(?)

(?)

Income from Salary:

Salary [25,000 x 12]

3,00,000

Rent-free Unfurnished Flat:
15% of salary

45,000

Rent paid by employer @ ? 2,000 per month

24,000

Least of the following two amounts

24,000
3,24,000

Salary income
Income from House Property:

Rent value (Annual) @ ? 2,000 P.m

24,000
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2,000

Less: Taxes (Municipal Taxes)

22,000

Annual value
Less: Deductions:

(a) Standard deduction: 30% NAV

6,600

(b) Interest on loan for construction of house

5,600

12,200

9,800

Income from Business or Profession:

NIL

Share of income from firm [exempted u/s 10 (2A)]
Income From Other Sources:

12,000

Interest on Govt. Securities

3,45,800

Gross Total Income
Less: Deductions u/s 80:

30,500

Qualifying saving (u/s 80C) (WN-1)

100

Nation Relief Fund (u/s 80G)

30,600
3,15,200

Total Income
Working Notes
Qualifying amount for deductions u/s 80C

10 \
Contribution to R.P.F @ 10% of salary | 3,00,000I X ---------100

/

30,000
500

Insurance Premium

30,500
Q27. From the information given below, you are required to compute total income of Mr. Prashant for the
assessment year 2017-18.
Salary income (computed) ? 4,00,000, House property income (computed) is ? 20,000, business loss
? (60,000), short term capital gain ? 20,000, long term capital gain ? 10,000. Income from other sources
such as winnings from lottery and card games is ? 40,000 act ? 15,000. Interest on securities ? 10,000.
The following are the savings of Mr. Prashant.
(a)

R.P.F (Recognized provident fund) at ? 500 per month.

(b)

L.I.C premium ? 12,000 per annum on a policy value of ? 1,00,000 it is acquired in 2008.

(c)

LIC premium of father is ? 10,000

(d)

Pension fund contribution ? 11,000

(e)

LiC of major son ? 10,000 P.a on a policy of ? 1,00,000. -It is acquired in 2013.

Medical Insurance paid by prashant through cheque,
(a)

Self medical insurance premium ? 15,000

(b)

Medical insurance premium for spouse ? 12,000

(c)

Medi-claim insurance of his father ? 7,000 and mother ? 4,000

An amount of ? 25,000 is spent on his father who is handicapped during the year 2016-17. And an
amount of ? 50,000 is spent on treatment of his own as he is suffering from a specific disease.
Mr. prashant took a loan of ? 4,00,000 @ 12%from BOI Bank in 2012 for the purpose of his son’s
education. In 2016-17, he re-paid ? 2,48,000 which includes interest of ? 24,000.
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Solution :
Computation of Total Income of Mr. Prashant for the Assessment Year 2017-18.
Particulars

Amount

Amount

(?)

(?)

Income from Salary:

4,00,000

Income from Salary (computed)
Income from house property (computed)

20,000

Short term capital gain

20,000
10,000

Income from securities

50,000
(60,000)

Business loss to be C/F (WN-1)

(10,000)
10,000

Long term capital gain
Income from Other Sources:

Winning from lotteries

40,000

Winning from card gains

15,000

55,000
4,65,000

Gross Total Income
Deductions u/s 80:
(i) u/s 80C:

6,000

R.P.F contribution @ ^ 500 P.m
L.I.C premium

12,000

L.I.C of major son

10,000

Q.A (100%)

28,000

28,000
11,000

(ii) Contribution of pension fund (u/s 80CCC)
(iii) u/s 80D:

Self medical insurance premium

15,000

Medical insurance premium of spouse (WN 3)

12,000
27,000 | 25,000

Medi-claim insurance of father (addition deduction)

7,000
32,000

(iv) Medical treatment of Handicapped (u/s 80DD)

75,000

(v) Expenses on medical treatment of notified disease (u/s 80 DDB) (WN-2)

40,000

(vi) Interest paid on loan for education (u/s 80E) (? 4,00,000 @ 12%)

48,000

Total Income

2,34,000
2,31,000

Working Notes

1.

Under head salary and winnings from lottery and races, business loss is not allowed to be set-off prashant can set off
business loss out of long-term capital gain, but he should not sett-off his business loss as he has to pay tax at a lower rate
of 20% on long term capital gain. Therefore, business loss should be C/F.

2.

Deduction u/s 80DDB

Least of the following two amounts,
(i)
(ii)

? 50,000 (Actual amount)
?40,000
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I? 25,000

Q28. From the following particulars given below, compute total taxable income of Mr. Kashyap for the year
ending 31.03.16.

0)

He spent 3 months in Argentina on leave on full pay. On 31st Dec 2016 he was discharged with a
compensation of ? 80,000. The actual salary (P.M) is ? 23,000. Salary results on the last date of the
month.

(ii)

Provident fund contributed at 15% of his salary same amount.

(iii) Paid is contributed by his employer. Assurance of his own life ? 3,000
(iv) He holds 10% of Govt, of India bonds at ? 90,000
(v)

Paid ? 6,000 on loan for purchase of bonds

(vi) ? 11,000 earned from the savings account in PNB Bank
(vii) Rent of property in Calcutta

? 85,800 (p.a)

1 10,800

Cottage
Expenses:
Vacancy allowance

? 2,300

Repairs

? 13,000

Collection charges

? 5,000

Legal charges for land acquisition

? 19,000

(viii) Agricultural land in Norway

? 9,000

(ix) Share from HUF is 1/5,h at

? 14,000

(x)

Mr. Kashyap is certified as medically handicapped person by Govt doctor.

(xi) Paid premium ? 21,000 by cheque under the scheme of mediclaim for insurance of his health
(xii) Paid ? 9,000 by cheque for the medical insurance of his aged parents.
(xiii) For his wife’s medical check-up she spent ? 5,000.

Solution :
Computation of Total Income of Mr. Kashyap for the Assessment Year 2017-18.
Particulars

Amount

Amount

(?)

(?)

Income from Salary:

Salary (1 -4-2016 to 31 -12-2016)(WN -1)
Compensation
Employer’s contribution in employees (P.F) (WN-2)

2,07,000
80,000
6,210
2,93,210

Salary Income
Income from House Property:

Rental value (85,800 - 10,800)
Less: Vacancy Allowance

Annual rental value
Less: Municipal taxes
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75,000
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Net Annual Value

72,700

t

Less: Deductions u/s 24:

Standard deduction @ 30% of NAV

21,810

Self occupied house: Annual value taken as

50,890

*

Nil
50,890
Income from Other Sources:

Interest on deposits in bank

11,000

Agricultural income from Norway

9,000

Interest on Govt bonds

9,000

Less: Interest on loan paid

6,000
3,000

Gross Total Income

23,000
3,67,100

Deductions u/s 80:

Qualifying savings (u/s 80C) (WN-3)

34,050

Premium paid regarding mediclaim (u/s 80D)(Self)

21,000

Expenses on medical check-up

5,000
26,000
25,000

Restricted to ? 25,000 (WN-5)
Paid premium for medical insurance of aged parents

9,000

u/s 80TTA: Interest in saving bank A/c

34,000
9,000

u/s SOU: Medically handicapped assesses

75,000
1,18,000
2,49,100

Total Income
Working Notes

1.

Salary @ ? 23,000 for 9 months including leave salary 23,000 * 9 = 2,07,000.

2.

Employers contribution in employees (P.F) @ 12% of salary actual percentages of salary = 15%
2.07.000 x ^

=31,050

2.07.000 x ^

= 24,840

31,050-24,840 = 6,210
3.

Deduction u/s 80C

Contribution to P.F

31,050

Premium

3,000
34,050

4.

Income received from H.U.F is exempted from tax u/s 10(2).

5.

Deduction u/s 80D

Least of the following two amounts,
(i)
(ii)

Actual amount ? 26,000
? 25,000
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1.

The Gross Total Income of Mr. Yogesh for the financial year is 2016-17 ? 50,000 which includes ? 10,000 being his
1/8th share of income from an association of persons.

I

He has donated the following amounts during the year;

I

? 1,000 to Jawahar Lai Nehru Memorial Fund.

I

? 5,000 to Utkal University.

9

? 1,000 to an approved charitable institution.
He has paid ? 2,000 as life insurance premium and has deposited ? 1,000 in Public Provident Fund during the year.
Calculate the amount of deduction under section 80G of income tax Act.
(Ans: Deduction u/s 80G ? 6,000).____________________________
2.

Mr. X had a Gross Total Income of ? 10,00,000 which included ? 10,000 as long term capital gains for the assessment
year 2017-18. During the year Mr. X made the following donations :
?
10,000

(a)

National Defence Fund

(b)

Prime Minister’s National Relief Fund

(c)

To Family Planning Association of India

1,00,000
40,000
1,00,000

(d)

All India Congress Party (Recognised political party)

(e)

University of Allahabad (Notified as Institute of National Eminence)

50,000

(f)

Notified charitable hospital

50,000

(g)

To Clean Ganga Fund

20,000
3,70,000

In addition to the above he paid Life Insurance Premium of ?25,000 on a Policy of? 2,00,000 which he acquired on
10th March, 2017. You are requested to advise your client and compute the relief in respect of Donations and Life
Insurance Premium
[Ans: Deduction u/s 80 GGC ? 1,00,000 ; u/s 80C ? 20,000 ; u/s 80G ? 2,43,500 ; Total Income ? 6,36,500].________
3.

Mr. Mahapatra, a physically handicapped assessee submits following particulars of income for the year ended 313-2017 :
(i)

Rent from house at Calcutta ? 24,000 p.a. Municipal Taxes paid by tenant ? 1,200 which is 50% of total taxes.

(ii)

Poultry farming business income ? 71,000

(iii)

Speculation gain from shares ? 20,000
Speculation loss from Gold ? 30,000

(iv) Other sources;
?
(a)

Dividend from Indian company

9,000

(b) Interest on units of Mutual Fund

2,.000

Bank Interest (fixed deposit)

7,000

(c)

(d) Interest on debentures
(e)

Interest on Government securities

33,000
5,000

(v)

He paid ? 10,000 to a veterinary college of Bengal Govt, engaged in research in poultry farming.

(vi)

He gave ? 6,000 to Calcutta Municipal Corporation for carrying out a project approved by National Committee.

Calculate his total income.
[Ans : HP Income ? 15,960 ; P & G ? 55,000 speculation loss to be C/F ; other sources ? 45,000 ; GTI ? 1,15,960 ;
Deduction u/s 80 U ? 75,000 ; Total income ? 40,960].
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Mr. R.D. Rane has made the following payments during the year 2016-17. Discuss whether he can claim any benefit
u/s 80 or n ot:
(a)

? 14,000 (? 8,000 by cheque and ? 6,000 by cash) to General Insurance Corporation under Mediclaim. He also
paid by cheque ? 28,000 for medical insurance of his parents. During the year he also spend ? 6,000 for his
medical check-up.

(b)

? 20,000 to ICICIPRU Insurance Pension Fund

(c)

? 40,000 to a hospital for treatment of his minor son who is suffering from a notified chronic ailment.

(d)

? 6,000 p.m. paid as rent of a house at Delhi. He does not own any other house.

(e)

? 10,000 to a sports association notified u/s 80G.

(f)

? 8,000 to Ganga Development Board (Notified u/s 35A)

[Ans : (a) Deduction u/s 80D ? 8,000 + ? 5,000 for medical check up of self + additional ? 25,000 for parents =
38,000; (b) Deduction u/s 80C ? 20,000 ; (c) Deduction u/s 80DDB ? 40,000 ; (d) Deduction u/s 80GG allowed;
(e)
Deduction u/s 80G to be allowed ; (f) Deduction u/s 80GGA to be allowed for ? 8,000 provided he is not
_____ having income under the head Profit and Gains]._________________________________________________
5.

From the following particulars compute the total income of Mr. David for the assessment year 2017-18 :

Loss from house property

(8,000)

Short term capital gain on sale of shares

95,000

Long term capital loss on sale of bonds

(85,000)

Other Sources : Interest on Government securities

18,000

The assessee has unabsorbed depreciation of ? 35,000 being brought forward from 2005-06. Assessee had closed
the business and all the assets have been disposed of.
[Ans : G.T.I. ? 70,000, house property loss to be adjusted from other heads ; unabsorbed depreciation to be set off
_____ from any other income. L.T.C. loss to be C/F ? 85,000].____________________________________________
6.

From the particulars given below, compute the total income for the previous year 2016-17.
?
(i)

Income from Let-out house (computed)

6,000

(ii)

Annual Rental value of his self-occupied house

4,000

(''')
(iv)

Municipal Taxes

(v)

Profit from agency business

3,000

(vi)
(vii)

Speculation gain from Gold

2,000

Long-term Capital Gain from Land

7,000

(viii)

Short-term Capital Gain

2,000

400

Profit from electric goods business after depreciation

10,000

Following losses have been brought forward from 2015-16 previous year:
?
(i)

Loss from electric goods business

6,000

(ii)

Loss from an agency business

1,000

(iii)
(iV)

Speculation loss from silver

4,000

Unabsorbed Dep.

.1,000

(v)
(vi)

Long-term capital loss (Land)

4,400

Short-term capital loss

3,000

[Ans : House Property : Let-out ? 6,000; Self-occupied Exempted ; Business income ? 5,000 ; Long Term Capital
Gain ? 1,600 ; Total income ? 12,600 ; Speculation unabsorbed loss ? 2,000 C/F].

.
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7.

How are following incomes treated under income-tax Act, 1961 ?
(a)

Mr. A gifted ? 1,00,000 to his son B on his 16th Birthday on 2nd Oct., 2015. The money was deposited in a
Nationalised Bank @ 10% P.a. During the year ending on 31st March, 2017 B received ? 10,000 as interest
income.

(b)

A minor made a fixed deposit of ? 1,00,000 in a partnership firm in which his father and mother are partners.
The deposit carries interest @ 20% P.a. The income of father and mother other than from the firm are ? 15,000
and 20,000 respectively.

(Ans: (a) ? 10,000 less ? 1,500 exempted u/s 10(32) to be clubbed with A’s income u/s 64(1 A), (b) ? 20.000 less
? 1,500 exempted u/s 10(32) is to be clubbed with mother’s incomes)._____ _____ _________________I
8.

Mr. X gifted gold jewellery worth ? 1,00,000 to his wife Mrs. X on 1-1-1995. Which was acquired on same day. On
1-5-1995 Mrs. X sold this jewellery for ? 1,25,000 and invested the same in a plot for ? 2,50,000. The remaining
amount was paid by her out of her own funds. The plot was sold for? 13,00,000 on 1-11-2016.
Compute the income chargeable to tax in the hands of Mr. X and Mrs. X on the sale of jewallery as well as plot if
C.I.I for 1994-95 is 259, for 1995-96 is 281 and for 2016-17 is 1125?

(Ans: Previous year 2016-17 Mr. X’s LTCG ? 1,49,555 and Mrs. X’s LTCG ? 1,49,555).________________________
9.

Decide about the person in whose hand the following incomes shall be taxable:
(i)

Mr. Jeevan transfers 1000 debentures of ? 100 each carrying 15% interest to Mr. Ramesh on the condition that
if price is not paid within 1 year, the debentures will revert back to Mr. Jeevan.

(ii)

Master D. (Age 16 years) had following incomes during 2016-17:
?

(iii)

(a)

Interest on Bank deposits

6,000

(b)

Interest on Debentures

8,000

(c)

Interest on fixed deposit with a company

9,000

(d)

Income from a singing concert held by him

40,000

(e)

His father’s total income

69,400

(f)

His mother’s total income

69,500

Mr. S transfers a shop (Monthly rent ? 4,000) to his relative Mr. B on the condition that shop will revert back to
Mr. S on the death of Mr. B.

(Ans: (a) Revocable Transfer-income of ? 15,000 to be clubbed with income of Mr. Jeevan; (b) income to be clubbed
with mother’s income ? 6,000 + 8,000 + 9,000 (-) u/s 10(32) ? 1,500 = ? 21,500; (c) Irrevocable transfer hence
transferee’s income).
10.

Mr. John’s income computed under the head ‘Salaries’ is ? 2,69,500. Last year he received arrears of salary and
gifted ? 1,25,000 out of these to his wife.
Mrs. John invested on 1-1-2016 ? 5,00,000 in 15% Bonds issued by a company. These debentures were financed
by Mrs. John as under:
(a)

? 1,25,000 received as gift from Mr. John.

(b)

? 3,00,000 out of her Stridhan.

(c)

? 75,000 as loan taken from bank @ 18% p.a.

On 1-1-2017 the company paid interest to Mrs. John. She invested this interest in fixed deposit with a bank @ 12%
p.a. interest for the period 1-1-2017 to 31-3-2017 was ? 2,250.
Compute gross total income of Mr. John and Mrs. John for the previous year 2016-17 explaining all the points clearly.
(Ans: Mr. John’s income (1/4,h of interest) ? 18,750 + Salary income ? 2,69,500 = 2,88,250.
Mrs. John’s income: Interest on debentures ? 56,250 less interest on loan ? 13,500 = 42,750 + Bank interest
? 2,250 = ? 45,000).
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Income of an individual is clubbed with income of wife or children (minor) or other family members under the
provisions o f_________ .

[

]

t

]

[

]

[

]

[

]

(a) Sec. 82
(b) Sec. 55
(c) Sec. 64
(d) Sec. 91
2.

Income of a minor child is included in the total income of_________ .
(a) Transferror of asset
(b) Father
(c) Parent whose income is greater
(d) None of the above

3.

Loss from speculation business can be set-off from________ __ .
(a) Income of speculative business
(b) Income of non-speculative business
(c) Salaries
(d) None of the above

4.

Business loss can be settoff against _ _ _ _____ .
(a) Capital gain
(b) Business income
(c) Income from house property
(d) Salaries

5.

For A.Y 2017-18, the maximum permissible deduction u/s 80C is _________ .
(a) ? 1,50,000
(b) ? 10,000
(c) ? 50,000
(d) ? 1,20,000

6.

Deductions from gross total income in respect of certain payments is allowed under
(a) Sections 23 to 27
(b) Sections 80C to 80G
(c) Sections 15 to 17
(d) Sections 46 to 47
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7.

What is the maximum exemption limit of income for the firm in A. Y 2017-18?

[

]

f

1

f

1

ri

j

(a) ? 50,000
(b) ? 1,00,000
(c) Zero
(d) ? 20,000
8.

Interest on capital received by a partner from firm is
(a) An exempted income
(b) An income from other sources
(c) A taxable income from business
(d) None of the above

9.

AOP does not include
(a) Co-operative society
(b) Firms
(c) HUF
(d) Individuals

10.

In an AOP which has at least one member whose total income exceeds ? 2,50,000 the AOP tax rate is
i

(a) 10%
(b) MMR
(c) 30%
(d) 20%

II.

Fill in the Blanks
1.

Provisions relating to clubbing of income are contained in sections

to

Act 1961.
2.

Is treated as unexplained expenditure of the assessee.

3.

The speculation loss cannot be set-off against the income of a

4.

Loss from card games

5.

The deductions from 80C to 80U are allowed from

6.

Accrued interest NSC VIII issue is eligible for deduction u/s

7.

Deductions u/s 80JJAA is available for

8.

A firm should be evidenced by a

9.

A firm is liable to pay tax (2)

10.

If AOP is taxed at MMR or any higher rate, then the share of member is not included in his
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KEY
I.

II.

Multiple Choice
1.

(c)

2.

(c)

3-

(a)

4.

(d)

5.

(a)

6.

(b)

7.

(c)

8.

(c)

9.

(a)

10.

(b)

Fill in the Blanks
1.

60,65

2.

Deemed income

3.

Non-speculation

4.

Cannot

5.

Gross Total Income

6.

80C

7.

3

8.

Partnership deed

9.

20% + Education cess

10.

Total income.

_
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III.

Very Short Questions and Answers

Q1.

Define Aggregation of Income.

Answer :

The income of family head includes the income of spouse, son’s wife, son, minor child or third person etc.
Q2.

What is Income of Minor Child?

Answer :

U/s 64(IA), income earned by a minor child from any source will be added to the income of either mother or father
whose income is more.
Q3.

What do you mean by Carry Forward of Losses?

Answer :

As per the rules prescribed under income tax Act 1961, carry forward of losses refers to transferring the losses
incurred in on previous year to the next previous year in order to make adjustment.
Q4.

Write about Speculation Loss.

Answer :

The unadjusted speculation loss can be carried forward to next previous years and should be set-off only with the
income from speculation gains._______________ __________________________________________________________
Q5.

What is a Benami Transaction?

Answer :

Transaction which have an effect on paper and all benefits and rights enjoyed by the transferor such transactions are
considered as benami transactions._______________________ _______________________________________________ ■
Q6.

Write a note on transfer of self acquired property to HUF.

Answer :

When an individual transfer the self acquired property to HUF, then income obtained from such asset is considered
as transferor’s income._________________________________
Q7.

How long term capital loss and short term capital loss can be set-off?

Answer :

Long term capital loss can be set-off only from long term capital gain, but short term capital loss can be set-off by
both long term and short term capital gain._________________________________________________________________
Q8.

For how many years does “Business Loss” can be carried forward?

Answer :

_____ Business loss can be carried forward for 8 succeeding previous years._____________________________________
Q9.

Write a note on Qualified Savings u/s 80C.

Answer jr

'

Qualified savings u/s 80C are the savings on which deduction is allowed on repayment of house loan, premium paid
for life insurance policy etc._____________________________________________________________________________
Q10. Write about Deduction u/s 80E.
Answer :

Interest on higher education loan comes u/s 80E. The actual amount of interest paid by the assesses is allowed as
deduction.
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ASSESSMENT OF INDIVIDUALS

(

SIA GROUP
v_______ ______ /

LEARNING OBJECTIVES

)

After studying this unit, one would be able to understand,
❖

Various Types of Incomes that are Needed to Compute Taxable Income of an Individual.

❖

Steps in Computation of Tax Liability.

❖

Applicability of Alternate Minimum Tax on Individual u/s 115 JC.

(

INTRODUCTION

j

There are three types of incomes which are required for computing taxable income of an individual. They are Self
earnings of an individual, Income as a member, Income of other persons.
The concept o f ‘Alternate Minimum Tax (AMT)’ on limited liability partnership is established by the Finance
Act, 2011. Inspite of this, the Finance Act, 2012 extended the system of ‘Alternate Minimum Tax (AMT)
on all persons excluding a company which is subjected to reliable conditions. Therefore, World Economic
Forum (WEF) assessment year 2013-14, made alternate minimum tax also applicable on individuals.
Section 115 JC, provides a new concept of ‘adjusted total income’ with a specific tax rate on a specific figure
for certain individuals. This adjusted total income is to be treated as individual’s total income where on this
total income, 18.5% of tax is to be calculated. This tax is referred as ‘Alternate Minimum Tax (AMT)’. It is
an alternate amount of tax where in case that the regular income tax for any previous year is less than 18.5%
then the individual has to pay from his adjusted total income. AMT is involved into tax under the Income Tax
Act, 1961, as the individuals who were earning profits were not paying any income tax because of various
exemptions or deductions.
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Write a short note on computation of tax liability.

Answer :

Model Paper-I, Q4

Computation of tax liability include the following steps,
(i)

Round off the total income.

(ii)

Computation of tax.

(iii)

Rebates 87 (A).

(iv)

Addition in the calculated tax amount with education cess and surcharge.

(v)

Round off the taxable amount.

Q2.

Bond Washing Transactions

Answer

:

(Model Paper-Ill, Q61 Oct.-14, 02)

Bond washing transaction is a process wherein a security owner transfer security to other person a few days before
the due date and again same or similar security is acquired by the owner after the due date. The purpose of such transfer
is to avoid the tax by transferring his tax liability to the person who is having less income than compared to the original
transferor. However, on such transfer the real owner is also liable to pay the. tax. If the original transferror proves that such
transfer was exceptional and it was not a planned one and in the past three years no such transaction had taken place then
he/she (Original transferor) will be excused from tax payment.
Q3.

Define Rebate u/s 87 (A).

Answer :
Tax rebate u/s 87(A) is defined as concession in tax payment. Tax rebate can be claimed only by ‘individuals’ i.e.,
non-senior citizens and senior citizens whose residential status is ‘Resident’ relevant to the previous year and having total
taxable income below 5,00,000. It is taxed on normal and special incomes except casual incomes. It means firms, H.U.F
and companies cannot claim tax rebate including super senior citizens who already have exemption limit upto 5,00,000.
Hence, it is for only low income persons.
Q4.

Write the procedure of computing total income.

Answer

:

;V

Model Paper-ll, Q5

The following steps should be followed while computing total income of a individual/person,
Step-1: Find out the residential status of the individual.
Step-2: Compute income of different heads like Income from salary, house property, capital gains etc.
Step-3: Aggregation of incomes.
Step-4: Set-off the current year losses and brought forward previous year losses and unabsorbed allowances (if any).
Step-5: Compute gross total income.
Step-6: Deduct all allowable deductions from the gross total income.
Step-7: Round off the total income.
Step-8: Calculate the tax liability on total income.
Step-9: Calculate due taxes or refund of taxes.
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PART-B

[_____________ ESSAY QUESTIONS WITH SOLUTIONS_____________
4.1
Q5.

COMPUTATION OF TAX LIABILITY

___________________

Discuss various types of incomes that are needed to compute taxable income of an individual and
explain the procedure for computing total income.

A n sw er :

Model Paper-I, Q12(a)

There are three types of incomes which are required for computing taxable income of an individual. They are as
follows,
1.

Self Earnings of an Individual

Self earnings of an individual is computed under the following heads such as, income from salary, income from house
property, income from business or profession, income from capital gains and income from other sources.
2.

Income as a Member

An assessee can receive income as a member of the following institutions,
(a)

Person Received Income as a Member of Hindu Undivided Family (HUF)

According to Sec. 10 (2) of Indian income tax Act. If a person received a share of income from his/her family as a member
of HUF then such income is exempted from tax because tax is charged on those income which a person earned from his/her
own skills and talent. However, Sec. 64 (2) states that if a member of HUF converts his individual property to a common
pool of HUF then income obtain from such property is added to his individual income and is not exempted from tax.
(b)

Person Received Income as a Member of Association

If a person received income as share from Association of Person (AOP), then such income will be treated in following
ways,
(i)

Calculate the total income of AOP

(ii)

Determination of Tax Rate.

If tax is not paid by AOP then share of income is included in the total and is liable for tax but not for rebate.
(c)

(d)

Person Received Income as a Partner of Assessed Firm

J Jr
' '
If a partner had received any income from a firm as his share then such income will be included in the individual total
income of that person regardless of the fact whether the firm has paid tax or not. Moreover, other then this income,
remuneration and interest on capital will be taxable under the heading business or profession.
Person Received Income as a Shareholder of a Company

Income received by an individual in the form of dividend from the Indian company is exempted and will not be included
in the total income of that person except dividends received from the foreign company.
Income of Other Persons

(i)

Income Transferred without transfer of Asset.

(ii)

Revocable transfer of Assets.

(iii)

Income of a Minor Child.

(iv)

Income from Assets transferred to Spouse etc.

(v)

Income from Asset transferred by an Individual to Spouse, Minor etc.

■j (vi)

Remuneration of spouse from individual interest.
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(viij

Income from assets transferred to daughter in-law or son’s minor children without any adequate consideration.

(viii) Income from assets transferred for the benefit of minor child or spouse.
(ix)

Income from assets transferred for the benefit of son’s minor child or wife.

(x)

Income from benami transactions.

Procedure for Computing Total Income

The following steps should be followed while computing total income of a individual/person,
Step-1: Find out the residential status of the individual.
Step-2: Compute income of different heads like Income from salary, house property, capital gains etc.
Step-3: Aggregation of incomes.
Step-4: Set-off the current year losses and brought forw ard previous year losses and unabsorbed allowances (if any).
Step-5: Compute gross total income.
Step-6: Deduct all allowable deductions from the gross total income.
Step-7: Round off the total income.
Step-8: Calculate the tax liability on total income.
Step-9: Calculate due taxes or refund of taxes.
Q6.

List out the deductions out of ‘Gross Total Income’ available to individual under:
(a)

Deductions in respect of certain payments

(b)

Deductions in respect of certain incomes.

Answer :
(a)

Deductions in Respect of Certain Payments

The deductions in respect of certain payments which are listed below,
Deductions
. 4) 1
'H
i

.

‘

.

.

Under Section
(U/S)

80 C

1.

Notified savings and investments

2.

Contribution to notified pension funds

80 CCC

3.

Contribution to pension scheme of the Central Government or of the employer

80 CCD

4.

Investment made in notified equity saving scheme

80 CCG

5.

Payment of medical insurance premium

6.

Maintenance including medical treatment of handicapped dependants

7.

Expenditure for medical treatment of specified disease or ailment

8.

Payment of interest on loan taken for higher education

9.

Deductions in respect of interest on loan for residential house property to first time buyer

80 EE

10.

Donation to charitable institutions or certain funds

80 G

11. Payment of rent for accommodation

80 D
80 DD
80 DDB
80E

80 GG

12. Donation for scientific research or rural development

80 GGA

13. Contribution to political parties

80 GGC
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Deductions in Respect of Certain Incomes

The deductions in respect of certain incomes which are listed below,
Deductions

Under Section
(U/S)

1.

Profits and gains from industrial undertakings engaged in infrastructure development,
tele communication etc.

80 IA

2.

Profits and gains from industrial undertakings engaged in development of ‘special
economic zone’

80 IAB

3.

Profits and gains from certain industrial undertakings and from certain business

4.

Profits and gains from housing projects [w.e.f assessment year 2017-18]

5.

Profits and gains of certain undertakings in certain states

80 IC

6.

Profits and gains from the business of hotel and convention centre in specified areas

80 ID

7.

Profits of certain undertakings in North-Eastern states

80 IE

8.

Profits and gains from business of collecting and processing of bio-degradable waste

80 JJA

9.

Royalty income of authors

80 QQB

10.

Royalty income of patents

80RRB

11.

Interest on deposits in certain savings accounts

80TTA

12.

Income of blind and handicapped persons.

Q7.

80 IB
k

8 0 IBA

80 U

Write about computation of tax liability.

Answer :

Model Paper-Ill, Q12(a)

Tax liability is the amount of tax that a company/ person/ individual is bound to pay legally to an authority/ Government.
Tax liability is computed after computing the total income of the concern. Computation of tax liability include the following
steps,
Step-1: Round Off The Total Income

After calculating the total income of the concern, the first step in the computation of tax liability is rounding off the
computed total income to the nearest multiple of 10.
Example: If the total income is ? 1,999 Round this value as 2,000.
Step-2: Computation of Tax

Compute tax on the total income and find out the sum.
Step-3: Rebates 87(A)

Deduct rebate least of the two amounts,
(i)

Actual income tax

(ii)

? 2,500.

Step-4: Addition in the Calculated Tax Amount

After calculating Tax on the income add the following,
(a)

Education cess @ 2% of tax

(b)

Secondary and Higher Education cess @ 1% of tax.

(c)

Surcharge @ 15% [if total income exceed ? 1,00,00,000].

Step-5: Round Off the Taxable Amount

The Balancing figure obtained is rounded off to the nearest multiple of 10 to get the total tax liability.

-------
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Q8.

Write in brief the concept of rebate u/s 87 (A) with example.

Answer :
Rebate u/s 87 (A)

Tax rebate is defined as concession in tax payment. Tax rebate can be claimed only by ‘individuals’ i.e., non-senior citizens
and senior citizens whose residential status is ‘Resident’ relevant to the previous year and having total taxable income below
5,00,000. It is taxed on normal and special incomes except casual incomes. It means firms, H.U.F and companies cannot claim
tax rebate including super senior citizens who already have exemption limit upto 5,00,000. Hence, it is for only low income
persons.
Example
Compute the tax liability of Mr. Shyam for the assessment year 2017-18 from the following information,
Gross total income 2016-17 is ? 3,60,000.
Income arising from securities tax transactions taxable under the head income from business and
profession ? 2,00,000.
Deposited towards PPF ? 38,000.
Paid securities transaction tax ? 30,000.

Solution :
Computation of Total Income of Mr. Shyam for the Assessment Year 2017-18
Amount (?)

Particulars

3,60,000

Gross total income
Less: Deductions u/s 80:

38,000

PPF u/s 80C
Total Income

3,22,000

Computation of Tax Liability
Income Slab

Upto 2,50,000
2,50,001-5,00,000

Income

Tax Rate

Amount (?)

2,50,000

NIL

NIL

72,000

7 2 ,0 0 0 x ^ -

7,200
7,200

Income tax
Less: Rebate u/s 87(A)

7.200
5,000
2.200

Add: Education cess @ 2%

44

2’200><T§0
Add: Secondary and higher

Education cess @1%

22

2’200xTW
Tax liability

2,266
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Working Notes
Rebate u/s 87(A):

Least of the following two amounts,

Q9.

(i)

Actual income tax

(ii)

X 5,000.

,V

Give a brief description about the rates of taxes for the assessment year 2017-18,
(a)

For individuals

(b)

For resident senior citizens

(c)

For resident super senior citizen.

Answer:
(a)

(b)

For Individuals [Both Male and Female], Hindu Undivided Families (HUF), AOP’s, BOI and Artificial
Person
Net Income Range

Income Tax Rates

Upto 2,50,000

Nil

X 2,50,001 -X 5,00,000

10% of Total Income X 2,50,000

X 5,00,001 - X 10,00,000
X 10,00,001 and above

Education
Cess

Secondary and Higher
Education Cess

Nil

Nil

Nil

2% of tax

1% of tax

X 25,000 + 20% of Total
Income - X 5,00,000

Nil

2% of tax

1% of tax

X 1,25,000 + 30% of Total
Income - X 10,00,000

Nil

2% of tax

1% of tax

Surcharge

. Nil

For Resident Senior Citizen [60 Years or above but less than 80 Years]
Net Income Range

Income Tax Rates

Surcharge

Education
Cess

Secondary and Higher
Education Cess

i

(c)

Upto 3,00,000

Nil

Nil

Nil

Nil

X 3,00,001 -X 5,00,000

10% of Total Income X 3,00,000

Nil

2% of tax

1% of tax

X 5,00,001-? 10,00,000

X 20,000 + 20% of Total
Income - X 5,00,000

Nil

2% of tax

1% of tax

X 10,00,001 and above

X 1,20,000 + 30% of Total
Income - X 10,00,000

Nil

2% of tax

1% of tax

For Resident Super Senior Citizen [Who are of the age of 80 Years or more]
Net Income Range

Income Tax Rates

Surcharge

Education
Cess

Secondary and Higher
Education Cess

Upto 5,00,000

Nil

Nil

Nil

Nil

X 5,00,001 -X 10,00,000

20% of Total Income X 5,00,000

Nil

2% of tax

1% of tax

X 10,00,001 and above

X 1,00,000 + 30% of Total
Income - X 10,00,000

Nil

2% of tax

1% of tax

S IA PUBLISHERS AND DISTRIBUTORS PVT. LTD.

INCOME TAX-II

106

4.2

APPLICABILITY OF^ALTERNATE MINIMUM TAX ON INDIVIDUAL U/S 115 JC

Q10. Discuss briefly about the applicability of Alternate Minimum Tax (AMT) on individual under section 115 JC.

Answer

:

Model Paper-ll, 012(a)

Applicability of Alternate Minimum Tax (AMT) on Individual [u/s 115 JC]

The concept of ‘Alternate Minimum Tax (AMT)’ on limited liability partnership is established by the Finance Act,
2011. Inspite of this, the Finance Act, 2012 extended the system of ‘Alternate Minimum Tax (AMT) on all persons excluding
a company which is subjected to reliable conditions. Therefore, World Economic Forum (WEF) assessment year 2013-14,
made alternate minimum tax also applicable on individuals.
It is applicable to individuals on the basis of two conditions as discussed below,
1.

Individual Covered u/s 115 JEE(1)

Under section 115 JEE(l), the provisions of alternate minimum tax is applicable to an individual with certain
conditions under,
(i)

Who has claimed any deductions under,
(a)

Section 35 AD, or

(b)

Any Section (excluding Sec. 80P) that included in Chapter VI-A under “C-Deduction in respect of reliable
incomes”.

(c)

Sec. 10AA (SEZ) and

(ii)

Adjusted total income of those exceeding ? 20,00,000.

2.

Individual not Covered u/s 115 JEE(2)

The adjusted total income of an individual not exceeding ? 20,00,000 is not applicable to the provisions o f ‘alternate
minimum tax’.
Format of Alternate Minimum Tax (AMT) [Sec. 115 JC(1)]

Section 115 JC, provides a new concept of ‘adjusted total income’ with a specific tax rate on a specific figure for
certain individuals. This adjusted total income is to be treated as individual’s total income where on this total income, 18.5%
of tax is to be calculated. This tax is referred as ‘Alternate Minimum Tax (AMT)’. It is an alternate amount of tax where in
case that the regular income tax for any previous year is less than 18.5% then the individual has to pay from his adjusted
total income. AMT is involved into tax under the Income Tax Act, 1961, as the individuals who were earning profits were
not paying any income tax because of various exemptions or deductions.
Let us know about some ultimate tax liability of individuals as under,
1.

Regular income tax payable as per normal provisions of IT Act.

2.

Adjusted total income tax @ 18.5%.
Surcharge on AMT for assessment year 2017-18 is as under,

(i)

Adjusted total income : Not exceeding ? 1 crore is Nil.

(ii)

Adjusted total income : Exceeding ? 1 crore is 15% of tax.

Education cess @ 3% of tax is to be taken into consideration during the calculation of regular income tax as well
as alternate minimum tax.
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PROBLEMS ON COMPUTATION OF TAX LIABILITY
Q11. The following particulars related to Mr. Raja for the previous year 2015-16. Calculate his total
Income and Tax Liability for the Assessment year 2016-17.
(i)

Income from Salary

? 7,53,000

(ii)

Income from House Property (let out)

? 87,500

(Hi) Loss from House Property (seif occupied)
(iv) Long term Capital Gain

? 29,600
? 3,50,000

Income from Other Sources

(v)

? 3,38,000

(Vi) Interest on Higher education Loan

? 29,000

(vii) Medical Insurance Premium

? 36,000

(viii) Qualified Savings u/s 80C

Solution

? 1,32,000

:

(Model Paper-1,

Q12(b) | March/April-17, 012(a))

Calculation of Total Income of Mr. Raja for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

7,53,000

(i) Income from Salary
(ii) Income form House Property

87,500

Less: Loss from House Property self occupied

29,600

57,900

(iii) Income From Capital Gain:

3,50,000
3,38,000

Long-term Capital Gain
(iv) Income from Other Sources

14,98,900

Gross Total Income
Less: Deductions u/s 80:

1,32,000
25,000

(i) Qualified Savings u/s 80C
(ii) Medical Insurance Premium u/s 80D

29,000

(iii) Interest on Higher Education Loan u/s 80E

1,86,000
13,12,900

Total Income
Computation of Tax Liability
Tax Rate

Income Slab

Income

Upto ? 2,50,000

2,50,000

2,50,001 - 5,00,000

2,50,000

2,50,000 x

5,00,001 - 10,00,000

5,00,000

5,00,000 x ^

10,00,001 and above

3,12,900

3,12,900 x ^

Amount (?)

Nil

Nil
25,000
1,00,000
93,870
2,18,870

Income Tax

2,18,870

Add: Education cess @ 2%

4,377

2.18.870
Add: Secondary and Higher Education cess @1%

2.18.870 x ^

2,189
Tax Liability

? 2,25,436
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Medical Insurance Premium

Least of the following two amounts,
(i)
(li)

Actual amount ? 36,000
1? 25,0001

Note: This problem is solved as per the Tax rates of assessment year 2017-18.
Q12. The following particulars related to Mr. Narasimha for the previous year 2014-15. Calculate his total
income and tax liability for the assessment year 2015-16.
(i)

Salary received 35,000 p.m

(ii)

Profession tax paid 250 p.m

(iii) Rent received from house ? 38,000 p.m
(iv) During the previous year he sold gold for? 19,00,000, selling expenses 1.5%; cost of the ornaments
in March, 2010 ? 4,26,700 (Cll : 2009-10:632) (Cll 2014-15 : 1024)
(v)

Interest on bank deposits ? 19,000

(vi) Medical claim premium for himself? 28,000 and dependent children ? 21,000
(vii) Qualified savings u/s 80C ? 1,28,000.

Solution:

(Model Paper-ll, Q12(b) | March/April-16, 012(a))

Note: Above problem is solved as per the assessment year 2017-18.
Computation of Total Income of Mr. Narasimha for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

Salary Income:

Gross pay [35,000

x

4,20,000

12]

Less: Deductions u/s 16 (iii):

3,000

4,17,000

4,56,000
1,36,800

3,19,200

Profession tax [250 x 12]
Income from House Property:

Rent received [38,000 x 12]
Less: Standard deduction u/s 24 (a)
Income from Capital Gain:

11,11,947

Long term capital gain from gold ornaments

18,48,147

Gross Total Income
Deductions u/s 80:

10,000
1,28,000
46,000

Interest on savings bank a/c u/s 80TTA
Qualified savings u/s 80C
Medical insurance premium u/s 80D

1,84,000
16,64,147

Total Income
Computation of Tax Liability
Income slab

Income

Tax Rate

Nil

Amount (?)

Nil

Upto ? 2,50,000

2,50,000

2,50,000 - 5,00,000

2,50,000

2,50,000 x ^

25,000

5,00,001 - 10,00,000

5,00,000

5,00,000 x ^

1,00,000

10,00,001 and above

6,64,147

6,64,147 x ^

1,99,244
3,24,244
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Income tax

3,24,244

Add: Education cess @ 2%

6,485

3,24,244 x 2

100

Add: Secondary and Higher Education cess @1%

3,242

3’24’244xIW
Tax Liability

? 3,33,971

Working Notes
1.

Income from House Property

Rent Received ? 4,56,000
Standard deduction on u/s 24(a): 30% on Net amount
30
4 ,5 6 ,0 0 0 x ^ = 1,36,800.
2.

Income from Capital Gain

Long Term Capital Asset Gold Ornament:
Consideration received

19,00,000

Less: Selling expenses @ 1.5%

19,00,000xj^

28,500

Met consideration

18,71,500

Less: Indexed cost of acquisition

4,26,7 0 0 x ^ ^ -

7,59,553
? 11,11,947

3.

Interest on Savings Bank a/c u/s 80TTA

As the details of bank deposits is not given in the problem . Therefore, it is assumed as interest on savings bank a/c.
Least of the two amounts,

4.

(i)

Actual interest received ? 19,000

(ii)

? 10,000.

Qualified Savings u/s 80C

Least of the two amounts,

5.

(i)

Actual qualifying amount ? 1,28,000

(ii)

? 1,50,000.

Medical Insurance Premium u/s 80D

❖

For Self: Least of the two amounts,

(i)

Actual premium paid ? 28,000

(ii) ? 25,000.
For Dependent Children: Least of the two amounts,

(i)

Actual premium paid ? 21,000

(ii) ? 25,000.
Total deduction [25,000+21,000] = ? 46,000.
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Q13. Compute total income and tax liability of x from the following information,
(i)

Income from let out house ? 2,75,000

(ii)

Loss from seif occupied house ? 75,000

(iii) Profits from silver speculation ? 2,50,000
(iv) Long term Kirana business ? 50,000
(v)

Long term capital loss ? 10,000

(vi) Short term capital gains ? 2,00,000
(vii) Income from other sources ? 2,50,000
(viii) Deductions for donation u/s 80G 10,000.

Solution

:

(Model Paper-Ill, Q12(b) | March/April-15, Q12(a))

Computation of Total Income
Particulars

Amount (?)

Amount (?)

2,75,000

(i) Income from Let Out House

2,00,000

75,000

Less: Loss from self occupied house
(ii) Income from Business:

2,50,000

Profits from silver speculation
(iii) Income from Capital Gain:

2,00,000

Short term capital gain

Nil

Less: Long term capital loss

2,00,000

(iv) Income from other Sources

2,50,000

Gross Total Income

9,00,000

Less: Deductions u/s 80:

10,000

Donations u/s 80 G

8,90,000

Total Income
Computation of Tax Liability
Income

Tax Rate

Upto 2,50,000

2,50,000

Nil

2,50,001 - 5,00,000

2,50,000

10
2,50,000 x ---100

25,000

5,00,001 - 10,00,000

3,90,000

3,90,000 x ^

78,000

Income Slab

Amount (?)
-

1,03,000
Particulars

Amount (?)

1,03,000

Income Tax
Add: Education cess @ 2%

2,060

Add: Secondary and higher education cess @ 1%

1,030

Tax Payable

1,06,090

Note

Long term Kirana business ? 50,000 adjustment is not taken into consideration while computing total income because it
is not clear whether it is profit or loss on such business.
Long term capital loss cannot be set off from the short term capital gain. Hence, LTCL is to be carry forward for the next year.
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Q14. Compute total income and tax liability of Ashok from the following information,
(i)

Income from salary ? 4,50,000

(ii)

Loss from self occupied house ? 25,000

(iii) Profits from non-speculation business ? 2,50,000
(iv) Long term capital gains ? 30,000
(v)

Short term capital loss ? 15,000

(vi) Income from other sources ? 75,000
(vii) Life insurance paid ? 50,000 and health insurance paid ? 5,000.
(viii) He donated to PM National Relief Fund ? 15,000.

Solution:

March/April-14, Q12(a)

Computation of Total income of Mr. Ashok for the Assessment Year 2017-18
Amount (?) Amount (?)

Particulars
(i)

4,50,000

Income from Salary
Less : Loss from self occupied house

(ii)

25,000

4,25,000

2,50,000

2,50,000

Income from Business:

(Non-speculative business)
(iii) Income from Capital Gain:

Long term capital gain

30,000

Less : Short term capital loss

15,000

15,000
75,000
7,65,000

(iv) Income from Other Sources
Gross Total Income
Less : Deductions u/s 80 :

50,000

(i) Life insurance u/s 80 C

5,000

(ii) Health insurance u/s 80 D
(iii) Donation to PM National Relief Fund u/s 80 G

70,000

15,000

6,95,000

Total Income
Computation of Tax Liability
Income

Tax Rate

Upto ? 2,50,000

2,50,000

Nil

2,50,001 - 5,00,000

2,50,000

2,50,000 x —
100

25,000

5,00,001 - 10,00,000

1,95,000

20
i^ o o o x -

39,000

Income Slab

Amount (?)

Nil

64,000

Income tax = 64,000

64,000

Add : Education cess @ 2%

(64,000x^0-) = 1,280

1,280

Add : Secondary and higher education cess @1%

(6 4 ,0 0 0 x ^ ^ = 6 4 0
Tax Liability

640
65,920
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Q15. Mr. Ananth who is totally blind person submits the following particulars compute total income for the
A.Y 2012-13 and tax liability.
1.

Salary received ? 2,40,000

2.

Rent received ? 1,00,000

3.

Rent from letting of P & M, building at ? 80,000

4.

Indian agricultural income ? 50,000

5.

Business profit ? 4,20,000, after charging depreciation ? 20,000 income tax ? 25,000, donation to
PMNRF ? 25,000

6.

Deposited in PPF 1,20,000

7.

Medical insurance premium paid by cheque ? 20,000.

Solution :

Oct./Nov.-13, Q12(a)
Computation of Total Income of Mr. Ananth for the Assessment Year 2017-18
Particulars
1.

Amount (?)

Income from Salary :

Salary received
2.

2,40,000

Income from House Property:

Rent received
*

Amount (?)

1,00,000

Less : Standard deduction u/s 24 (a) 11,00,000 x

30,000

j

70,000
3.

Income from Business and Profession :

Business profit [after tax]

4,20,000

Add : Depreciation

20,000

Income tax

25,000
4,65,000

Less : Depreciation
4.

20,000

4,45,000

'■

Income from other Sources:

Rent from letting P & M and building

80,000

Gross Total Income

8,35,000

Deductions u/s 80 :

.

PPF u/s 80 C

1,20,000

Medical insurance u/s 80 D
Donation to PMNRF u/s 80 G
Blindness u/s 80 U

20,000
.f

25,000
1,25,000

Total Income
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Computation of Tax Liability
Total Income = 5,45,000

Income Slab

Income

Tax Rate

Nil

Upto ? 2,50,000

2,50,000

Nil

2,50,001 - 5,00,000

2,50,000

2,50,000 x ~ ~

5,00,001 - 10,00,000

45,000

Amount (?)

20

25,000
9,000

45’0 0 0 x i o o

34,000

Income tax

34,000

Add : Education cess @ 2%

(34,000x^=0-)

680

Add : Secondary and higher education cess @1%

(34,000 x - jL )

340
35,020

Less : Income tax paid

25,000

Tax liability

10,020

Working Notes
1.

2.

3

PPF u/s 80 C : Deduction is the least of the following two amount,

(a)

Actual amount contributed ? 1,20,000

(b)

? 1,50,000.

Payment of Medical Insurance u/s 80D : Deduction is least of the following two amounts,

(a)

Actual premium paid ? 20,000

(b)

? 25,000.

Donations u/s 80 G

Donation of any amount i.e., 100 % will be allowed as deduction.
4.

Handicapped Resident Person u/s 80 U

If disability is more than 80 % then upto ? 1,25,000 is allowed as deduction.
5.

Indian agricultural income is exempted.____________________________________________________________

Q16. Compute total income and tax liability of Mr. Sridhar a senior citizen from the following information,
(a)

Long term capital gain ? 40,000

(b)

Short term capital loss ? 20,000

(c)

Interest on fixed deposit ? 9,000

(d)

Salary received ? 25,000 p.m

(e)

Profession tax paid ? 1,000

(f)

Rent received ? 25,000 p.m

(g)

Contribution to R.P.F ? 15,000

(h)

Deduction u/s 80G ? 16,000

(i)

Winning from card games (net) ? 35,000.
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Solution :
Computation of Total Income of Mr. Sridhar for the Assessment Year 2017-18
Particulars

Amount (?)

Amount (?)

3,00,000
1,000

2,99,000

Income from Salary:

Salary received [25,000 * 12]
Deductions: Profession tax u/s 16(iii)
Income from House Property:

Rent received [25,000 x 12]

3,00,000

Less: Standard deduction u/s 24(a)

90,000

2,10,000

Income from Capital gain

20,000

Income from other Sources:

Winning from card games j^35,000 x -i^-j

1,16,667

Gross Total Income

6,45,667

Deductions u/s 80:

Contribution to R.P.F u/s 80C
Donations u/s 80 G

15,000
16,000

31,000

Total Income

6,14,667

Computation of Tax Liability [Senior Citizen].
Income Slab

Income

Tax Rate

Upto ? 3,00,000

3,00,000

NIL

3,00,001-5,00,000

2,00,000

2 ,0 0 ,0 0 0 * ^ -

20,000

5,00,001-10,00,000

1,14,667

1 ,1 4 ,6 6 7 * -$

22,933

Amount (?)

NIL

42,933

Income tax

42,933

Add: Education cess @ 2%

859

42,933x 2
100
Add: Secondary and higher education cess @ 1%

429

42,933* 100
Tax liability

44,221

Working Notes
1.

Income from House Property

Rent received ? 3,00,000
Standard deduction u/s 24(a): 30% on net amount 3,00,000 * yjyg- = ?90,000.
2.

Income from Capital Gain

Long term capital gain

40,000

Less: Short term capital loss

20,000
? 20,000

3.

Interest on fixed deposit ? 9,000 is not eligible for deduction u/s 80TTA.

Note: Winning from cards is calculated @ 30% as per assessment year 2017-2018.
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Q17. Compute total income and tax liability of Mr. Arvind from the following particulars,
1.

Income from salary ? 4,25,000; D.A ? 20,000; C.C.A ? 14,000; professional tax paid ? 1,800.

2.

Rent received ? 70,000; Municipal taxes paid ? 4,000.

3.

Income from capital gains :
Long term capital gain ? 45,000
Short term capital gain ? 18,000
Short term capital loss ? 20,000

4.

Income from non - speculation business ? 2,00,000

5.

Donated to PM National Relief Fund ? 16,000

6.

Income from other sources ? 70,000

7.

Bank interest received ? 12,000.

8.

Deductions allowed from gross total income,
(i)

U/s 80 C ? 80,000

(ii) U/s 80 D ? 6,000
(iii) U/s 80 E ? 20,000.

Solution :
1.

Income from Salary
Particulars

Amount^)

4,25,000

Salary
Allowances :

•

D.A.

20,000
14,000

C.C.A
Perquisites :

Profits in lieu of salary
Gross Salary

4,59,000

Less: Deductions

Professional tax u/s 16(iii)
Income from Salary
2.

1,800
4,57,200

Income from House Property
Particulars

Amount (?)

70,000

Gross annual value

4,000

Less: Municipal taxes

Annual Value

66,000

Less: Standard Deduction u/s 24(a):

30% on Annual value
Income from House Property

19,800
46,200
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Particulars

Income

Long term capital gain

' 45,000

Short term capital gain

18,000

Loss

Short term capital loss

20,000
63,000

20,000

Income from capital gain is (63,000 - 20,000) ? 43,000.
Computation of Total Income of Mr. Arvind for the Assessment Year 2017-18
Particulars

Amount (?)

Income from Salary (1)
Income from House property (2)
Income from Capital gains (3)
Income from Business [Non-speculative]
Income from other sources

Amount (?)

4,57,200
46,200
43,000
2,00,000
70,000

Gross Total Income

8,16,400

Deductions u/s 80:

(i)

Qualified savings u/s 80C

(ii)

Medical insurance premium u/s 80D

(iii)

Interest on education loan u/s 80E

20,000

(iv)

Donation to PM National relief fund u/s 80G

16,000

(v)

Interest on Savings bank a/c u/s 80TTA

10,000

80,000
6,000

Total Income

1,32,000
6,84,400

Computation of Tax Liability
Income Slab

Income

Tax Rate

Amount (?)

Upto ? 2,50,000

2,50,000

2,50,001-5,00,000

2,50,000

2,50,000 x ^

25,000

1,84,400

1,84,400 x ^ -

36,880

5,00,001-10,00,000

NIL

NIL

61,880

Income
Add: Education cess @ 2%

61,880
61,880x jqo

Add: Secondary and higher education cess @ 1% 61,880x jqq
Tax Liability

1,237.6
618.8
63,736

Working Notes
Deduction u/s 80TTA:

Interest on savings bank a/c least of the two amounts is allowed as deduction,
(i)

Actual interest received

(ii) ? 10,000.
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Q18. The total income of Mr. Prashant Dubey (45 years old) computed under the normal provisions of
Income Tax Act is ? 10,00,000. However, the ‘adjusted total income’ of Mr. Prashant amounted to ?
30,00,000 as per Sec. 115 JC(2). Compute the final tax liability of Mr. Prashant Dubey for assessment
year 2017-18.
Solution :

Computation of Tax Liability Under Normal Provisions
Tax Rate

Income

Income Slab

Amount (?)

NIL

NIL

Upto ? 2,50,000

2,50,000

2,50,001-5,00,000

2,50,000

2,50,000 x ^

25,000

5,00,001-10,00,000

4,00,000

4,00,000 x ^ -

80,000
1,05,000

1,05,000

Income Tax
Add: Education cess @ 2%

2,100

1 ,0 5 ,0 0 0 x ^ 0 -

1
Add: Secondary and higher education cess @ 1% 1,05,000x 100
Tax Liability

1,050
1,08,150

Computation of Tax Liability Under A.M.T [u/s 115 JC]
Particulars

Amount (?)

Adjusted total income (given) = ? 30,00,000
A.M.T @ 18.5% o f? 28,00,000

5,18,000
Nil

Add: Surcharge

5,18,000
Add: Education cess @ 3%
Tax Liability

15,540
5,33,540

Final Tax Liability of Individual

Tax liability as per normal provision of IT Act = 1,08,150
Tax liability under A.M.T [u/s 115 JC] = 5,33,540
From the above available taxes of Mr. Prashant Dubey, the tax whichever is higher is to be considered.
Therefore, Tax Liability = 5,33,540.
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EXERCISE PROBLEMS
1

During the previous year 2016-17 Mr. Karunakar Reddy is having taxable income of his personal ? 11,56,000
calculate the tax liability for the assessment year 2017-18 after considering the following.
(i)

He has transferred foreign company shares to his wife, she received a dividend of ? 2,86,000.

(ii)

He has transferred 13% debentures of limited company ? 5,00,000. (face value ? 4,10,000) to his friend Mr.
Javeed on the condition that the transferror (Karunakar Reddy) will receive interest during his life time and
thereafter the transferee (Javeed)

(iii)

On 1st August 2009 he has transferred a commercial complex to his friend Mr. Diwakar on the condition
that the building will be revert back to Karunakar Reddy, after the death of Mr. Diwakar. Income from House
property (computed) ? 7,50,000 par annum.

(Ans: (1) Transfer of Shares: Dividend on foreign company shares is taxable income. The shares (asset) are
transferred to wife for without any consideration, hence ? 2,86,000 income is clubbed with the income of Mr.
Karunakar Reddy. (2) Transfer of Debentures: In this case asset is transferred without transferring the income,
hence debenture interest 13% of 4,10,000 = 53,300 is included in the income of Mr. Karunakar Reddy. (3) Transfer
of Commercial Complex (Building): The asset is transferred to his friend but during the life time of Mr. Diwakar it
is irrevocable transfer, so income from this house ? 7,50,000 is taxed in the hand of Mr. Diwakar. (4) Total income
14,95,300. (5) Tax liability 2,81,800).______________________________________________
2.

Compute total income and tax liability of Sri F.D. Khan.
Income from business ? 3,75,000
Loss from self occupied house f 20,000
Income from other sources ? 6,30,000.

(Ans: (1) Loss from house property can be set off from other heads of income (2) Total income ? 9,85,000 (3) Tax
liability ? 1,25,660).
3.

Calculate total income and tax liability for the following persons:

4
Particulars
Gross total income

Mrs. Jyothi

Mr. Mohan Sai
(Super senior citizen)

Mr. Sunil

1,87,000

12,00,000

4,60,000

Contribution to P.P.F.

60,000

1,20,000

50,000

Premium paid on Life Policy

11,000

18,000

NIL

N.S.C VIII Issue purchase

25,000

35,000

10,000

(Ans: (1) For Mrs. Jyothi Deduction u/s 80C ? 96,000, Tax liability is nil. (2) For Mr. Mohan Sai deduction u/s 80C is
limited to ? 1,50,000 (3) Tax liability is ? 1,18,450. (4) Mr. Sunil deduction u/s 80C ? 60,000 (5) Tax liability ? 13,390).
4.

Sri Sunil Varma is a practicing Chartered Accountant. The following particulars are related to the previous year
2016-17. Compute total income and tax liability.
(i)

Income from Profession ? 18,32,000.

(ii)

Short term capital gain on sale of equity shares ? 1,30,000

(iii) Short term capital gain on sale of gold ornaments ? 78,000.
(iv) Long term capital gain on sale of building ? 16,00,000
(v)

Long term capital gain on shares ? 1,20,000

(vi) Interest on Bank deposits ? 15,000
(vii) Payment made for mediclaim policy on his life and wife ? 17,000
(viii) ’His Contribution to PPF ? 60,000
(ix) Repayments of son’s Higher education loan (Including interest ? 18,000) ? 1,20,000
(x)

Donation to Prime minister’s National Relief Fund ? 21,000 (deduction rate 100%)

(xi) Deposit in Sukanya Samruddi Yojana Account for 3 years daughter ? 42,000 in Bank of India.
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(Ans: (1) Interest on Bank Deposit is Income from other sources and deduction u/s 80TTA is allowed only for
interest on Savings Bank Account. (2) Gross Total Income ? 36,55,000. (3) Short Term Capital Gain on Shares and
Long Term Capital Gain on sale of building are included in the total income for limited purpose, but they are taxed
separately at a flat rate of 15% and 20% respectively. (4) Long term capital gain on shares is an exempted income.
(5) Mediclaim of wife is allowed as deduction. (5) Deductions: 80 C -1,02,000 (Deduction for deposit in Sukanya
Samruddi Yojana is allowed as deduction u/s 80C); 80 D -17,000; 80 E -18,000; 80 G - 21,000; (deduction is allowed
at 100% rate (6) Tax liability ? 7,15,440).
5.

Compute the total income of Mr. Ram from the particulars given below:

?
(i)

Interest on securities (Gross)

27,000

(ii)

Rental value of a house ? 7,500 p.m. : Self-acquired but transferred to H.U.F. common pool.
Income from this house (computed) is

25,200

(iii) Share from firm in which he has 1/3rd share '

45,000

(iv) Commission received by his wife from such firm for acting as its selling agent.

25,000

(Ans: Total income ? 77,200 ; House property u/s 64 (2): 25,200 ; Share from firm exempted u/s 10(2A) and income
from other sources u/s 64 (i) (ii) 25,000 + 27,000 = 52,000).
6.

Given below is the profit and loss account of Shri Rajaram for the year ended 31-3-2017:
Dr.

Cr.
?

Particulars

Particulars

?
5%)00

To Salaries

7,000 By Gross Profit

To Drawings

8,000 By Interest on P.O. Saving Bank a/c

3,600

To Insurance premium on his life

1,000 By Proceeds from Life Insurance Policy

3,400

To Depreciation

4,500 By Interest on fixed deposits in the bank

3,600

To Donation to the recognized institutions

500

To General expenses

2,600

To Education expenditure on his three
dependent sons in England

6,600

To Provisions for doubtful debts

1,500

To Income-tax

2,000

To Rent

1,700
25,200

To Net Profit
'

60,600

60,600

Compute his taxable income for current assessment year after taking the following information into consideration:
(a)

The amount of depreciation allowable is 1 4,000.

(b)

General expenses include ? 600 for his private expenses.

(Ans: Business income 35,300 ; Other sources 3,700 ; P.O. Saving Bank Interest exemption u/s 10(15) = ? 3,500;
G.T.I. 39,000; Deduction, u/s 80G 250; 80C ? 1,000; u/s 80TTA ? 100; Total Income ? 37,650).

______________
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He is provided with an unfurnished accommodation for which employer charges ? 3,000 p.m. The municipal value
of the house owned by employer is ? 42,000 p.a. He is also provided by employer with chauffeur driven car of 1.8 Lt.
capacity. The car is used for official purpose only and the entire expenses of its running and maintenance are met
by the employer.
During the year Mr. K.L. Seth has received dividends from co-op. society amounting to ? 14,000. He paid insurance
premium of ? 3,000 on a policy taken on the life of his father who is not dependent on him. During the year he earned
« short term capital gain of ? 50,000 on the sale of shares.
During the year he had following income also:
(a) Winnings from lottery ? 50,000 out of which tax @ 30% has been deducted at source.
(b) He went to Nepal and won ? 35,000 from gambling in a casino.
(c)

He lost ? 20,000 in card games during Diwali season.

(d) He earned ? 14,910 from his term deposits with a bank.
Compute fits total income and tax liability for the assessment year 2017-18.
(Ans: Salary income ? 4,67,261 ; Other sources ? 1,13,910 ; Deduction u/s 80C ? 42,000 ; Total income ? 5,89,171 ;
Tax ? 53,417 ; Education cess ? 1,602, Tax Liability ? 55,019 rounded off to ? 55,020).
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Multiple Choice
1.

The first step in the computation of tax liability is ________

[

]

(a) Round off the total income
(b) Rebates 87(A)
(c) Education cess tax
(d) Round off tax amount
2.

As per the World Economic Forum (WEF), assessment year 2013-14,_________ is also applicable on
individuals.
[ ]
(a) Tax liability
(b) Adjusted total income
(c) Alternate minimum tax
(d) None of the above

3.

The applicability of alternate minimum tax on individual is considered under section_________.

[

]

[

]

(a) Sec. 115 J to F
(b) Sec. 115 JCto JD
(c) Sec. 115 JCto JC(1)
(d) Sec. 115 JCto JF
4.

The alternate minimum tax is calculated a t________ on total income.
(a) 18%
(b) 18.5%
(c) 15%
(d) None of the above

5.

According to Section 115 JEE(l), AMT is applied to those, whose adjusted total income exceeds ? ________ .
[ 1
(a) ? 10,00,000
(b) ? 15,00,000
(c) ? 20,00,000
(d) ? 25,00,000

6.

________ introduced the concept of ‘Alternate Minimum Tax’ on limited liability partnership.

[

]

(a) The Finance Act, 2011
(b) The Finance Act, 2012
(c) The Income Tax Act, 1961
(d) None of the above

-
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7.

Calculation procedure of total income involved__________ steps.

t

i

(a) 4
(b) 5
(c) 8
(d) 9
8.

As per the assessment year 2017-18, the surcharge on AMT for adjusted total income not exceeding ? 1 crore is
[

]

[

]

[

]

(a) 18.5% of tax
(b) Nil
(c) 15% of tax
(d) 3% of tax
9.

Deduction in respect of certain incomes is under section

.

(a) Sec. 80 IA to Sec. 80 RRB
(b) Sec. 10AA
(c) Sec. lOAA(SEZ)
(d) None of the above
10.

is deemed on the total income of an individual.
(a) Adjusted income
(b) Adjusted total income

v

(c) Adjusted tax liability
(d) None of the above

II.

Fill in the Blanks
1.

H

------------ is the amount of tax that a company/person/individual is bound to pay legally to an authority/government.

2.

As per the assessment year 2016-17, the surcharge on AMT for whose total income exceed ? 1 crore is

3.

Education cess is _________ as per assessment year 2016-17.

4.

As per the assessment year 2017-18, the surcharge on AMT for whose total income exceed ? 1 crore is

5.

Education cess is _________ as per assessment year 2017-18.

6.

Alternate Minimum Tax is under Sec.__________.

7.

The third step of computation of tax liability includes_________ .

8.

In long-term capital gains,_________ % of tax is calculated.

9-

The_________ _ has extended the system of ‘alternate minimum tax’.

10.

The individual covered under AMT is Sec.
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KEY
Multiple Choice
1.

(a)

2.

(c)

3.

(d)

4.

(b)

5.

(c)

6.

(a)

7.

(d)

8.

(b)

9.

(a)

10.

(b)

Fill in the Blanks
1.

Tax liability

2.

12% of Tax

3.

1% of Tax

4.

15% of Tax

5.

3% of Tax

6.

115 JC to JF

7.

Rebates 87(A)

8.

20%

9.

Finance Act, 2012

10.

115 JEE(l).
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INCOME TAX-II

III.

Very Short Questions and Answers

Q1.

What is Adjusted Total Income?

Answer :

The adjusted total income is that the total income of an individual where income is computed under different heads
like income from salary, house property, capital gains etc.
Q2.

Define AMT.

Answer :

The concept of AMT (Alternate Minimum Tax) is established by the Finance Act, 2011.
Q3.

What is the tax charged on Adjusted Total Income?

Answer :

18.5% of tax is charged on adjusted total income.
Q4.

How much percentage on tax is applicable on education cess while calculating income tax as per
assessment year 2017-18?

Answer :

3% of tax is considered on education cess while calculating income tax as per assessment year 2017-18.
Q5.

What does Section 115 JEE(1) states about?

Answer :

Section 115 JEE(l) describes about the provisions of Alternate Minimum Tax (AMT) applicable to an individual.
Q6.

Write about the Rebates 87 (A) in Computation of Tax.

Answer :

. •'.
' •
' ...
• „• •i
Tax rebate u/s 87(A) is defined as concession in tax payment. Tax rebate can be claimed only by ‘individuals’ i.e.,
non-senior citizens and senior citizens whose residential status is ‘Resident’ relevant to the previous year and having total
taxable income below 5,00,000. It is taxed on normal and special incomes except casual incomes.
Q7.

What is Tax Liability?

Answer :

Tax liability is the amount of tax that a company/ person/ individual is bound to pay legally to an authority/ Government.
Tax liability is computed after computing the total income of the concern.
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After studying this unit, one would be able to understand,
❖

Concept of Income Tax Return.

❖

Types of Income Tax Return.

❖

Filing of Income Tax Return.

♦> Filing of E-Retum.
❖

Concept of Assessment and its Types.

❖

Concept of Self-Assessment, Provisional Assessment and Regular Assessment.

❖

Concept and types of Best Judgement Assessment.

❖

Concept of Reassessment.

❖

Rectification of Mistakes u/s-154 done by Income Tax Authority.

c

INTRODUCTION

This unit explains the concept of assessment procedure which enable the student to have clear understanding
of all the concepts in theory as well as in practicals. Because theory followed by practicals helps the students
is understanding better and to attempt those questions in the end examination in an effective manner.
Income tax return is a form of reporting the income and filing a income tax return by an individual whose total
income exceeds the maximum limit. An individual may file return in a prescribed form on or before the due
date to the concerned income tax authorities. Tax returns allow the individual to estimate their tax liability
and appeal for refund/cancel their payments etc.
Self assessment, provisional assessment, regular assessment, best judgement assessment and reassessment are
some of the different types of assessments where total income and tax liability of the assessee is computed.
Rectification of mistakes is carried out only by the Income-Tax Authority in order to rectify the mistakes if
any found in the return of income or loss furnish by the assessee.
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PART-A
S H O R T Q U E S T IO N S W IT H S O L U T IO N S
Q1.

Best Judgement Assessment

Answer :

(Model Paper-Ill, Q7 | March/April-13, Q8 | Oct./Nov.-12, Q6)

An assessment made based on the judgement of the assessing officer is termed as best judgement assessment. The
AO (Assessing Officer) adopt this method when he find that the assessee have not file the return, not comply with the
issued notice, fails to get books of accounts/audit of his books etc. The assessee will be given a chance to justify himself, if
he fails to do so, then the AO will pass best of his judgement based on the evidences and explanation given by the assessee.
The assessee has a right to file an application to the Income Tax Commissioner, if he is not satisfied with the judgement
passed by the AO. Best judgement assessment can be compulsory or discretionary.
Q2.

What is income tax return? List out the types of income tax return.

Answer

:

Model Paper-I, Q5

Income Tax Return

Income tax return is a form of reporting the income and filing a income tax return by an individual whose total
income exceeds the basic exemption limit. An individual may file return in a prescribed form on or before the due date to
the concerned income tax authorities. Tax returns allow the individual to estimate their tax liability and appeal for refund/
cancel their payments etc.
Types of Income Tax Return

The following are the types of income tax return,
1-

Voluntary Return u/s 139(1).

2.

Compulsory Return u/s 142 (1).

3.

Belated Voluntary Return.

4.

Revised Return.

5.

Return of Loss.

6.

Return by Non-Residents.

7.

Return by Charitable Trust or Institutions u/s 139(4A).

8.

Return of Income of Political Party u/s 139 (4B).

Q3.

Write a note on summary assessment and scrutiny assessment.

Answer :

Model Paper-ll, Q6

Summary Assessment

Under summary type of assessment, the assessing officer assess the return filed by the assessee. If the AO (Assessing
Officer) found that the return filed by the assessee is incomplete/incorrect where the assessee has to pay tax or interest, he
will send an intimation regarding the due amounts to the assessee. In case where no errors were found, the acknowledgement
of the return will be deemed to be an intimation.
Scrutiny Assessment

Under scrutiny assessment method the AO send notice to the assessee either to come to office or to produce evidences
regarding the details of the return filed by him, as he (AO) want to check the accuracy of returns. After examining the
evidences the AO pass an order in written form is known as regular assessment order which determines total income and
tax payable or refund of any amount due to the assessee.
4 obi
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Write a note on filing of e-return and reassessment.

Answer :

Model Paper-ll, Q7

Filing of e-return [Sec.-139(D)]

There are certain rules provided by the board u/s-139(D) pertaining to filing of e-retum for the following,
(i)

The form and the manner of filing e-retum.

(ii)

The class or class of persons for whom filing e-retum is compulsory.

(iii)

The documents, certificates, audit reports, statements, receipts etc which are not required to furnish at the time of
filing e-retum, but it must be shown to the AO (Assessing Officer) on his demand.

(iv)

The computer source and the electronic record through which the e-retum is transmitted.

Reassessment u/s 147-151
•s

Determining the tax liability on the escaped income is known as re-assessment. If AO (Assessing Officer) find
that the income of the previous year is escaped from the assessment, he issue a demand notice to the assessee to pay the
additional tax within 30 days. If the additional tax is not paid within 30 days than interest is charged @ 1% per month and
penalty will be imposed, if the assessee fails to pay this as well.
Q5. ' State few provisions relating to rectification of mistake.

Answer

:

M o d e l P a p e r-Ill, Q 8

The following are the provisions regarding Rectification of Mistakes u/s-154(1),
1.

Rectification of Mistakes from Record

The income-tax authority for the rectification of mistakes from record may do the following,
0)

Make amendment in the order passed by it under the provisions of this Act. . ---.V

(ii)

Make amendment for any intimation u/s 206CB(1).
• .

,
■.

'

; ■

".

(iii) Make amendment for any intimation or deemed intimation u/s 143(1). ^
(iv) Make any intimation u/s 200A(1) generated after processing of TDS statement.
Amend the order related to any other matter except the matters which are so considered and decided.

(v)
2.

The income tax Authority may,
(i)

Amend its own motion.

(ii)

Amend any such mistake which are brought by the assessee or deductor or collector and the authority
concerned is commissioner (Appeals), by the AO as well.

3.

If the rectification order affect the tax liability and reduces the refund amount, the assessee, deductor and collector
are served with a notice and a being heard opportunity should be provided to them.

Q6.

What do you understand by the term PAN?

Answer

:

M o d e l Paper-1, Q 8

The unique number allotted by tax assessing officer to the assessee is termed as “Permanent Account Number (PAN).
As the name itself suggests, it is a permanent number allotted to the individuals. Presently, 10 digit computerized PAN
is being allotted by CBDT (Central Board of Direct Taxes) to the applicants. PAN help income tax authorities to easily
trace out the previous records of an assessee. PAN card not only benefits the income tax authorities but also serve as an
important proof for Indian citizens.
According to the new guidelines, holding PAN card is necessary for every individual. A simple application process
is to be followed for obtaining PAN. It includes filling an application form and forwarding it to the concerned authorities.
After receiving the form, authorities will allot PAN to the individuals within a specified time period. The PAN card will
be delivered to the postal address of applicants. In order to make changes in PAN card, a separate form has to be filled by
applicant, through which changes will be made by authorities. For loss of card, a new card will be allotted.

--------- ------
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5.1

ASSESSMENT PROCEDURE - M EANING, FEATURES AND STAGES

Q7.

What do you understand by assessment procedure? State the features and stages of assessment
procedure.

Answer :

Model Paper-I, Q13(a)

Assessment Procedure

Assessment procedure is the process of computing total income and tax liability of the assessee. where a certain
procedure is followed to assess the taxable income of the assessee.
Features of New Assessment Procedure

The following are the features of new assessment procedure,
1.

When income tax return filed by the assessee, the Assessing Officer (AO) of Income Tax Department will go through
the returns filed by the assessee and make necessary prima facie adjustments, if any.
Prima facie adjustments arises when there are losses carried forward deductions, allowances or relief, arithmetic
errors in the return of income.

2.

When the assessee has paid the necessary amount of interest and tax, if any, then there is no need of prima facie
adjustments and assessment order from the AO to the income or loss declared by the assessee. Only a acknowledgement
slip is sent to the assessee declaring the receipt of return of income.

3.

When it is found that the assessee has not paid the due amount of return of income, no prima facie adjustments are
required to the income or loss declared by the assessee. But, an intimation declaring the due amount payment will
be sent to the assessee which is deemed to be notice of demand.

4.

When there is a refund amount due to the assessee on account of return of income, no prima facie adjustments and
assessment order from AO are required, the refund amount will be granted to the assessee.

5.

When there are any prima facie adjustments are required, then an intimation regarding prima facie adjustments will
be sent to the assessee.

6.

When there are any previous year assessment, revisionary or settlement orders, appellate, variation in the carried
forward losses, allowances, deductions and relief in return of income, then a revised intimation will be sent to the
assessee for any due refund and due tax and interest. The expiry date of such revised intimation is 4 years.

7.

3% of returns received are used for scrutiny if any returns of income are subjected to scrutiny.

8.

When scrutiny is picked up, the Assessing Officer (AO) will issue a notice to the assessee u/s 143(2) to bring the
further evidence regarding the return of income filed by the assessee. Such notice must be sent within the six months
during the financial year in which the return is filed by the assessee.

9.

When there is scrutiny picked up for some selected cases, the AO will sent the assessment orders u/s 143(3), informing
the assessee to pay the due amount of tax on the returns filed by him. The expiry date of such order is 2 years from
the end of the financial year.

Stages in Assessment Procedure

The process of assessment procedure start with the filing of return of income by the assessee and ends with the
assessment order sent by the AO (Assessing Officer). The following are the stages involved in the assessment procedure,
1.

In the first stage, the assessee will file a return of income either voluntarily on by the notice sent by the AO to file
the return of income.

2.

In the second stage, the AO (Assessing Officer) will compute the taxable income of the assessee on the basis of
return filed by him.

3.

In the third stage of assessment procedure, the due amount of tax and interest is determined on account of return
filed by the assessee.

4.

In the last stage of assessment procedure, the AO will sent a assessment order and a notice to the assessee informing
him to pay the due amount and granting him the refund amount if any, due to him.
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5.2

INCOME TAX RETURNS - TYPES OF RETURNS

Q8.

What do you mean by income tax return? State its advantages and disadvantages.

A nsw er :

(M o d e l P a p e r-ll, Q 1 3 (a )

| Oct./Nov.-14,

012(b))

Income Tax Return

Income tax return is a form of reporting the income and filing a income tax return by an individual whose total
income exceeds the basic exemption limit. An individual may file return in a prescribed form on or before the due date to
the concerned income tax authorities. Tax returns allow the individual to estimate their tax liability and appeal for refund/
cancel their payments etc. The following are the different forms of filing income tax return. They are,
Forms of Income Tax Return (ITR)
1.

ITR Form No.-1

ITR Form No.-l is applicable to the Person/Assessee whose sources of income is salary, pension, interest, house
property etc., except winning from lottery and race horses and having ? 50 lakhs of total income.
2.

ITR Form No.-2

ITR Form No.-2 is applicable to the Persons/individuals/ HUF’s not having business or professional income.
3.

ITR From No.-3

ITR Form No.-3 is applicable to the Persons/Individuals/HUF’s who are partners in a company but not involved in
any business or profession under proprietorship.
4.

ITR Form No.-4

5.

ITR Form No.-5

ITR Form No.-4 is applicable to the Persons/individuals/ HUF’s having business or professional income.
ITR Form No.-5 is applicable to the Firms/BOI and AOP (Fringe benefits tax also).
6.

ITR Form No.-6

ITR Form No-6 is applicable to the companies other than those claiming deductions u/s 11. (Include fringe benefit
tax also).
‘
7.

ITR Form No.-7

ITR Form No.-7 is applicable to the assesses and companies which need to furnish return u/s 139 (4 A), (4B), (4C),
(4D), (4E) and (4F) (include fringe benefits tax also).
8.

ITR Form No.-V

ITR Form No.-V is applicable, where the data concerning return of income/Fringe Benefits in ITR form no- 1. 2, 3,
4, 5, 6, 7 & 8 is transmitted electronically without digital signature.
Advantages of Filing Income Tax Return

1.
2.
3.
4.
5.

The following are the advantages of filing of income tax return,
All individuals come to know the tax laws and the filing of tax returns.
An Individual should be upto date about the laws and the financial affairs. This helps him in filing of income tax
return.
If a person obtains loan, the tax return would help him to prove the ability of the person torepay the loan.
Excess tax also helps an individual through tax deduction or self assessment tax by filing an income tax return.
If an individual wants to obtain visa, the filing of Income tax return would serve as a proof that a person is financially
sound.

Disadvantages of Not Filing Income Tax Return

1.

The following are the disadvantages of not filing income tax return,
If income tax return is not filed, an individual may not be able to carry forward his business or capital loss.

2.
3.

There will be a loss on interest on refund.
If an. individual doesn’t file a return then he/she cannot revise it again.

4.
5.
6.

There will be a delay in Income tax refunds if an individual file it late.
Filing of late returns can lead to additional interest burden.
Incremental interest will be charged to individual on the unpaid amount.
V .
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Q9.

What are the different types of income tax return?

Answer :
The following constitute types of income tax returns,
1.

Voluntary Return u/s 139(1)

A person who files the returns on his own before due date as per the provisions of the Act is termed as voluntary
return.
2.

!*» ,5

Return of Loss u/s 139(3)

A person who is having a negative income (loss) under the different fieads of income plans to carry forward and set
off in future. He can file a return before the due date.
3.

Belated Voluntary Return u/s 139(4)

When a person file return after the due date of filing return is known as belated return. An individual can file the
return before the expiry of the year from the current assessment year or before completion of assessment year.
4.

Return by Charitable Trust or Institutions u/s 139(4A)

If the total income of a charitable trust/institution is more than the maximum amount set as exemption then that
charitable trust/institution has to file a return of a such total income as per the specification given by the income tax
authorities.
5.

Return of Income of Political Party u/s 139(4B)

The return of income has to be filed by the chief executive officer of every political party. If assets are located
outside India filing of income tax is compulsory.
6.

Return by the Following Persons [u/s 139(4C)]

Persons such as news agency, scientific research association, fund or institution, mutual fund, venture capital,
securitization, body or authority or trust or commission, Trade union etc, whose total income exceed maximum amount
shall file a return of income of the previous year in a prescribed form and verified in the prescribed manner as per the
provisions of the Section-139 (4C).
7.

Return by College or Institutions or University [u/s 139(4D)]

All colleges or institutions or universities who are not required to file a return of income or loss u/s 35(i), (ii) and
(iii) can file their return u/s 139(4D) as per the provisions of this Act.

teport should be enclosed with the
Aperson can furnish a return through digital signature electronically if,
■

Total income of a person exceed t 50,00,000.

I

Assets of the resident are located in foreign countries/receiving income from a foreign country/getting remittance
from foreign country.

I

Paper form

Aperson can furnish return in the form of paper directly to the income tax department or through the tax consultants
■ Chartered Accountants.
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What are the different types of income tax return?

Answer :
The following constitute types of income tax returns,
1.

Voluntary Return u/s 139(1)

A person who files the returns on his own before due date as per the provisions of the Act is termed as voluntary
return.
2.

Return of Loss u/s 139(3)

A person who is having a negative income (loss) under the different lieads of income plans to carry forward and set
off in future. He can file a return before the due date.
3.

Belated Voluntary Return u/s 139(4)

When a person file return after the due date of filing return is known as belated return. An individual can file the
return before the expiry of the year from the current assessment year or before completion of assessment year.
4.

Return by Charitable Trust or Institutions u/s 139(4A)

If the total income of a charitable trust/institution is more than the maximum amount set as exemption then that
charitable trust/institution has to file a return of a such total income as per the specification given by the income tax
authorities.
5.

Return of Income of Political Party u/s 139(4B)

The return of income has to be filed by the chief executive officer of every political party. If assets are located
outside India filing of income tax is compulsory.
6.

Return by the Following Persons [u/s 139(4C)]

Persons such as news agency, scientific research association, fund or institution, mutual fund, venture capital,
securitization, body or authority or trust or commission, Trade union etc, whose total income exceed maximum amount
shall file a return of income of the previous year in a prescribed form and verified in the prescribed manner as per the
provisions of the Section-139 (4C).
7.

Return by College or Institutions or University [u/s 139(4D)]

(iii)

All colleges or institutions or universities who are not required to file a return of income or loss u/s 35(i), (ii) and
can file their return u/s 139(4D) as per the provisions of this Act.

8.

Return by Business Trusts [u/s 139 (4E)]

The business trusts who are not allowed to furnish return of income.or loss under any other provisions can furnish
their returns of every previous year u/s 139 (4E) as per the provisions of this Act.
9.

Return by Investment Fund [u/s 139 (4F)]

The investment fund referred in Sec 115UB, who are not allowed to file returns in any other provisions can furnish
their return of income or loss of every previous year under the provisions of the Sec.-139 (4F).
10.

Revised Return u/s 139(5)

If a person found that there are some wrong statements and omission in the filed return then he/she can file a correct
revised return on or before the expiry of one year from the current assessment year or before completion of the assessment
year.
11.

Compulsory return u/s 142(1)

If a person files the returns after receiving a notice from the assessing officer is termed as compulsory return.
Interest is chargeable for such person for late submission of return.
12.

Return by Non-Residents

All non-residents should compulsorily file return of income excluding those non-residents or who earn income only
through investment or long term capital gains and tax has been deducted at source.
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Q10. Explain in detail filing of returns as per the Income Tax Act, 1961.

Answer :
An individual who is liable to pay tax need to compute his total income and advance tax payable relating to
previous year and should provide the details of his income, expenses incurred for such incomes, qualified savings etc., in
a specified form in the assessment year is termed as filing of income tax return.
«
Section 139(1) of Income Tax Act, 1961, states that, every individual whose total taxable income exceeds the
maximum exempted limit i.e>, ? 2,50,000 for individuals, ? 3,00,000 in case of senior citizen and ? 5,00,000 for super
senior citizen, shall on or before the due date is liable to furnish a return of income in a specified form to the concerned
assessing officer. An individual who is acting as a representative of a non-resident or a guardian of a minor child is liable
to file the return of respective person along with his own returns.
Due Dates for Filing of Returns

1.

In case of companies the due date for filing of return of income is 30th September of the assessment year.

2.

In case of assesses (excluding companies) whose accounts to be audited by income tax act or other laws. The due
date for filing of return is 30thNovember of Assessment Year.
*

3.

In case of working partner of a company whose accounts need to be audited, the due date for returns is 30thSeptember.

4.

In case of other assesses due date in 31st July of Assessment Year.

5.

In case of international transactions due date for filing the return is 30thNovember of Assessment Year.

Defective Return of Income u/s 139(9)

A return of income is considered as defective income when the following condition are not satisfied,
(i)

Statements, annexure columns of returns of income relevant to computation of income are filed correctly.

(ii)

Return is accompanied by,
❖

Profit and Loss (P&L) Account or Income and Expenditure Statement.

❖

Return is filed along with statement showing Tax computation.

❖

Returns is filed along with audit report u/s 44 AB.

❖

Returns is filed along with evidence of tax payment, TDS and advance tax.

❖

If auditing is mandatory then audited P&L a/c, balance sheet and auditors report should be enclosed with the
return.

❖

If accounts are not prepared then statement showing gross receipts, gross expenses, sales, net profit, debtors
and creditors must accompany the return.
,

❖

Significance of Assessee.

❖

Permanent Account Number (PAN).

Methods for Filing the Return

An individual can furnish the return in any of the following method,
1.

Digital Signature

A person can furnish a return through digital signature electronically if,
(a)

Total income of a person exceed ? 50,00,000.

(b)

Assets of the resident are located in foreign countries/receiving income from a foreign country/getting remittance
from foreign country.

2.

Paper form

A person can furnish return in the form of paper directly to the income tax department or through the tax consultants
or Chartered Accountants.
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Q11. Explain briefly about Permanent Account Number (PAN).
A n sw er :

Model Paper-I, Q13(b)

Permanent Account Number (PAN)

The unique number allotted by tax assessing officer to the assessee is termed as “Permanent Account Number
(PAN). As the name itself suggests, it is a permanent number allotted to the individuals. Presently, 10 digit alphanumeric
PAN is being allotted by CBDT (Central Board of Direct Taxes) to the applicants. PAN help income tax authorities to
easily trace out the previous records of an assessee. PAN card not only benefits the income tax authorities but also serve
as an important proof for Indian citizens.
According to the new guidelines, holding PAN card is necessary for every individual. A simple application process
is to be followed for obtaining PAN. It includes filling an application form and forwarding it to the concerned authorities.
After receiving the form, authorities will allot PAN to the individuals within a specified time period. The PAN card will
be delivered to the postal address of applicants. In order to make changes in PAN card, a separate form has to be filled by
applicant, through which changes will be made by authorities. For loss of card, a new card will be allotted.
The following persons are voluntarily required to apply for PAN within the time limit as explained below,
1.

If the total income of a person exceeds the basic exemption amount in the previous year, must apply for PAN on or
before 31st May of the assessment year.

2.

If the total income of other person in respect of whom he is responsible exceeded the maximum amount in any
previous year, can apply for PAN on or before 3 1st May of the assessment year.

3.

If the total income from business/profession whose sales, turnover and gross receipts are/is likely to exceed
? 5,00,000 in any previous year, must apply for PAN on or before the end of the assessment year.

4.

If a return is furnished by trust, charitable and religious institution u/s 139 (4A) must file a PAN on or before the
end of the assessment year.

5.

Any other person such as CENVAT invoice issuer exporters and importers, assessee’s covered under Central Excise,
Service Tax Act and CST and State Level VAT must apply for PAN within the time limit given to them.

Important Points Regarding PAN

1.

If a person does not follow the provisions of Sec.-139 A, the AO (Assessing Officer) may charge him a penalty of
? 10, 000.

2.

In case, a person knowingly quotes a false or incorrect information on PAN, the AO may charge him a penalty
o f? 10,000.

3.

The AO may allot PAN to any other person by whom tax is paid u/s 139(A).

4.

When a new series is notified at the residence of any person, then he must apply for a new series PAN. In case he
already have a new series PAN, then he should not apply for another PAN.

5.

In case, any person is not covered under the provisions of the Sec.-139(A) can apply for PAN.

6.

Any person can quote PAN,
(i)

In all challans to pay any due amount under this Act,

(ii)

In all returns to any income tax authority.

(iii) In all documents related to such transactions suggested by the board in the interest of the revenue and is
entered by himself only.
. 7.

If any person is receiving any amount/income from which tax is deducted under the provisions of Sec.-139A(5A),
he must intimate his PAN to the concerned person for such tax deduction.

8.

The buyer or licensee/lessee mention u/s 206(C) must intimate his PAN to the tax collector mentioned u/s-139A (5C).

9.

The sellers receiving any documents pertaining to a transaction suggested u/s-206C (5C) must ensure that whether
the PAN and General Index Register Number (GIRN) is duly quoted in the document or not.

10.

Every person who is paying any amount after deducting the tax u/s-139A(5B) shall quote PAN of the person to
whom such amount is being paid.

11.

The tax collector must quote the PAN of every buyer or licensee/lessee in accordance with the provisions of
Sec.-206(C).

12.

No person is allowed to avail another new series PAN, if he already have a new series PAN.

•>
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FILING OF E-RETURN

Q12. State the rules regarding filing of e-return and verification of returns.

Answer :

M o d e l P a p e r-Ill, Q 1 3 (a )

Filing of E-Return [Sec.-139(D)]

There are certain rules provided by the board u/s-139 (D) pertaining to filing of e-retum for the following,
(i)

The form and the manner of filing e-retum.

(ii)

The class or class of persons for whom filing e-retum is compulsory

(iii)

The documents, certificates, audit reports, statements, receipts etc which are not required to furnish at the time of
filing e-retum, but it must be shown to the AO (Assessing Officer) on his demand.

(iv)

The computer source and the electronic record through which the e-retum is transmitted.

Verification of Return [Sec.-140]

Sec.-140 deals with the verification of return by the following,
1.

Individual Assessees

The return shall be verified by the individual himself or,
❖

By the authorised person, if he is not present in India.

❖

By his guardian or any other person who is competent to act on his behalf, if he is mentally disabled.

❖

By the person duly authorised by him on his behalf, for any other reason, if it is not possible for him to sign the
return.

2.

HUF (Hindu Undivided Family)

In case of HUF the return must be signed by ‘Karta’ or by the adult member of the family, if he is mentally disabled
or absent from India or any other unavoidable reason.
3.

Firm

In case of a firm, return must be verified by the managing partner, if he is not available or there is no managing
partner then there shall be any other partner except a minor.
4.

Company

In case of a company, the return can be verified by the managing director, in case the managing director is not
available or there is no managing director of the company then by any other director.
In case of a company, not resident in India, the return must be verified by a person who has a power of attorney,
which has to be attached with the return.
In case of liquidation of a company (winding up), return must be verified by the liquidator. If the company is taken
over by the central or state government, shall be verified by the principal officer of such company.
5.

Local Authority

In case of a local authority, the return must be verified by the principal officer of such authority.
6.

Political Party

In case of a political party, the return must be verified by the Chief Executive Officer.
7.

Limited Liability Partnership

In case of a limited liability partnership, the return must be verified by the designated partner, if there is no designated
partner or he is not available due to unavoidable reasons, it shall be done by any other partner thereof [Inserted by the
Finance Act, 2009, w.e.f. from the assessment year 2010-11],
8.

Any Other Association

The return must be verified by the principal officer or any member of that association.
9.

Any Other Person

In case of some other persons, return must be verified by the person who is competent to act on behalf of such person.

— — -■
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ASSESSM EN T - TY P E S OF A S S E S S M E N T [SELF ASSESSM ENT, P R O VIS IO N A L
ASSESSMENT AND REGULAR ASSESSMENT]

Q13. What is assessment? Explain different types of assessments under Income Tax Act, 1961.
(M o d e l P a p e r-ll, Q 1 3 (b ) | March/April-16, 012(b))

OR
Explain the different types of assessment.
r ..r .........

(O c t./N o v .-i7 , 0 1 2 (b) | M arch/Aprii- 15 ,0 1 2 (b ))

......

(Refer Only Topic: Types o f Assessments)
OR
Explain in brief the different assessment procedures.

(Refer Only Topic: Types o f Assessments)

Answer :

M arch/A pril-13,012(b)

Assessment

Computation of total income and tax liability of an assessee is known as assessment. Assessment may be either
made by the IT department or by the assessee.
Types of Assessments

The following are the different types of assessments under Income Tax Act, 1961,

1.

1.

Self Assessment [Sec.-140A]

2.

Provisional Assessment [Sec.-141]

3.

Regular Assessment [Sec.-143 (3)]

4.

Best Judgement Assessment [Sec.-144]

5.

Reassessment [Sec.-147].

Self Assessment [Sec.-140A]

In case of self-assessment, an assessee himself/herself carries out an assessment regarding his/her tax liability. An
assessee after realising that he/she has to pay certain sum of money as tax after deducting TDS and advance tax, he/she
may deposit such amount along with a challan for self-assessment. All this is done before filing the return of income.
Procedure for Self Assessment

Procedure followed for self assessment include the following steps,
Step-1 : Computation of income under different heads individually.
Step-2: Computation of total income.
Step-3: Calculation of taxable income.
Step-4: Add education cess and secondary and higher education cess.
Step-5: Deduct advance tax and TDS (Tax Deducted at Source).
Step-6: Add interest payable.
Step-7 : Payment of tax amount through challan.
Step-8: Wait for refund of tax.
2.

Provisional Assessment [Sec.-141]

When the return of income or loss has been filed by the assessee u/s-139, the Assessing Officer (AO) after receiving
the return may make a provisional assessment in a summary manner on the basis of tax payable and return furnish by the
assessee.
To make such assessment, allowance referred u/s-32 of sub-section (2) and any loss carried forward u/s-72 of sub
section (1), u/s-73 of sub-section (2) and u/s 73 of sub-section (1) shall be given due effect.
A firm can be assessed as an unregistered firm under sub-section (1), except the following cases,
(i)

If the firm was assessed as a registered firm for the relevant assessment year and has filed its application for registration
before the expiry of the period set in chapter XVI-B or declaration for the assessment year in which provisional
assessment has to be made u/s-184 of sub-section (7).
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In case, regular assessment has not been made on the firm and the firm has filed an application for registration before
the expiry of the period set in chapter XVI-B, or declaration u/s-184 of sub-section (7) for the assessment year in
which the provisional assessment has to be made.

A partner of a firm shall be assessed on the basis of the share ora partner in the income orfifie ifrrtr unufcrs'uth-smfutrv'iy
irrespective of receipt of return of income.
As soon as the regular assessment has been made, any amount paid or any due amount towards provisional assessment
under sub-section(l), shall be paid towards regular assessment. If there exist any excess amount payable under regular
assessment such amount shall be refunded to the assessee.
There is no right of appeal against a provisional assessment under sub-section (1) of this Act.
3.

Regular Assessment [Sec.-143(3)]

Regular assessment means assessment done by the assessing officer sending the notice to the assessee. It is classified
into the following two types,
(i)

Summary Assessment [Sec.-143(1)]

Under summary type of assessment, the assessing officer assess the return filed by the assessee. If the AO (Assessing Officer)
found that the return filed by the assessee is incomplete/ineorrect where the assessee has to pay tax or interest, he will
send an intimation regarding the due amounts to the assessee. In case where no errors were found, the acknowledgement
of the return will be deemed to be an intimation.
(ii)

Scrutiny Assessment [Sec.-143(2)]

Under scrutiny assessment method the AO send notice to the assessee either to come to office or to produce evidences
regarding the details of the return filed by him, as he (AO) want to check the accuracy of returns. After examining the
evidences the AO pass an order in written form is known as regular assessment order which determines total income and
tax payable or refund of any amount due to the assessee.
Adjustment of Tax on Regular Assessment [Sec.>143 (4)]

When regular assessment is done u/s 143 (3) or 143(4),
(i)

Any tax/interest paid by the assessee is considered as tax paid for regular assessment.

(ii)

If any excessive amount is refunded and the refundable amount on regular assessment is less, then that refunded excess
amount is considered as tax or interest paid by the assessee.

4.

Best Judgement Assessment [Sec.-144]

For answer refer Uni-V, Page No. 135, Q.No.14, Topic: Best Judgement Assessment (Sec.-144).
5.

Reassessment [Sec.-147]

For answer refer Unit-V, Page No. 137, Q.No.16, Topic: Reassessment/Income Escaping Assessment [u/s 147-151],

5.4.1

Best Judgem ent Assessm ent and Reassessm ent

Q14. What is Best Judgement Assessment? What are its different types?

Answer :
Best Judgement Assessment [Sec.-144]

An assessment made based on the judgement of the assessing officer is termed as best judgement assessment. The AO
adopt this method when he find that the assessee have not file the return, not comply with the issued notice, fails to get books of
accounts/audit of his books etc. The assessee will be given a chance to justify himself, if he fails to do so, then the AO will pass
best of his judgement based on the evidences and explanation given by the assessee. The assessee has a right to file an application
to the Income Tax Commissioner, if he is not satisfied with the judgement passed by the AO.
Best judgement assessment is a quasi-judicial process where, an assessee is given a opportunity of being heared, before
arriving at any decision and assessment is done on the basis of material provided by the Assessing Officer (AO) and not on the
hearsay evidence or guess or his private opinion.
Types of Best Judgement Assessments

There are two types of best judgement assessments. They are,

_

_

(i)

Compulsory best judgement assessment.

(ii)

Discretionary best judgement assessment [Sec.-145].

_

_

_

_

_

_

_

_

_

_
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Compulsory Best Judgement Assessment

According to Section 144 of the Income Tax Act, Compulsory Best Judgement Assessment is done by Assessing Officer
(AO) in the following situations,
(a)
(b)
(c)

Where assessee does not make voluntary return u/s-139.
Where assess does not comply with the issued notice u/s-142 (1).
Where assessee fails in getting his/her accounts audited.

(d)

Where assessee does not comply with accounting standards set by the Central Government as per sec. 145 (2).

Consequences of Compulsory Best Judgement Assessment

(a)
(b)

An assessee may face the following consequences along with best judgement assessment,
He is liable for penalties and prosecutions u/s 271, 276 CC and 276 D, when he fails to comply with a notice or furnish
a return of income.

(d)

In case, the assessee is in a partnership firm, then the registration is denied and cancelled and the partnership is
considered as an “association of person” not as a partnership firm.
If he file an appeal against best judgement assessment, then it is not required to bring any record or facts before the
appellate authorities.
Refunded tax will not be granted to him.

(ii)

Discretionary Best Judgement Assessment

(c)

In the following situations, AO go for Discretionary Best Judgement Assessment,
(a)
(b)

When Assessing Officer (AO) is not satisfied with the assessee.
When Assessing Officer (AO) found that the assessee has not followed uniform method in accounting.

Consequences of Discretionary Best Judgement Assessment

♦>
•I*

The assessee may face the following discretionary best judgement assessment consequences,
The assessee will be liable to file an appeal against the discretionary best judgement assessment.
In case, the assessee is in partnership firm, the registration cannot be refused or cancelled even if it had already been
registered.

Remedies Against Best Judgement Assessment

There are two remedies available when a best judgement assessment is done against any assessee. They are,
1.

Filing an Appeal to the Assessing Officer (AO) for Cancellation of Best Judgement Assessment

The assessee can file an application to the AO for the cancellation of such assessment within 1 month of the service of
notice of demand. The AO can cancel the best judgement assessment if,
❖
The assessee did not receive any notice u/s-142 (1) and 143 (2).
❖
❖

The assessee was prevented by enough cause to make the required return u/s 139.
The assessee do not have valid o
to comply with any issued notice or enough cause to make the return.
If the AO gets satisfied with the above said reason, then he may cancel the best judgement assessment and proceed with
the regular assessment.
If the AO is not satisfied with the reasons forwarded by the assessee, then he may not cancel the best judgement assessment.
The result of application made for cancellation of best judgement assessment will be disclosed within 90 days by the AO from the
receipt of application. Section 216, provides an opportunity to the assessee i.e., the right to file an appeal further before Deputy
Commissioner (Appeals), High Court and Supreme Court against the best judgement assessment.
2.

Filing an Application to the Commissioner (Appeals) u/s-246(A)

Under this remedy the assessee may file an appeal to the Commissioner (Appeals) against the best judgement assessment
of the AO. The time limit for the completion of assessment u/s - 144 is 2 years from the end of the related assessment year.
Q15. What do you mean by Income-tax return? Explain Best Judgement assessment.

Answer :
Income Tax Return

For answer refer Unit- V, Page No. 129, Q.No.8, Topic: Income Tax Return.
Best Judgement Assessment

For answer refer Unit-V, Page No. 135, Q.No. 14, Topic: Best Judgement Assessment (Sec.-144).
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Q16. Discuss in detail reassessment or income escaping assessment.

Answer s
Reassessment/lncome Escaping Assessment [u/s 147-151]

Determining the tax liability on the escaped income is known as re-assessment. If AO (Assessing Officer) find
that the income of the previous year is escaped from the assessment, he issue a demand notice to the assessee to pay the
additional tax within 30 days. If the additional tax is not paid within 30 days than interest is charged @ 1% per month and
penalty will be imposed, if the assessee fails to pay this as well.
Cases of Reassessment/Assessment of Escaped Income

In the following cases the AO may consider the Reassessment/assessment of escaped income,
(i)

When the total income or taxable income of the assessee exceeds the maximum amount and the assessee has failed
to furnish return of income.

(ii)

Assessee has filed a return of income but the AO has not made the assessment due to the following reasons,
❖

The assessee has understand his taxable income and

❖

The assessee has claim excess of loss, allowance, deduction, relief etc in his return.

(iii)

When the assessee did not furnish a report of international transaction u/s-92E.

(iv)

When it is found that the assessee has certain assets outside India.

(v)

After making the assessment, the AO has found the following,
❖

Under-assessed taxable income.

❖

The taxable income has been assessed at a lower rate.

❖

Excessive relief, loss, allowance, depreciation etc has been made under this Act.

Issue of Notice for Reassessment [u/s-148]

The AO shell issue a notice to the assessee requiring him to furnish the return of his income as well as return of
income of any other person to whom he is assessable. The return must be furnish within 30 days of issue of notice during
the previous year, equivalent to the relevant assessment year in a prescribed form and must be verified in a prescribed
manner. The provisions of this Act may be apply as if such return need to be furnish u/s-139.
Time Limit for Issue of Notice for Reassessment [u/s-149]

❖

Upto four years from the end of relevant assessment year, if the escaped income is below ? 1,00,000.

❖

Upto 6 years from the end of relevant assessment year, if the escaped income exceeds ? 1,00,000.

Assessment in Pursuance of an Order on Appeal etc [u/s-150]

A notice may be issued u/s-148 at any time to make assessment or reassessment as a result of or to give effect to the
finding or direction mentioned in an order passed by any authority through reference, appeal, revision or by court.
A direction cannot be issued to make an assessment or reassessment for which would have been time barred in case
if it is done at the time when order challenged in appeal or revision.
Sanction for Issue of Notice [u/s 151]

The AO shall not issue any notice u/s 148 in the following cases,
(i)

After the expiry of 4 years from the end of relevant assessment year, unless the principal chief commissioner or
chief commissioner or principal commissioner or commissioner get convinced by the reasons recorded by the AO
are fit for the issue of such notice.

(ii)

For the removal of doubt, unless the joint commissioner, chief commissioner or the commissioner get convinced
by the reasons recorded by the AO are fit for the issue of notice, he should not issue any such notice by himself
u/s-153(3).

(iii)

Other cases, which fall under sub-section (1), unless the joint commissioner get convinced by the reasons recorded
by AO about the fitness of a case for the issue of notice u/s-148.

------ _

_

_

—

.......... -
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Tax Rate on Reassessment [u/s 152 (1)]

The tax rate for the reassessment made u/s 147 shall be chargeable at the rate of that assessment year to which the
escaped income actually belongs.
Dropping of Reassessment Proceedings [u/s 152 (2)]

There are certain conditions u/s 152 (2), if get satisfied will lead to dropping of reassessment proceedings,
❖

If the assessment is reopened u/s-147 (b).

❖

If the assessee has not furnish any appeal or revision against original assessment.

❖

When the assessee show that, he already get assessed on an amount or any other amount not less than what he is
liable to pay even his income is supposed to have escaped assessment and there is proper assessment of his return
of income.

Time Limit for Completion of Reassessment [u/s-153(2)]

The time limit for completion of reassessment is 9 months from the end of relevant assessment year.
The above said time limit shall not be applicable to the following cases u/s-153 (3). Where,
❖

Assessment u/s-143 or reassessment u/s-147 or re-computation is made as a result of an order in the form of appeal,
revision or reference on the assessee or any other person.

❖

In case of a firm, an assessment is made in consequence of a firm u/s-147 on a partner of the firm.

❖

Time period commencing from the date of application made before, the authority for advance rulings u/s-245 Q(l)
and ends at the date on which the rejecting order received by the commissioner u/s-245 R (3).

❖

Time period commencing from the date of application made before the authority for advance rulings u/s-245 Q(l),
and ends at the date on which the pronounced advance ruling is received by the commissioner u/s 245 R(7).

❖

An assessment or reassessment is made in consequence of issue of order u/s-250, 254, 260, 262, 263 and 264 and
an order from any court in a proceeding rather than appeal or reference.

❖

An assessment of partner is to be reopened in consequence of an assessment made of a firm u/s 147.

Periods not Considered for the Calculation of Time Limit [u/s-153]

The following periods are not taken into account while calculating the time limit,
(a)

Period given to the assessee to be heard or to reply etc.

(b)

Stay period granted by the court.

(c)

Period taken to get assessee audited accounts.

(d)

Period of 60 days from the day on which the order has been issued u/s-158 A(3).

(e)

Period between the date of filing the application till the date of rejection of such application.

(f)

Period starting from the date on which the reference is made by the AO to the valuation officer u/s 142 (A 1), till the
date on which tbe reference report is received by the AO.

5.5

RECTIFICATION OF MISTAKES

Q17. What do you understand by rectification of mistakes? Discuss the provisions relating to rectification
of mistake.
Answer :

Model Paper-Ill, Q13(b)

Rectification of Mistakes [u/s-154]

Rectification of mistake is the mistake, patent from the record, intimation sent by the income-tax authority
u/s-154 (1) or in the form of an order passed by the income-tax authority. The rectification o f mistakes should
be made within 4 years from the end of the relevant assessment year in which the mistake order was passed.
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Provisions Relating to Rectification of Mistakes

The following are the provisions regarding rectification of mistakes u/s-154 (1),
1.

Rectification of Mistakes from Record

The income-tax authority for the rectification of mistakes from record may do the following,

2.

❖

Make amendment in the order passed by it under the provisions of this act.

❖

Make amendment for any intimation u/s 206 CB (1).

❖

Make amendment for any intimation or deemed intimation u/s 143 (1).

❖

Make any intimation u/s 200 A (l) generated after processing of TDS statement.

❖

Amend the order related to any other matter except the matter which are so considered and decided.

The Income Tax Authority may,
❖

Amend its own motion.

❖

Amend any such mistake which are brought by the assessee or deductor or collector and the authority concerned
is commissioner (Appeals), by the AO as well.

3.

If the rectification order affect the tax liability and reduces the refund amount, the assessee, deductor and collector
are served with a notice and a being heard opportunity should be provided to them.

4.

The order of rectification of mistakes shall be passed only by the income-tax authority in a written form.

5.

The rectification of mistakes shall not be made after the expiry of 4 years from the end of the relevant assessment
year in which the order was passed.

6.

The AO shall issue a notice of demand in case of any due tax as a result of rectification of mistakes from the assessee,
deductor or collector.

7.

In case of any refund becomes due as a result of rectification the AO should grant such refund to the assessee,
deductor and collector.

8.

According to this new sub section, if an assessee, deductor or collector file an application of rectification of mistake
on or after 1-06-2001, the income tax authority may pass an order informing the refusal of rectification of mistake
within 6 months from the end of the month in which the application is received.

Q18. Discuss briefly rectification of mistake not on record.
Answer :

The Assessing Officer (AO), with a view to rectify any mistake not on record u/s-155, he may make amendments
under the following cases,
1.

Share of Income from Firm Assessed upto 1992-1993

When it is found that due to the changes in the total income of the firm on its applications u/s 154, 245 (D4), 250,
254, 260, 262, 263 or 264 or because of assessment or reassessment, the share of income from firm is not added
correctly in the income of the partner. The AO may rectify such mistake within 4 years from the end of relevant
assessment year in which the final order was passed.
2.

Remuneration Received by the Partner of the Firm

In case it is found that due to assessment or reassessment or due to the modifications done in the total income of
a firm on its application u/s 154, 245 (D4), 250, 254, 260, 262, 263 or 264 any remuneration paid to the partner is
not deductable u/s 40(b) of the Act, the AO may rectify the changes made in the assessment of the partner within 4
years from the end of relevant assessment year in which the order was passed.
3.

Recomputation of total income of the assessee is due to re-computation of loss or depreciation.

4.

Withdrawal of Investment Allowance [u/s-155 (4A)]

When withdrawal of investment allowance has wrongly allowed, then the AO will rectify such withdrawal for the
previous year within 4 years. The 4 year period will be evaluated from the year in which the asset was transferred,
from the end of 10 years of not using the amount of reserve for acquiring new asset and from the previous year in
which the reserve amount is mis-utilized.
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5.

In case of setting the infringement conditions for the grant of development allowance and rebate, the 4 year period
shall be counted from the previous year in which the infringement take place u/s-155 (5), 5A.

6.

The AO shall make necessary rectification in case of excess of deduction on scientific research u/s-35 (2B) claimed
by the assessee and it fails to furnish a completion certification within one year.

7.

An order u/s 104 has been passed for recomputation of distributable income of a company.

8.

In case of transfer of capital asset by the subsidiary company or subsidiary company to its parent company and
is either transformed it into stock in trade by the parent company and 100% of share capital is hold by the parent
company. The AO shall rectify the income and capital gain u/s-47 (A) of such company and make an order within
8 years for conversion and within 4 years for other.

9.

Where the long-term capital gains are invested in rural development bonds or any other security within 6 months
after the date of transfer.

10.

Where any investment made in long-term capital gain in extended period for claiming exemption u/s-544, the AO
may rectify such exemption of the previous year, the 4 year period may be counted from the end of the previous in
which compensation or additional compensation has been received.

11.

The AO shall rectify the deductions u/s-80 HHB, 80 HHC, 80 HHD, 80 HHE, 80 O, 80 R, 80 RR, 80 RRA in case
of foreign exchange brought in India in the upcoming years.

12.

The AO shall rectify the mistakes on the basis of TDS certificate reproduce by the assessee.

13.

Where capital gain on fixed assets such as land and building is assessed for stamp duty and is revised further in an
appeal, the earlier assessment of such assets may be rectified and 4 year period shall be counted from the year in
which such income received and brought in India.

14.

The AO may reassess the income of the assessee where, a deduction u/s-80 RRB has been allowed to him in respect
of any patent was revoked or the assessee name was excluded from the patent register as patentee are deemed to
be wrongly allowed. The 4 year period may be reckonned from the end of the previous year in which the order was
passed by the controller or high court under the Patent Act, 1970.

5.6

NOTICE OF DEMAND

Q19. Write a note on notice of demand and intimation of loss.
Answer :

Notice of Demand [u/s-156]

The assessee is informed about the assessment order passed by the AO u/s-156, and if any tax, interest, penalty,
fine or any other amount is due from the assessee as a result of order passed under this Act. The AO is required to serve
a notice to the assessee in a prescribed Form No. - 7, specifying the due amount payable by him. Such notice is known
as “Notice of Demand” which demand the sum payable within 30 days from the date of issue of notice of demand. If the
assessee does not receive the notice and his premises are locked, the notice of demand will be pasted on the outer wall of
the premises and shall be deemed to be the service of notice.
In case, any due amount is to be payable by the assessee, deductor or collector u/s-143 (1) and 206 CB (1), the
intimation under such sub section will be deemed to be a notice of demand as per the provisions of Sec.-156.
From 01-07-2012 an intimation generated after assessing the statement of TDS u/s-200AC (1) will be deemed to
be a notice of demand.
As soon as the AO finish his assessment, he may issue a notice of demand to the assessee for the payment of specified
amount within 30 days from the date of serving the notice of demand. If there is no tax liability, the notice of demand will
be nil and if the assessee has paid the excess tax that amount shall be refunded to him.
The AO can reduce the time limit (i.e., 30 days) with the prior permission from the Assistant Commissioner of
Income-Tax.
Intimation of Loss

In case, if there is a loss found by the Assessing Officer (AO) while assessing the returns under the provisions of
this Act, the AO will issue a notice in writing to the assessee to carry forward and set off the loss declared by the Assessing
Officer (AO).
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Multiple Choice
1.

_________ is applicable to the persons/individuals/HUF’s not having business or professional income.
[

]

[

]

[

]

[

]

[

]

[

]

(a) ITR Form No.-l
(b) ITR Form No.-2
(c) ITR Form No.-3
(d) ITR Form No.-4
2.

It is _______ _ to file a return in an electronic form.
(a) Compulsory
(b) Voluntary
(c) Both (a) and (b)
(d) None of the above

3.

The due date of filing of return of income by a company is _________ .
(a) 31st March of A. Y.
(b) 30,h July of A.Y.
(c) 30th Sept, of A.Y.
(d) 3 1st Nov. of A.Y.

4.

An assessee is required to file a return of income if his total income exceed

.

(a) ? 10 lakhs
(b) ? 20 lakhs
(c) ? 15 lakhs
(d) ? 5 lakhs
5.

Section-139 (D) deals with the "
(a) Filing of return
(b) Filing of e-retum
(c) Assessment procedure
(d) Verification of return

6.

In case of HUF the return must be signed b y

i_______.

(a) Family
(b) Minor member
(c) Karta
(d)

“ Authorised person

_ _ _ _ _ _ _ _ _ _
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7.

If a person knowingly quotes a false or incorrect information on ‘PAN’, the AO may charge him a penalty of
.
[ ]
(a) ? 10,000
(b) ? 5,000
(c) ? 20,000
(d) ? 15,000

8.

Summary assessment and scrutiny assessment are the types o f _________ .

[

]

[

]

[

]

(a) Self assessment
(b) Regular assessment
(c) Best judgement
(d) Provisional assessment
9.

If the escaped income exceeds? 1,00,000, the time limit for reassessment is _________ .
(a) 4 years
(b) 2 years
(c) 6 years
(d) 7 years

10. Rectification of mistakes falls under section__________ .
(a) 151
(b) 152
(c) 153
(d) 154

II.

Fill in the Blanks
1.

In case of international transactions due date for filing the return is __________ .

2.

When a person file return after the due date of filing return is known as __________ .

3.

ITR Form No. 4 is applicable to the persons/individuals/HUF’s having__________ .

4.

___________ is the process of computing total income and tax liability of the assessee.

5.

PAN = __________ .

6.

In case o f __________ an assessee himself carries out an assessment regarding his tax liability.

7.

Determining the tax liability on an escaped income is known a s __________ .

8.

An assessment made based on the judgement of the AO is termed as

9.

A notice served by the AO to the assessee, specifying the due amount payable is known a s __________ .

.

10. The time limit for completion of reassessment i s __________ months from the end of relevant assessment
year.
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1.

(b)

2.

(a)

3.

(c)

4.

(d)

5.

(b)

6.

(c)

7.

(a)

8.

(b)

9.

(c)

10.

(d)

Fill in the Blanks
1.

30th November

2.

Belated Return

3.

Business or Profession
Assessment procedure

5.

Permanent Account Number

6.

Self Assessment

7.
8.

Reassessment
*
Best Judgement Assessment

9.

Notice of Demand

10. 9.
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III.

Very Short Questions and Answers

Q1.

What is Assessment Procedure?

Answer :

Assessment procedure is the process of computing total income and tax liability of the assessee.
Q2.

Write a note on Income Tax Return,

Answer :

Income tax return is a form of reporting the income and filing a income tax return by an individual whose total
income exceeds the basic exemption limit.
Q3.

What do you understand by a Voluntary Return?

Answer :

A person who files the return on his own before the due date as per the provisions of the Act is termed as voluntary
return.
Q4.

Write a note of Belated Return.

Answer :

When a person file return after the due date of filing the return is known as belated return.
Q5.

What do you mean by Self Assessment?

Answer :

An assessment of tax liability done by the assessee himself is termed as self assessment.
Q6.

What is Regular Assessment?

Answer :

Regular assessment means assessment done by the assessing officer after sending the notice to the assessee.
Q7.
,

Define Best Judgement Assessment.
;

i

.

.

'

Answer :

An assessment made based on the judgement of the Assessing Officer (AO) is termed as best judgement assessment.
Q8.

Define Reassessment.

Answer :

Determining the tax liability of the assessee on the escaped income is known as reassessment.
Q9.

Write a short note on PAN.

Answer :

Full form of PAN is Permanent Account Number, it is a 10 digit alphanumeric number allotted by the CBDT to the
assessee.
Q10. What do you mean by Notice of Demand?
Answer :

The notice served by the assessing officer, specifying any tax, interest, penalty or fine due from the assessee is termed
as Notice of Demand.
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SHORT QUESTIONS
Q1.

Types of Capital Assets

Answer

:

March/April-16, Q6

For answer refer Unit-I, Page No. 2, Q.No. 1.
Q2.

Indexed Cost of Acquisition

Answer

:

March/April-17,Q6

For answer refer Unit-I, Page No. 2, Q.No. 2.
Q3.

Sudhir purchased an open plot in Hyderabad on 1-1-2012 for ? 20,00,000 and paid ? 20,000 for its
registration. He sold it for? 25,00,000 on 1-1-2013 and paid brokerage ? 20,000. Compute capital gains.

Answer

:

March/April-14,Q4

For answer refer Unit-I, Page No. 3, Q.No. 5.
Q4.

From the information given below compute taxable capital gain of Mr. Sudhir for the A.Y 2012-13. Sold
agricultural land situated with the municipal limits for? 40,00,000 on 1st May 2011. Land was purchased
in October 1987 for? 3,00,000. Out of the sale proceeds he deposited ? 10,00,000 in public sector bank
under capital gain account scheme to purchase agriculture lands in rural areas. Transfer expenses
? 50,000 (CII-1987-88 = 150 ; 2011-12 = 785).

Answer

:

O ct./N ov.-13, Q7

For answer refer Unit-I, Page No. 3, Q.No. 6.
Q5.

Mr Raj sold a plot of land at Sec-bad on 01-06-2010 for ? 20,40,000. He paid ? 40,000 as selling
expenses. The plot was received by him on death of his father on 15-03-1985. His father had acquired
it on 01-04-1980 for ? 1,50,000 and its FMV on 01-04-1981 was ? 2,00,000.
(Cll - 2010-11 = 711 ; Cll -1984-85 = 125). Compute capital gains.

Answer

:

March/April-12, Q5

For answer refer Unit-I, Page No. 4, Q.No. 8.

ESSAY QUESTIONS
Q1.

Define capital gain. State its scope and basis of charge.

Answer

:

Important Question

For answer refer Unit-I, Page No. 5, Q.No. 9.
Q2.

Write a brief note on,
(i)

Short-term capital asset

(ii)

Long-term capital asset

(iii) Assets exempted from capital assets.
Answer

:

Important Question

For answer refer Unit-I, Page No. 5, Q.No. 10.
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Discuss in detail about deemed transfer.

Answer

:

Im portant Question

For answer refer Unit-I, Page No. 6, Q.No. 12.
Q4.

What is the meaning of the term “Cost of Acquisition” as under the head capital gains? State different
rules to determine the cost of acquisition.

Answer

:

Im portant Question

For answer refer Unit-I, Page No. 8, Q.No. 14.
Q5.

Write in detail about the procedure for computation of :
(i)

Long-term capital gains

(ii)

Short-term capital gains.

Answer

:

Im portant Question

For answer refer Unit-1, Page No. 10, Q.No. 15.
Q6.

Define the concept of “cost of inflation index” along with its inflation table . Write briefly about the
components to compute capital gains.

Answer :

Im portant Question

For answer refer Unit-I, Page No. 11, Q.No. 16.
Q7.

Explain about the exemptions in respect of certain capital gains u/s 54.

Answer

:

Im portant Question

For answer refer Unit-I, Page No. 13, Q.No. 17.
Q8.

Mrs. Sharyana transferred the following assets during the year 2015-16.
(i)

Shares purchased on 15-6-2015 for? 2,50,000. On 21-03-2016 they were sold for? 4,50,000. Transfer
Expenses 2.5%.

(ii)

Plant and machinery purchased in 2006-07 for ? 22,00,000 having a W.D.V. of ? 9,50,000 sold for
? 6,55,000.

(iii) Household furniture purchased on 14-7-2007 for ? 4,20,000. On 25-12-2015 they were sold for ?
3,85,000.
(iv) Urban Agricultural Land purchased on 25-11-1997 for? 3,85,000. On 14-02-2015 sold for? 25,00,000.
Invested in the same ass e t: ? 2,50,000. Compute Taxable Capital Gains.
(C ll: 1997-98 : 331 : 2007-08 : 551 : 2015-16 : 1081).
Answer

:

March/April-17, Q11(b)

For answer refer Unit-I, Page No. 15, Q.No. 18.
Q9.

Mr. Suryanarayana owns a residential house which was purchased by him in 1979 for ? 1,25,000. The
FMV as on 1.4.81 was ? 2,50,000. Mr. Suryanarayana spent 2,86,000 for the construction of two additional
rooms in the year 1997-98. This house is sold by him on 10.6.2014 for a consideration of ? 59,00,000.
The brokerage and expenses on transfer was 3%. He invested ? 8,00,000 for purchase of a new house
on 10.3.2015 and deposited 2,00,000 in Nationalized Bank under capital gain account (Cll for the year
1981-82 : 100 ; 1997-98 : 331 ; 2014-15 : 1024).

Answer

S

For answer refer Unit-I, Page No. 16, Q.No. 19.
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Q10. Following are the particulars of capital assets transferred during the year by Mr. Karan Johar.
Particulars

TCS Shares

Gold & Jewellery

Residential
Flat

House Hold
Furniture

01.08.89

1.08.80

01.06.92

30.06.01

25,000

1,20,000

2,00,000

58,000

172

100

223

426

Transfer date

30.06.11

30.09.11

31.07.11

01.03.12

Transfer consideration

2,80,000

15,40,000

25,40,000

38,000

5%

8%

10%

Date of purchase
Cost of acquisition
Cll

Transfer exp.
Cll for the year 2011-12 = 785.
Additional Information:
1.

FMV of the Gold and Jewellery is ? 1,25,000 (on 1.04.81).

2.

He has purchased a residential flat out of the transfer consideration of old flat for ? 5,00,000 (Date
of purchase 31.01.2012).

3.

From transfer consideration of shares of TCS Ltd ? 50,000 invested in specific bonds u/s 54EC.

Answer

:

O c t./N o v.-l3 ,0 1 1(b )

For answer refer Unit-I, Page No. 20, Q.No. 23.
Q11. Ravi Kishore sold a plot of land in Hyderabad on 15-9-2015 (C.I.I. = 1081) for? 18,50,000. Selling Expenses
paid 1.5% on sale price. The plot was received by him on death of his father on 15-2-1985 (C.I.I. = 125). His
father acquired it on 5th May, 1975 for ? 1,00,000 and its FMV on 1-4-1981 was ? 1,20,000. On 20-3-2016 he
purchased NHAI bonds for ? 2,50,000 and ? 7,50,000 is used to buy residential house. Compute income
from capital gains for the annual year 2016-17.
Answer :

Oct./Nov.-17, Q11(b)

For answer refer Unit-I, Page No. 26, Q.No. 28.

U n it

-2

SHORT QUESTIONS
Q1.

From the following information, compute Mr. Rao’s income from interest on securities.
(a)

? 97,000 - 12% Tax free debentures of M/s. Ramam & Company.

(b)

? 88,500 - 15% Mumbai Municipal Corporation Bonds.

(c)

? 25,000 - 10% 12 years National Defence Certificates.

(d)

Collection charges - ? 15,000.

Answer :

March/April-16, Q7

For answer refer Unit-II, Page No. 32, Q.No. 1.
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Compute income from other sources of Sri Vikas for the Annual Year 2011-12,
(a)

Divided from UTI ? 15,000

(b)

15% interest from P.O savings bank ? 10,000.

(c)

Interest on F.D from Punjab National Bank ? 7,000 income credited to his account.

(d)

30,000 - 7% debentures of JCT Mills Ltd.

(e)

1,00,000 - 8% tax free commercial securities.

The bank charges 2% commission on collection of gross interest.
Answer :

March/April-12, Q6

For answer refer Unit-II, Page No. 33, Q.No. 3.
Q3.

What are tax free securities?

Answer :

Important Question

For answer refer Unit-II, Page No. 33, Q.No. 4.
Q4.

List out some incomes which comes under the head ‘income from other sources’.

Answer :

Im portant Question

For answer refer Unit-II, Page No. 34, Q.No. 7.
Q5.

Compute income from other sources from the information given below:
(i)

Gift from friend ? 75,000

(ii)

Interest on bank deposits ? 18,500

(iii) Winnings from lottery l 70,000 (Net)
(iv) Dividends from Reliance Industries ? 38,000 (Gross).
Answer :

Oct./Nov.-17, Q7

For answer refer Unit-II, Page No. 34, Q.No. 8.

ESSAY QUESTIONS
G f.

Wfiaf do you mean by income from other sources? Explain briefly about General Incomes Under
Section 56(1).

Answer :

Im p o rta n t Q u e s tio n

For answer refer Unit-II, Page No. 35, Q.No. 9.
Q2.

Explain briefly about specified incomes under section 56(2).

Answer :

Im portant Question

For answer refer Unit-II, Page No. 36, Q.No. 10.
Q3.

Explain the term interest on securities. Discuss the chargeability of income under interest on securities
and different types of securities.

Answer :

Im p o rta n t Q u e s tio n

For answer refer Unit-II, Page No. 38, Q.No. 12.
Q4.

Explain the provision regarding “Gifts received” by an individual.

Answer :

Im p o rta n t Q u e s tio n

For answer refer Unit-II, Page No. 40, Q.No. 14.
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F.5

Explain briefly about various deductions u/s 57.

Answer

:

Im portant Question

For answer refer Unit-II, Page No. 42, Q.No. 16.
Q6.

Mr. Vasudevan’s residential status for the previous year is resident and ordinary resident. Compute
his income from interest on securities for the current assessment year.
(i)

? 1,00,000, 8.25% tax free Keral Govt, securities

(ii)

? 7,20,000 14% tax free debentures of Wipro Co. Ltd.

(iii) ? 1,50,000,10.5% tax free bonds issued by H.U.D.C.O
(iv) 2,00,000,14% secured debentures of Tata Motors limited. (Unlisted)

X 4,00,000,15% Mundra port trust bonds (Interest is payable on 1st January and 1st July every year)

(v)

(vi) ? 50,000,13 Haryana State Government loan (Interest is payable on 30,h June and 31st December)
(vii) X 75,000; 12% fixed deposit in Mahesh co-operative urban Bank.
(viii) ? 1,00,000,14% tax free debenture of R. Co. Ltd. (listed)
The banker charged 1% gross interest as collection charges. Interest paid on loan taken to purchase
tax fee kerala govt. Securities is X 3,000.
Answer

:

Im portant Question

For answer refer Unit-II, Page No. 43, Q.No. 17.
Q7.

Compute income from other sources of X from the following information:
(i)

Royalty on books ? 50,000

(ii)

Rent from open land X 12,000

(iii) Family pension X 60,000
(iv) Lottery prize received X 70,000 and tax deducted X 30,000
Rent from letting plant and machinery X 72,000 and its repairs X 2,000 and depreciation X 15,000.

(v)

(vi) Rent from sub letting a house X 36,000 and rent paid X 24,000.
(vii) Interest on tax free debentures of ABC company X 12,000.
(viii) Interest on tax free debentures of Indian railways X 12,000.
Answer

:

S ept./O ct.-l5, Q12{a)

For answer refer Unit-II, Page No. 47, Q.No. 20.
Q8.

Mr. Intelligent has the following investments for the previous year ended 31-3-2017.
1.

Dividends (Gross)

7,800

2.

Royalties received

48,000

3.

Examination remuneration

2,000

4.

Lotteries winnings (Net)

27,640

5.

7 40,000 -10% debentures of a company (Listed).

6.

X 50,000 -13% less-tax commercial securities.

7.

X 40,000 -12% tax-free Punjab Govt. Securities.

8.

X 40,000 -10% tax-free debentures of ‘Z’ Ltd.

9.

X 3,176 as interest on tax free debentures (not listed)
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On 1“ July 2016, he sold debentures of Z Ltd. for ? 45,000. In August 2016, he inherited 15%, 60,000
preference shares of ‘A’ Ltd. from his uncle. Interest and dividends on the above securities fall due on
30th June and 31" December every year.
He claims the following deductions:
1.

Collection charges at 2% of gross income.

2.

Cost of the lottery ticket ? 2,000.

Compute his taxable income from other sources.

Answer

:

Im portant Question

For answer refer Unit-II, Page No. 52, Q.No. 25.
Q9.

From the following particulars of Mr. Z compute income from other sources for the annual year 2016-17.
(i)

? 65,000 in fixed deposit with BOI, rate of interest 9% p.a.

(ii)

? 1,20,000 debentures of a Co. (Rate of interest 12% p.a.)

(iii) Winnings from lottery received ? 1,40,000, loss from Horse Race ? 32,000.
(iv) Mr. Z received t 85,000 gift from his father and t 62,000 from friend as a gift during the P.Y.
(v)

Dividends from Indian company received ? 18,000, rate of TDS 10%.

(vi) Rent from open plot ? 3,000 p.m. Municipal taxes paid ? 2,000 p.a.
(vii) Rent received by let out of Plant and Machinery ? 55,000, Depreciation on P & M ? 12,000.
(viii) Agriculture income from outside India ? 18,000.

Answer :

Oct./Nov.-17, Q12(a)

For answer refer Unit-II, Page No. 54, Q.No. 27.

SHORT QUESTIONS
Q1.

Deduction u/s 80E

Answer :

S e p t./O c t.-1 5 , Q 8

For answer refer Unit-Ill, Page No. 62, Q.No. 1.
Q2.

Write about,
(a)

Liability of transferee to pay the income tax included in the income of transferor.

(b)

Share of income from A.O.P firm.

Answer :
For answer refer Unit-Ill, Page No. 62, Q.No. 2.
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Q3.

Compute total income from the following information,
(i)

Income from salary ? 2,50,000

(ii)

Loss form self occupied house ? 20,000

(iii) Short term capital gains ? 5,000
(iv) Long term capital gains ? 22,000
(v)

Income from other sources ? 2,00,000.

Answer :

Sept./Oct.-15, Q6

For answer refer Unit-Ill, Page No. 62, Q.No. 4.
Q4.

Compute total Income from the following particulars.
Income from Business

? 7,50,000

Income from other sources

? 1,00,000

Loss from self occupied house

? 18,000

Deduction u/s 80D

? 10,000

Deduction u/s 80C

? 20,000

Deductions to PM relief fund u/s 80G

? 6,000

Answer :

O ct.-14, Q7

_____ For answer refer Unit-Ill, Page No. 63, Q.No. 5.___________

ESSAY QUESTIONS
Q1.

Under what circumstances income of other persons can be included in the income of assessee under
Income-Tax Act 1961?

Answer :

Im portant Question

For answer refer Unit-Ill, Page No. 64, Q.No. 7.
Q2.

Compute the total income of Raj Kumar and explain each and every point clearly from the following
particulars for the assessment year 2016-17.
Particulars
1.

Income from profession

2. Interest on debentures purchased by Raj Kumar and gifted
to his wife
3.

Income of minor son (singer)

4. Winning from lottery ticket (Lottery ticket was purchased
on the daughter’s name)
5.

Raj Kumar wife was a government employee

6.

Raj Kumar’s father gifted debentures of an Indian company
to Raj Kumar’s minor son.

Answer

Amount (?)
1,73,000
36,000
24,000
13,600
1,12,000
13,300

Important Question

For answer refer Unit-Ill, Page No. 64, Q.No. 8.
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Q3.

Define AOP. What are the steps regarding computation of total income of AOP?

Answer

:

Important Question

For answer refer Unit-Ill, Page No. 66, Q.No. 10.
Q4.

Calculate the tax liability of AOP and gross tax liability of its members for the assessment year 2017-18.
Mr. R and Mr. J are two members of an AOP. The following are detail of AOP for the year ending 31s*
March 2017.

Cost of goods sold

(?)
1,00,000

Interest on Capital:
Mr. R

30,000

Mr. J

20,000

Salaries:
Mr. R

40,000

Mr. J

30,000

Other expenses

41,000

Net Profit

2,13,000

Sales

4,00,000

Interest on Drawings:
Mr. R

15,000

Mr. J

14,000

Additional Information:
(a)

? 28,000 of donation to PM National Defence Fund by AOP which is not debited in the P and L
account.

(b)

u/s 43 B ? 10,000 is not deductible out of other expenses

(c)

Mr. R and Mr J’s profit sharing ratio is 2:3.

(d)

Mr. R’s interest bank is ? 50,000 and Mr. J’s is ? 2,70,000

(e)

Amount deposited in PPF by Mr. R is ? 13,000 and Mr. J is 13,000.

Answer

:

Im portant Question

_____ For answer refer Unit-Ill, Page No. 67, Q.No. 12._____________________________________________________
Q5.

The following are the particulars of income of Mr. W, W’s spouse X and their sons Y and Z.
(i)

Mr. W earns a salary worth ? 40,000 per month including other benefits worth ? 10,000 per month.
Income of his house property for the year is ? 20,000.

(ii)

Mrs. X has a child care centre at her house with an expected annual income of 3,00,000. In the
current year, Mrs. X is expected to earn ? 50,000 from her deposits in the bank. She received
? 20,000 as dividend from shares in various companies.

(iii) Mr. Y is a T.V artist with an income of ? 8,00,000 during the year. On 21-6-2014 his grand father
gifted him ? 6,00,000 on his 15th birthday. On the same date he deposited the money in the bank
and the interest income during the year is ? 50,000.
(iv) Mr. Z also got? 6,00,000 on his 15thbirthday in May, 2010 and he invested the amount in debentures
of a public limited company @ 12%
Compute the total incomes of W,X,Y and Z for the assessment year 2017-18.

Answer

:

For answer refer Unit-Ill, Page No. 71, Q.No. 15.
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Q6.

F.9

Explain in detail I.T rules regarding set-off and carry forward of losses.

M arch/Aprii- 12 , 0 1 2 (b)

OR
Explain the provisions of set off losses under Income Tax Act, 1961?

March/Aprii- 14 , (212 (b)

OR
Explain the provisions of set off losses under Income Tax Act.

Answer

:

^

S e p t./O c t.-l5 ,0 1 2 (b )

For answer refer Unit-Ill, Page No. 72, Q.No. 17.
Q7.

From the following, prepare statement of Gross total Income for the P.Y. 2016-17.
Particulars
1.

Income from salary (Computed)

2.

Income from House Property :
Hyderabad property
Nalgonda property

1,00,000

36,000
(60,000)

Income from business :

3.

1,20,000

Textile business
Cement business (loss)

(1,50,000)

Speculation :
Silver

1,20,000

Bullion

(30,000)

4. Capital gain :

5.

Long Term Capital gain

90,000

Short Term Capital loss

(30,000)

Income from other sources :
(30,000)

Card games
From activity of owning and maintaining
Horse races :
Loss at Hyderabad

(1,50,000)
1,20,000

Profit at Madras
Dividends from Indian Company
Income from hiring of Plant and Machinery

30,000
1,83,000

Long term capital loss b/f from 2007-08

54,000

Loss from speculation on silver b/f from 2007-08

75,000

A nsw er:

March/April-11, Q12(b)

For answer refer Unit-Ill, Page No. 74, Q.No. 18.

_

_

_

_

_

_

_

_

_

_

_

_
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Q8.

Mr. Ram Patel submits the following information of his incomes and losses for the year ending 31-3-2016 :
.
1.

Salary income (computed)

2.

Income from House Property :

3.

;

Part iculars

mi

4.

5.

Amount (?)
2,24,000

House A (income)

10,000

House B (loss)

40,000

House C (Self-occupied) loss

28,000

Income from Business :
Cloth business (profit)

10,000

Hardware business (loss)

12,000

Speculation (profit)

12,000

Speculation (loss)

17,000

Capital Gains :
Short-term (gain)

8,000

Short-term (loss)

24,000

Long-term (gain)

8,000

Other Sources :
Income from betting

12,000

Loss from card game

6,000

Income from card games

9,000

Interest on securities (gross)

8,000

Answer :

Im portant Question

For answer refer Unit-Ill, Page No. 78, Q.No. 21.
Q9.

Discuss in brief deductions from gross total income.

Answer :

Im portant Question

For answer refer Unit-Ill, Page No. 80, Q.No. 22.
Q10. From the following particulars given below, compute total taxable income of Mr. Kashyap for the year
ending 31.03.16.
(i)

He spent 3 months in Argentina on leave on full pay. On 31st Dec 2016 he was discharged with a
compensation of ? 80,000. The actual salary (P.M) is ? 23,000. Salary results on the last date of the
month.

(ii)

Provident fund contributed at 15% of his salary same amount.

(iii) Paid is contributed by his employer. Assurance of his own life ? 3,000
(iv) He holds 10% of Govt, of India bonds at ? 90,000
(v)

Paid ? 6,000 on loan for purchase of bonds

(vi) ? 11,000 earned from the savings account in PNB Bank

S IA PUBLISHERS AND DISTRIBUTORS PVT. LTD.
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(vii) Rent of property in Calcutta

F .ll

X 85,800 (p'.a)
X 10,800

Cottage
Expenses:
Vacancy allowance

X 2,300

Repairs

? 13,000

Collection charges

X 5,000

Legal charges for land acquisition

X 19,000

(viii) Agricultural land in Norway

X 9,000

(ix) Share from HUF is 1/5th at

X 14,000

(x)

Mr. Kashyap is certified as medically handicapped person by Govt doctor.

(xi) Paid premium X 21,000 by cheque under the scheme of mediclaim for insurance of his health
(xii) Paid X 9,000 by cheque for the medical insurance of his aged parents.
(xiii) For his wife’s medical check-up she spent X 5,000.

Answer

:

Im portant Question

For answer refer Unit-Ill, Page No. 90, Q.No. 28._____________________________________________________

U n it-4
SHORT QUESTIONS
Q1.

Write a short note on computation of tax liability.

Answer

:

Important Question

For answer refer Unit-IV, Page No. 100, Q.No. 1.
Q2.

Bond Washing Transactions

Answer

:

O c t.-1 4 ,0 2

For answer refer Unit-IV, Page No. 100, Q.No. 2.
Q3.

Define Rebate u/s 87 (A).
*

Answer

'

:

Im portant Question

For answer refer Unit-IV, Page No. 100, Q.No. 3.
Q4.

Write the procedure of computing total income.

Answer

:

Im portant Question

For answer refer Unit-IV, Page No. 100, Q.No. 4.

ESSAY QUESTIONS
Q1.

Discuss various types of incomes that are needed to compute taxable income of an individual and
explain the procedure for computing total income.

Answer

:

Important Question

For answer refer Unit-IV, Page No. 101, Q.No. 5.
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Write in brief the concept of rebate u/s 87 (A) with example.

A n sw er

:

Important Question

For answer refer Unit-IV, Page No. 104, Q.No. 8.
Q3.

Give a brief description about the rates of taxes for the assessment year 2017-18,
(a)

For individuals

(b)

For resident senior citizens

(c)

For resident super senior citizen.

A nsw er

:

Important Question

For answer refer Unit-IV, Page No. 105, Q.No. 9.
Q4.

Discuss briefly about the applicability of Alternate Minimum Tax (AMT) on individual under section 115 JC.

A n sw er:

Important Question

For answer refer Unit-IV, Page No. 106, Q.No. 10.___________________________ _________ *______________ _
Q5.

The following particulars related to Mr. Raja for the previous year 2015-16. Calculate his total
Income and Tax Liability for the Assessment year 2016-17.
(i)

Income from Salary

? 7,53,000

(ii)

Income from House Property (let out)

? 87,500

(iii) Loss from House Property (self occupied)

? 29,600

(iv) Long term Capital Gain

? 3,50,000

(v)

? 3,38,000

Income from Other Sources

(vi) Interest on Higher education Loan

? 29,000

(vii) Medical Insurance Premium

? 36,000

(viii) Qualified Savings u/s 80C

? 1,32,000

A n sw er :

March/April-17, Q12(a)

_____ For answer refer Unit-IV, Page No. 107, Q.No. 11. ___________________________________________________
Q6.

The following particulars related to Mr. Narasimha for the previous year 2014-15. Calculate his total
income and tax liability for the assessment year 2015-16.
(i)

Salary received 35,000 p.m

(ii)

Profession tax paid 250 p.m

(iii) Rent received from house ? 38,000 p.m
(iv) During the previous year he sold gold for ? 19,00,000, selling expenses 1.5%; cost of the ornaments
in March, 2010 ? 4,26,700 (CM : 2009-10:632) (Cll 2014-15 : 1024)
(v)

Interest on bank deposits ? 19,000

(vi) Medical claim premium for himself ? 28,000 and dependent children ? 21,000
(vii) Qualified savings u/s 80C ? 1,28,000.
S o lu tio n :

March/April-16, Q12(a)

For answer refer Unit-IV, Page No. 108, Q.No. 12.
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Q7.
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Compute total income and tax liability of Mr. Arvind from the following particulars,
1.

Income from salary ? 4,25,000; D.A? 20,000; C.C.A? 14,000; professional tax paid ? 1,800.

2.

Rent received ? 70,000; Municipal taxes paid ? 4,000.

3.

Income from capital gains :
Long term capital gain ? 45,000
Short term capital gain ? 18,000
Short term capital loss ? 20,000

4.

Income from non - speculation business ? 2,00,000

5.

Donated to PM National Relief Fund ? 16,000

6.

Income from other sources ? 70,000

7.

Bank interest received ? 12,000.

8.

Deductions allowed from gross total income,
(i)

U/s 80 C ? 80,000

(ii) U/s 80 D ? 6,000
(iii) U/s 80 E ? 20,000.
A nsw er

:

Im portant Question

For answer refer Unit-IV, Page No. 115, Q.No. 17.

U n it

-5

SHORT QUESTIONS
Q1.

Best Judgement Assessment

A nsw er :

(M arch/A pril-13, Q8 | Oct./Nov.-12, Q6)

For answer refer Unit-V, Page No. 126, Q.No. 1.
Q2.

What is income tax return? List out the types of income tax return.

A nsw er

:

Im portant Question

For answer refer Unit-V, Page No. 126, Q.No. 2.
Q3.

Write a note on summary assessment and scrutiny assessment.

A n sw er

:

Im portant Question

For answer refer Unit-V, Page No. 126, Q.No. 3.
Q4.

State few provisions relating to rectification of mistake.

A nsw er

:

Im portant Question

For answer refer Unit-V, Page No. 127, Q.No. 5.
Q5.

What do you understand by the term PAN?

A nsw er

:

Im portant Question

For answer refer Unit-V, Page No. 127, Q.No. 6.

-

----- _ _ _ _ _
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ESSAY QUESTIONS
Q1.

What do you understand by assessment procedure? State the features and stages of assessment
procedure.
Im portant Question

A n sw er :

For answer refer Unit-V, Page No. 128, Q.No. 7.
Q2.

What do you mean by income tax return? State its advantages and disadvantages.
Oct./Nov.-14, Q12(b)

A n sw er :

For answer refer Unit-V, Page No. 129, Q.No. 8.
Q3.

What are the different types of income tax return?
Important Question

A n sw er :

For answer refer Unit-V, Page No. 130, Q.No. 9.
Q4.

Explain briefly about Permanent Account Number (PAN).
Im portant Question

A n sw er :

For answer refer Unit-V, Page No. 132, Q.No. 11.
Q5.

State the rules regarding filing of e-return and verification of returns.
Im portant Question

A nsw er :

For answer refer Unit-V, Page No. 133, Q.No. 12.
Q6.

What is assessment? Explain different types of assessments under Income Tax Act, 1961.
March/April-16, Q12(b)

OR
Explain the different types of assessment.

(O c t./N o v .-i7 , 0 1 2 (b) | M arch/A p rii-15,012(b))

OR
Explain in brief the different assessment procedures.
A n sw er :

March/April-13, Q12(b)

For answer refer Unit-V, Page No. 134, Q.No. 13.
Q7.

What do you mean by Income-tax return? Explain Best Judgement assessment.

A n sw er :

Oct./Nov.-13, Q12(b)

For answer refer Unit-V, Page No. 136, Q.No. 15.
Q8.

Discuss in detail reassessment or income escaping assessment.

A nsw er :

Im portant Question

For answer refer Unit-V, Page No. 137, Q.No. 16.
Q9.

What do you understand by rectification of mistakes? Discuss the provisions relating to rectification
of mistake.

A n sw er :

Im portant Question

For answer refer Unit-V, Page No. 138, Q.No. 17.
Q10. Write a note on notice of demand and intimation of loss.
A nsw er :

For answer refer Unit-V, Page No. 140, Q.No. 19.
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