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Question No. 1 : Tax System In India ? 
TAXES –  
AN INTRODUCTION 
 
The word tax is based on the latin word taxo which means to estimate. To tax 
means to impose a financial charge or other levy upon a taxpayer, an individual or legal 
entity, by a state or the functional equivalent of a 
state such that failure to pay is punishable by law. 
Taxation has existed since the birth of early civilization. 
 In ancient times taxes were either material or money like goods or services in the 
primitive society. The subjects used to pay a share of their income to the Head of a tribe 
or to the King who in return provided them with the administration security from foreign 
aggression and other civic amenities. 
 
In the medieval centuries feudalism was founded, so the origin of modern tax system 
also was founded. Feudal market dues, tolls for protection and use of road, bridges, 
ferries, land rent, and other payment in goods and services were gradually transferred into 
money payment with the rise of money economy, Kings liked to receive money and the 
people preferred to pay money instead of goods and services. Step by step the old feudal 
revenue system changed into taxation. 
 
Then with the development of economic sciences and with the passage of time, the 
functions of modern state appeared and taxation gradually became a tool of usage with 
more than one goal and became important source of revenue. During 19th and 20th 
centuries, there has been both qualitative and quantitative change in the public 
expenditures. Taxation has passed through the stages with passage of time, and tax’s 
functions and objectives also have changed from the ancient communities to medieval 
societies to modern societies also, so the tax system has evolved with the evolution of the 
functions of the modern state. 
 
Taxation is a payment from natural persons or legal entity and it is levied by 
government ,for which no goods or services is received directly in return, so taxes is that 
amount of money, the people pay which is not related directly to the benefit of people 
obtained from the provision of a particular goods or services. 
 
Until the early 1930s, it was universally accepted in principle that governments should 
balance their budgets. Thus, the principle reason for taxation was to pay for government 
expenditures. Of course, governments had from time to time resorted to borrowing in 
order to pay for their expenditures and government borrowing was relatively quite large 
during some war periods.  
 
Government borrowing may be from the private sector or from abroad. Alternatively, 
governments may borrow from the central bank of the Country. A portion of taxes also 
goes to pay off the state’s debt and the interest accumulates. 
 
The taxes collected have been used by the government to carry out many 
functions.  
Some of these include: 



• expenditures on war, 
• the enforcement of law and public order, 
• protection of property, 
• economic infrastructure (roads, legal tender, enforcement of contracts, etc.), 
• public works, 
• social engineering, and 
• the operation of government itself. 
 
Governments also use taxes to fund welfare and public services. These services 
can include 
• education systems, 
• health care systems, 
• pensions for the elderly, 
• unemployment benefits, and 
• public transportation, energy, water and waste management systems, common public 
utilities, etc. 
 
Question 2 : Definition of Taxes ? 
 
Definitions 
 
There is no precise and accurate definition for the tax and the concept of tax has been 
defined differently by 
different economists. Some definitions are as follows. 
 
According to Prof Seligman – A tax is compulsory contribution from the person to the 
government to defray 
the expense incurred in the common interest of all without reference to special benefits 
conferred. 
According to Bastable – A tax as a compulsory contribution of the wealth of a person, 
or body of persons forthe service of public powers. 
Deviti. De Marco defines – A tax as a share of the income of citizens which the state 
appropriate in order to 
procure for itself the means necessary for the production of general public services. 
Hugh Dalton – A tax is a compulsory charges imposed by a public authority irrespective 
of the exact amount ofservice rendered to the tax payer in return and not imposed as a 
penalty for legal offence. 
Jom Bouvier defined a tax as “A pecuniary burden imposed for support of the 
government, the enforced 
proportional contribution of persons and property of the government and for all public 
needs” 
According to Trussing, “The essence of Tax as distinguished from other charges by 
government is the absence direct quid pro quo- tit for tat between the tax payers and the 
public authority”. 
 
Question 3 : Charactertics of Taxes ? 
 
CHARACTERSTICS OF TAXES 
1. Tax is compulsory – A tax is imposed by law. So tax is compulsory payment to the 
governments from its citizens. Tax is duty from every citizen to bear his share for 



supporting the government. The tax is compulsory payment, refusal or objection for 
paying tax due leads to punishment or is an offence of the court of law. Government 
imposes tax when somebody buys commodities, or when uses services or earns income or 
any other condition for compulsion is found. The government practices its sovereign 
when levying the tax from its citizens. 
2. Tax is contribution – Contribution means in order to help or provide something. Tax 
is contribution from members of community to the Government. A tax is the duty of every 
citizen to bear their due 
share for support to government to help it to face its expenditures. Some wants are 
common to everybody in the society like defence and security, so these wants cannot be 
satisfied by individuals. 
These social wants are satisfied by governments, hence the people support government 
for these social wants. Contribution involves loss or sacrifice from the side of contributor. 
These sacrifices affect his income. 
3. Tax is for public benefit – Tax is levied for the common good of society without 
regard to benefit to special individual. Government proceeds are spent to extend common 
benefits to all the people such as natural disaster - like floods, famine - defence of the 
country, maintenance of law and establish infrastructure and order. Such benefits are 
given to all people. 
4. No direct benefit – Government is compulsorily collecting all types of taxes and does 
not give any direct benefits to the tax payer for taxes paid. The essence of tax as 
distinguished from other charges by governments is the absence of a direct quid-pro-que 
between the taxpayer and the public authority. 
Tax is different from another government charges which may give direct benefits to 
payers such as prices, fees, fines etc where the direct benefits are available. Taxes are for 
common benefits to all the members of the society. 
5. Tax is paid out of income of the tax payer – Income means money received, 
especially on regular basis, for work or through investment. Tax is paid out of income as 
long as the income becomes 
realized, here the tax is imposed. Income owner has profit from any business, so he 
should pay his share for support to the government. 
6. Government has the power to levy tax – Governments are practicing sovereign 
authority upon its citizens through levying of taxes. Only Govt. can collect tax from the 
people.  
Tax is transferring resources 
from the private sector to the public sector. Government is levying the tax to cover its 
expenditures. The government use these taxes for increasing social welfare & economy 
development. 
7. Tax is not the cost of the benefit – Tax is not the cost of benefit conferred by the 
government on the public. Benefit and taxpayer are independent of each other, and 
payment of taxation is of course designed for conferring of benefits on general public. 
8. Tax is for the economic growth and public welfare – Major objectives of the 
government are to maximize economic growth and social welfare. Developmental activities 
of the nations generally involve two operations, the raising of revenue and the spending of 
revenue, so the government spent taxes for economic benefit, for entire community and 
for a ggregate welfare of the society. 
 
 
 
 



Question 4 : Canons of Taxes 
 
Canons of taxation refer to the administrative aspect of a tax. They are related to the rate, 
amount, method 
of levy, and collection of a tax. Despite the modern development of economic sciences, 
Adam smith‘s canons of taxation, still continue to be widely accepted as providing a good 
basis by which to judge taxes and these rinciples still apply today. The fundamental 
canons of taxation are as follows 
 

 
 
That the basic principle of taxation has reminded more or less unchanged for 220 years.  
 
Since then, there has been a lot of change in the economic activities, so modern 
economists like Charles F Bastable, H Dalton have added some canons to these to update 
and expand them. 
 
1. Canon of equity: This canon implies that any tax system should be based on the 
principle of social 
justice. Equity refers to both horizontal and vertical equity. Horizontal equity describes the 
concept that, taxpayers with equal abilities to pay should pay the same amount of tax. 
Vertical equity means that taxpayers with a greater ability to pay should pay more tax. 
 
2. Canon of Certainty : The tax rules should clearly specify when the tax is to be paid, 
how it is to be paid and how the amount to be paid is to be determined. Objective of this 
canon is to create trust between two parties, first party taxpayer who is to pay the tax and 
second party the authority whom receipt tax. If taxpayers have difficulty measuring the 
tax base or determining the applicable tax rate or the tax consequences of a transaction, 
then certainty doesn‘t exist. Certainty might also be viewed as the level of confidence a 
person has that the tax is being calculated correctly. 



 
3. Canon of Convenience : A tax should be due at a time or in a manner that is most 
likely to be convenient for the taxpayer. Convenience in paying a tax helps to ensure 
compliance. The appropriate payment mechanism depends on the amount of the liability 
and the how easy or difficult it is to collect. 
Discussion of this principle in designing a particular rule or tax system would focus on 
whether it is best to collect the tax from the manufacturer, wholesaler, retailer or 
customer, as well as the frequency of collection. 
 
4. Canon of Economy : This canon implies that decreasing the administrative cost of 
collection of the tax at the lowest level. The costs to collect a tax should be kept to a 
minimum for both the government and taxpayers. This principle considers the number of 
revenue officers needed to administer a tax. Compliance costs for taxpayers should also 
be considered. This principle is closely related to the principle of simplicity. 
 
Question 5 : Objectives of Taxation ? 
 
OBJECTIVES OF TAXATION 
 
Objectives of taxes have been developed when the functions of the Government are 
developed. In the primitive communities a member was to pay his share to the Head of 
the tribe, who in return provided them with administration, security from foreign 
aggression and other civic amenities. But today taxation besides being the main resource 
for supporting government has became a tool for economic growth, social welfare; attract 
foreigner investment, economic stability, and income distribution.  
 
The Objectives of taxation in brief are as under:- 
 
• Revenue -This objective is the oldest, uppermost and primary objective. Taxes are 
imposed so as to produce the necessary amount of revenue to meet the requirement of 
the government, as the public expenditures is increasing in scope and size day by day. 
Therefore, the main objective of taxes is to raise revenue to meet the Govt. expenditures 
adequately. 
 
• Social objectives – Taxes became a main goal for some of social objectives. 
 
a) Redistribution of income and wealth: Income is differ from one person to another 
in the society, inequity in income leads to many evils, and the government aims to 
reduction of inequalities between members of the society to secure social justice. Tax is a 
means of ensuring the redistribution of income and wealth in order to reduce poverty and 
promote social welfare. 
 
 For achieving these goals government adopts following: 
i. Imposition of high rate tax upon luxury commodities. 
ii. Applying progressive tax system when levying taxes from taxpayers. 
iii. Imposition of tax exemption to basic goods. 
 
b) Social welfare: Social welfare is the basic need of the society in the modern age. The 
government functions have become very important to the society, because the society 



needs saving, protection, education, health, and so on. All these functions are necessary 
to make social welfare, 
so the government receives revenue from tax, and expends it for those function. 
Therefore 
revenue from taxes is fuel to the government for social welfare. Social welfare is indicator 
for development of the countries, so almost all the countries have competition to introduce 
these services in the societies. 
 
c) Safety of society from bad and injurious customs: Fighting the bad customs in 
the society is the primary task of the government, so tax is a tool for fighting some of 
those customs.  
 
From this angle tax imposition of very high percentage on the goods like tobacco and 
alcohol is an effort to reduce these habits. 
 
• Economic significance of taxes- Taxes are used from economic point of view, so taxation 
helps to encourage some economic activities, and as a tool to solve some economics 
problems. Tax is also a means for directing of scarce economic activities. Taxation helps to 
accelerate economic growth, and taxation plays very important role in case of economic 
stability. 
 
• Economic growth: Taxes are considered as a tool for economic growth and it helps to 
accelerate growth of economic development. Economic development has placed 
considerable emphasis on objectives of taxation policy. Economic development is the main 
objective in all the countries of the world. Economic development depends on mobilization 
of resources and efficient use of such resources between different sectors of the economy 
activities. Tax policy must be designed so as to mobilize the internal resources and use 
these resources in productive manner. Taxation policy helps to increase production 
through raising the rate of capital formation, so it helps improve the economic welfare 
through better distribution of income and it becomes an important instrument for 
removing regional inequalities. Tax policy may serve directly to mobilize resources for 
capital formation in the public sector and indirectly to promote private saving and 
investment. 
 
• Enforcing government policy: Government policy can be easily enforced by adoption 
of suitable tax policy. The Government can encourage investment, saving, consumption, 
export, protection of home industry, employment, production, protection of society from 
harmful customs, and economic stability through suitable tax policy. Therefore, the 
government gives tax exemption to the investment and saving. 
 
• Directing limited scarce resources into effective and essential channels: Tax 
policy plays crucial role for directing scarce resources into essential commodities. This is 
achieved by giving tax exemption to certain industries and imposition of heavy duties on 
other industries, so with the adoption of suitable tax policy, economic resources may be 
diverted to the production of necessary articles and investors will go to the exemption 
industries. 
 
• Economic stability: Maintaining economic stability is one of the tax objectives. 
Economic stability is a very important factor for the sustained economic growth. 
Government can effectively use taxes in the case of inflation and depression. These may 



be increased in inflationary situations. Increase in the rates of existing taxes and the 
imposition of new taxes would check consumption, decrease the level of effective demand 
and therefore help in bringing up stability in prices. Heavy taxation transfer 
purchasing power from the hand of people to the government which if used for productive 
purpose will increase the level of economic activity and employment. 
 
 
Question 6 : Direct  VS Indirect Tax ? 
 

 
 
Direct Taxes: Taxes which are directly levied on Income or wealth of the person and its 
burden can not be shifted; for example Income Tax. 
 
Indirect Taxes: Indirect taxes are imposed on price of goods or services. Person paying 
the indirect tax can shift the incidence to another person; for example GST or Customs 
Duty. 

 
 
 



Merits of Direct Tax 
 
1. Equity : - Direct taxes have equity of sacrifice, depend upon the volume of income. 
They are based on the principle of progressive, so rates of tax increase as the level of 
income of a person rises. 
 
2. Elasticity and productivity : - Direct taxes have elasticity because when the 
government faces some emergency, like earthquake, floods and famine the government 
can collect money for facing those problems by direct tax. 
3. Certainty :- Direct taxes have certainty on both sides‘ tax-payer and government. The 
tax- payers are aware of the quantity of tax. They have to pay and rate, time of payment, 
manner of payment, and punishment from the side of government is also certain about 
the total amount they are getting. 
 
4. Reduce inequality: - Direct taxes follow progressive principles so it is taxing the rich 
people with higher of taxation and the poor people with a lower level of taxation. 
 
5. Good instrument in the case of inflation.:-Tax policy as fiscal instrument plays 
important role in the case of the inflation, so government can absorb the excess money by 
arising in the rate of existing taxes or imposition of new taxes. 
 
6. Simplicity: - Direct taxes are simplicity, while levy the rules, procedures, regulations of 
income tax are very clear and simple. 
 
Demerits of Direct Taxes 
 
1. Evasion: - Direct tax is lump sum therefore tax payers try evasion. 
 
2. Uneconomically.:-Expenses of collection are larger in the case of direct taxes, 
because they require widely- spread staff for collection 
 
3. Unpopular:-Direct tax is required to be paid in lump sum for the whole year, so the 
tax payers feel the painful payment, these taxes are therefore unpopular. 
 
4. Little incentive to work and save:-In direct taxes, rates are of progressive nature. A 
person with higher earning is taxed more, in turn he is left little with amount. So the tax 
payer feels disincentive to work hard and save money after reaching a certain level of 
income. 
 
5. Not suitable to a poor country:- Direct taxes are not enough to meet its 
expenditure. 
 
6. Arbitrary:-Due to absence of logical or scientific principle to determine the degree of 
progression in the taxation, the direct taxes are arbitrary. 
 
Merits of Indirect Taxes 
 
1. High revenue production :-Nature of indirect taxes is imposition on the commodities 
and services. Here indirect taxes cover a large number of essential goods and luxurious 



goods which are consumed by the mass both rich and poor people, these help in collecting 
a large revenue. 
 
2. No evasion. Nature of indirect tax is that, it is included in the price of commodity, so 
tax evasion or tax avoid is difficult. 
 
3. Convenient:-Indirect taxes are small amount and indirect taxes are hidden in the price 
of goods and service, hence the burden of these taxes is not felt very much by the tax-
payers, and not lump sum like direct taxes. 
4. Economy - Indirect taxes are economical in collection and the administrations costs of 
collection are very low, also the procedure of collection of these taxes is very simply. 
 
5. Wide coverage:-Indirect taxes cover almost all commodities like essential 
commodities, luxuries, and harmful ones. 
 
6. Elasticity:-Since a large number of commodities and services are covered by indirect 
taxation there is great scope for modification of taxes, goods and tax rate, much depends 
on nature of goods and on its demands. 
 
Demerits of Indirect Taxes 
 
1. Regressive in effect:-Essential commodities are used from all members of 
community. When taxing these commodities the burden would be equal, and no 
distinction is made between the rich and poor people. 
 
2. Uncertainty in collection- Discourage savings and Increase inflation:-Indirect taxes 
are payable when people spent their income or when people buy goods and services, so 
tax authorities cannot accuratelyestimate the total yield from different indirect taxes. 
 
3. Discourage savings- Increase inflation:-Indirect taxes are included in the price of 
commodity, so people have to spend more money on essential commodities, when levied 
indirectly. In this case that means the customers cannot save some of their money. 
 
4. Increase inflation:-Indirect taxes increase the cost of input and output, increase in 
production cost, push the price of goods. These reflect in increase in the wages of the 
workers. 
 
Question 7: Taxation System in India 
 
Taxation in India in Ancient Time 
 
In India, the system of direct taxation as it is known today, has been in force in one form 
or another even from ancient times. There are references both in Manu Smriti and 
Arthasastra to a variety of tax measures. Manu, the ancient sage and law-giver stated that 
the king could levy taxes, according to Sastras.  
The wise sage advised that taxes should be related to the income and expenditure of the 
subject. He, however, cautioned the king against excessive taxation and stated that both 
extremes should be avoided namely either complete absence of taxes or exorbitant 
taxation. According to him, the king should arrange the collection of taxes in 
such a manner that the subjects did not feel the pinch of paying taxes. 



 
He laid down that traders and artisans should pay 1/5th of their profits in silver and gold, 
while the agriculturists were to pay 1/6th, 1/8th and 1/10th of their produce depending 
upon their circumstances. 
 
The detailed analysis given by Manu Smriti and Arthasastra on the subject clearly shows 
the existence of a well-planned taxation system, even in ancient times. Taxes were paid in 
the shape of gold-coins, cattle, grains, raw-materials and also by rendering personal 
service.  
Most of the taxes of Ancient India were highly productive. The admixture of direct taxes 
with indirect taxes secured elasticity in the tax system, although more emphasis 
was laid on direct tax. The tax-structure was a broad based one and covered most people 
within its fold. The taxes were varied and the large variety of taxes reflected the life of a 
large and composite population”. 
 
Establishment of Income tax in Modern India Income Tax Act, 1860 
 
Consequent upon the financial difficulties created by the events of 1857. Income Tax was 
introduced in India for the first time by the British in the year 1860. The Act of 1860 was 
passed only for five years and therefore it lapsed in 1865. It was replaced 1867 by a 
licence tax on professions and trades and the latter was converted into a certificate tax in 
the following year. It was latter abolished in 1873. 
 Licence tax traders remained in operation till 1886 when it was merged in the income tax 
Act of that year. 
 
Income Tax Act, 1886 
The Act of 1886 levied a tax on the income of residents as well as non residents in India. 
The Act defined agricultural income and exempted it from tax liability in view of the 
already existing land revenue a kind of direct taxes. The Act of 1886 exempted life 
insurance premiums paid by assesse policies of his own life. Another important provision 
of this Act Hindu undivided family was treated as a distinct taxable entity. 
 
Income Tax Act, 1918 
The Act of 1918 brought under change also receipts of casual or non recurring nature 
pertaining to business or professions. Although income tax in India has been a charge on 
net income since inception, it was in the Act of 1918 that specific provisions were inserted 
for the first time pertaining to business deductions for the purpose of computing net 
income. 
The Act of 1918 remained in force for a short period and was replaced by new Act (Act XI 
of 1922) in view of the reforms introduced by the Govt. of India Act, 1919 . 
 
Income Tax Act, 1922 
The organizational history of the income tax department dates back to the year 1922. 
“one of the important aspects of the 1922 Act was that, it laid down the basis, the 
mechanism of administering the tax and the rates at which the tax was to be levied would 
be laid down in annual finance acts. This is procedure brought in the much needed 
flexibility 
in adjusting the tax rates in accordance with the annual budgetary requirements and in 
securing a degree of elasticity for the tax system. Before 1922 the tax rate were 



determined by the Income tax act itself and to revise the rates, the act itself had to be 
amended.  
The Income tax Act, 1922 gave for first time a specific nomenclature to various income 
tax authorities and laid the foundation of a proper system of administration as per 
provisions of income tax act 1922 thus, it is the income tax act 1961, which is currently 
operative in India. 
 
Income Tax Act, 1961 
The present law of income tax in India is governed by the Income Tax Act, 1961 which is 
amended from time to time by the annual finance Act and other legislations pertaining to 
direct tax. The act which came into force on April 1, 
1962, replaced the Indian income tax Act, 1922, which had remained in operation for 40 
years. Furthermore, A set of rules known as Income Tax Rules, 1962 have been framed 
for implementing the various provisions of the Act. 
TAX STRUCTURE IN INDIA 
Constitution of India 
 
The roots of every law in India lies in the Constitution, therefore understanding the 
provisions of Constitution is foremost to have clear understanding of any law. Let us first 
understand what it talks about tax: 
• Article 265– No tax shall be levied or collected except by the Authority of Law. 
• Article 246- Distributes legislative powers including taxation, between the Parliament of 
India and theState Legislature. 
• Schedule VII- Enumerates powers under three lists 
o Union List – Powers of Central Government 
o Legislative List- Powers of State Government 
o Concurrent List- Both Central and state Government have powers, in case of conflict; 
law made by Union Government prevails. 
Some of the major taxes under respective lists are:- 
Central Government 
•Taxes on Income other than Agricultural Income 
•Customs including export duties 
•Excise on Tobacco and other goods manufactured in India except alcoholic liquors 
for human consumption, opium, narcotic drugs 
•Corporation Tax 
•Taxes on interstate trade of goods other than newspapers 
•Taxes on interstate consignment of goods 
•Any other matter not included in List II or III 
State Government 
•Taxes on agricultural income 
•Excise duty on alcoholic liquors, opium and narcotics 
•Octroi or Entry Tax 
•Tax on intra state trade of goods other than newspapers 
•Tax on advertisements other than that in newspapers 
•Tax on goods and passengers carried by road or inland waterways 
•Tax on professionals, trades, callings and employment. 
 
 
 
 



Question 8 : Define Person  
 
Person [Section 2(31)] : Definition under I. Tax 
 

Person includes : 

(i)         an Individual; 

(ii)        a Hindu Undivided Family (HUF) ; 

(iii)       a Company; 

(iv)       a Firm 

(v)        an association of persons or a body of individuals, whether incorporated or not; 

(vi)       a local authority; and 

(vii)      every artificial juridical person not falling within any of the preceding sub-clauses. 

(viii)     Association of Persons or Body of Individuals or a Local authority or Artificial 
Juridical Persons shall be deemed to be a person whether or not, such persons are formed 
or established or       incorporated with the object of deriving profits or gains or income.  

The word person is a very wide term and embraces in itself the following : 

(i)  Individual.   It refers to a natural human being whether male or female, minor or 
major. 

(ii)  Hindu Undivided Family : It is a relationship created due to operation of Hindu 
Law. The manager of HUF is called “Karta” and its members are called ‘Coparceners’. 

(iii)    Company : It is an artificial person registered under Indian Companies Act 1956 or 
any other law. 

(iv)    Firm. It is an entity which comes into existence as a result of partnership 
agreement between persons to share profits of the business carried on by all or any one 
of them.      Though, a partnership firm does not have a separate legal entity, yet it has 
been regardedas a separate entity under Income Tax Act. Under Income Tax Act, 1961, a 
partnership firm can be of the following two types 

                        (i)        a firm which fulfill the conditions prescribed u/s 184. 

                        (ii)        A firm which does not fulfill the conditions prescribed u/s 184. 

It is important to note that for Income Tax purposes, a limited liability partnership (LLP) 
constituted under the LLP Act, 2008 is also treated as a firm. 

(v)     Association of Persons or Body of Individuals.:   Co-operative societies, 
MARKFED, NAFED etc. are the examples of such persons. When persons combine togather 
to carry on a joint enterprise and they do not constitute partnership under the ambit of 
law, they are assessable as an association of persons. Receiving income jointly is not the 
only feature of an association of persons. There must be common purpose, and common 



action to achieve common purpose i.e. to earn income. An AOP. can have firms, 
companies, associations and individuals as its members. 

A body of individuals (BOl) cannot have non-individuals as its members. Only natural 
human beings can be members of a body of individuals. 

Whether a particular group is AOP. or BOl. is a question of fact to be decided in each case 
separately. 

(vi)    Local Authority. Municipality, Panchayat, Cantonment Board, Port Trust etc. are 
called local authorities. 

(vii)   Artificial Juridical Person. A public corporation established under special Act of 
legislature and a body having juristic personality of its own are known to be Artificial 
Juridical Persons. Universities are an important example of this category. 

 

Question  9 : Define Assessee.  

ASSESSEE [SECTION 2(7)] 
 
• In layman language tax payer is assessee, he may be the person of any of the above 
categories 
• As per Section 2(7) of Income Tax Act, assessee is A person 
– by whom any tax or– any other sum of money 
is payable under Income Tax Act. It includes every person : 
(a) in respect of whom any proceeding under Income Tax Act has been taken for 
assessment of 
– his income or 
– fringe benefits or 
– the income of any other person in respect of which he is assessable or 
– the loss sustained by him or by such other person or 
– the amount of refund due to him or to such other person 
(b) who is deemed to be an assessee under any provision of Income Tax Act; 
(c) who is deemed to be an assessee in default under any provision of Income Tax Act; 
Accordingly, assessee is a person by whom tax or any other sum is payable under the Act. 
The expression 
“other sum of money” includes 
– fine, interest, penalty and tax or 
– person to whom any refund of tax etc. is due under the Act or 
– if any proceeding under the Act has been taken against any person, he is also an 
assessee. Remember, 
the proceedings must be initiated under the provisions of the Act. In other words, a single 
enquiry letter 
issued by the Income-tax Department without reference to any specific provision of the 
Act does not constitute proceeding under the Act and, as such, till proceedings are 
initiated under the Act, the person may not become an assessee within the ambit of 
Section 2(7) of the Act. 
 
 



Question 10 : Assessment year Definition 
 
ASSESSMENT Y 
EAR [SECTION 2(9)] 
“Assessment year” means the period of twelve months commencing on 1st April every 
year.  
Thus it is normally 
period beginning on 1st April of one year and ending on 31st March of the next year. 
Income of previous year of an assessee is taxed during the following assessment year at 
the rates prescribed by the relevant Finance Act. 
 
Exception to the General Rule : In the following situation, the Income of previous year 
of an assessee is taxed 
in the previous year itself: 
1. Income of Non-Resident from Shipping 
2. Income of persons leaving India either permanently or for long duration 
3. Income of bodies formed for short duration 
4. Income of person trying to alienate his assets with a view to avoid tax 
5. Income of discontinued business 
 
Question 11 : Previous Year Definition. 
 
PREVIOUS YEAR [SECTION 3] 
Previous year means the financial year immediately preceding the assessment year. 
Income earned in a year is taxable in the next year. The year in which income is earned is 
known as previous year.  
From the assessment year 1989-90 onwards, all assessees are required to follow financial 
year (i.e. April 1st of one year to March 31st of next year) as previous year. The uniform 
previous year has to be followed for all sources of income. 
In case of newly set up business or profession or a source of income newly coming into 
existence, the first previous year will be the period commencing from the date of setting 
up of business/profession or as the case may be, the date on which the source of income 
newly comes into existence and ending on the immediately following March, 31. 
 
Examples of previous year in the case of newly set-up business/profession. 
Example 1 : Y sets up a new business on May 15, 2017. What is the previous year for 
the assessment year 2018-19. 
Answer : Previous year for the assessment year 2018-19 is the period commencing on 
May 15, 2017 and ending on March 31, 2018. 
Example 2 : A joins an Indian company on February 17, 2017. Prior to joining this Indian 
company he was not in employment nor does he have any other source of income. 
Determine the previous year of A for the assessment years 2017-18 and 2018-19. 
Answer : Previous years for the assessment years 2017-18 and 2018-19 will be as 
follows.  
Previous year                                         Assessment year 
Feb. 17, 2017 to March 31, 2017                   2017-18 
April 1, 2017 to March 31, 2018                     2018-19 
 
 
Question 12. Define Income  



 
“Income is the consumption and savings opportunity gained by an entity within a specified 
timeframe, which is generally expressed in monetary terms. However, for households and 
individuals,  
“income is the sum of all the wages, salaries, profits, interests payments, rents, and other 
forms of earnings received in a given period of time.” 
In general terms, Income is a periodical monetary return with some sort of regularity. 
However, the Income Tax Act, even certain income which does not arise regularly are 
treated as income for tax purposes e.g. Winnings from lotteries, crossword puzzles. 
 
The definition of Income as given in Section 2(24) of the Act starts with the word includes 
therefore the list is inclusive not exhaustive. The definition enumerates certain items, 
including those which cannot ordinarily be considered as income but are treated statutorily 
as such. 
As per section 2(24), the term income includes : 
1. Profits and gains; 
2. Dividend; 
3. Voluntary contributions : Voluntary contributions received by : 
– a trust created wholly or partly for charitable or religious purposes, or 
– an institution established wholly or partly for such purposes or by an association or 
institution referred to in clause (21) or clause (23) or 
– a fund or trust or institution established for charitable purposes and notified under 
section 10(23C) (iv) or (v) or 
– any university or other educational institution or by any hospital referred to in sub-
clause (iiiad) orsub-clause (vi) of section 10 (23C) or 
– any hospital or other institution referred to in sub-clause (iiiae) or sub-clause (via) of 
clause (23C) of section 10 
– An electoral trust. 
4. The value of any perquisite or profit in lieu of salary taxable. 
5. Any special allowance or benefit specifically granted to the assessee to meet 
expenses wholly, necessarily and exclusively for the performance of the duties of an office 
or employment of profit. 
6. City Compensatory Allowance/ Dearness allowance : Any allowance granted to 
the assessee either to meet his personal expenses at the place where the duties of his 
office or employment of profit are ordinarily performed by him or at a place where he 
ordinarily resides or to compensate him for the increased cost of living. 
7. Benefit or Perquisite to a Director : The value of any benefit or perquisite, whether 
convertible into money or not, obtained from a company by.  
(a) a director, or  
(b) a person having substantial interest in the company, or 
 (c) a relative of the director or of the person having substantial interest, and any sum 
paid by any such company in respect of any obligation which, but for such payment, 
would have been payable by the director or other person aforesaid; 
8. Any Benefit or perquisite to a Representative Assessee : The value of any 
benefit or perquisite (whether convertible into money or not) obtained by any 
representative assessee under Section 160(1) (iii)/(iv) or beneficiary, or any amount paid 
by the representative assessee in respect of any obligation which, but for such payment, 
would have been payable by the beneficiary; 
9. Any sum chargeable under section 28, 41 and 59 – 
– any sum chargeable to tax as business income under Section 28(ii), any amount taxable 



in the hands of a trade, professional or similar association (for specific services performed 
for its members) as its income from business under Section 28(iii), and deemed profits 
which are taxable under Sections 41 and 59 of the Act; 
– any sum chargeable to income-tax under clause (iiia) of Section 28, i.e. profits on sale of 
a licence granted under the Imports (Control) Order, 1955, made under the Imports and 
Exports (Control) Act, 1947 [inserted by the Finance Act, 1990, with retrospective effect 
from 1.4.1962]; 
– any sum chargeable to income-tax under clause (iiib) of Section 28 i.e., cash assistance 
(by whatever name called), received or receivable by any person against exports under 
any scheme of the Government of India. 
– any sum chargeable to income-tax under clause (iiic) of Section 28 i.e., any duty of 
customs or excise re-paid or re-payable as drawback to any person against exports under 
the Customs and Central Excise Duties Drawback Rules, 1971. 
– the value of any benefit or perquisite whether convertible into money or not; taxable as 
income under Section 28(iv) in the case of person carrying on business or exercising a 
profession; 
– any sum chargeable to income-tax under clause (v) of Section 28; 
10. Capital Gain : Any capital gains chargeable to tax under Section 45; since the 
definition of income in Section 2(24) is inclusive and not exhaustive capital gains 
chargeable under Section 46(2) are also assessable as income. 
11. Insurance Profit : The profits and gains of any Insurance business carried on by a 
mutual insurance company or by a co-operative society computed in accordance with the 
provisions of Section 44 or any surplus taken to be such profits and gains by virtue of the 
profits contained in the First Schedule to the Income-tax Act; 
12. Banking income of a Co-operative Society : The profits and gains of any business 
of banking (including) providing credit facilities carried on by a cooperative society with its 
members. 
13. Winnings from Lottery : Any winnings from lotteries, crossword puzzles, races, 
including horse-races, card-games and games of any sort or from gambling or betting of 
any form. 
14. Employees Contribution Towards Provident Fund : Any sum received by the 
assessee from his employees as contributions to any provident fund or superannuation 
fund or any fund set-up under the provisions of the Employees State Insurance Act, 1948 
(34 of 1948) or any other fund for the welfare of such employees. 
15. Amount Received under Keyman Insurance Policy : Any sum received under a 
Keyman Insurance Policy including the sum allocated by way of bonus on such policy. 
Keyman Insurance Policy means a life insurance policy taken by a person on the life of 
another person who is or was the employee of the first mentioned person or is or was 
connected with the business of the first mentioned person in any 
manner whatsoever. 
16. Amount received for not carrying out any activity : Any sum referred to in 
Section 28(va), i.e. any sum, whether received or receivable in cash or kind, under an 
agreement for - 
(i) not carrying out any activity in relation to any business or profession; [Amendment vide 
Finance Act, 2016] 
(ii) not sharing any know-how, patent, copyright, trade-mark, license, franchise or any 
other business or commercial right of similar nature or information or technique likely to 
assist in the manufacture or processing of goods or provision for services : 
17. Any sum referred to in clause (v) or (vi) of sub-section (2) of section 56; 
18. Gift received for an amount exceeding Rs. 50,000 : Any sum of money or value 



of property referred to in clause (vii) or clause (viia) of sub-section (2) of Section 56. 
19. Consideration received for issue of shares : Any consideration received for issue 
of shares as exceeds the fair market value of the shares referred in section 56(2)(viib). 
20. Amount received as an advance or otherwise in the course of negotiation for transfer 
of a capital asset referred to in clause (ix) of section 56(2). 
21. Assistance in the form of a subsidy or grant or cash incentive or duty drawback or 
waiver or concession or reimbursement (by whatever name called) by the Central 
Government or a State Government or any authority or body or agency in cash or kind to 
the assessee other than the subsidy or grant or reimbursement which is taken into 
account for determination of the actual cost of the asset in accordance with the provisions 
of Explanation 10 to clause (1) of section 43. [sub-clause (xviii) of clause (24) of 
section 2 inserted vide Finance Act, 2015, w.e.f. 1-4-2016] 
 
A study of some of the broad principles given below will help to understand the concept of 
income. 
1. Cash or kind 
Income may be received in cash or kind. When the income is received in kind, its valuation 
will be made in accordance with the rules prescribed in the Income-tax Rules, 1962. 
2. Receipt basis/ Accrual basis 
Income arises either on receipt basis or on accrual basis. It may accrue to a taxpayer 
without its actual receipt. The income in some cases is deemed to accrue or arise to a 
person without its actual accrual or receipt. Income accrues where the right to receive 
arises. 
3. Legal or illegal source 
The income-tax law does not make any distinction between income accrued or arisen from 
a legal source and income tainted with illegality. In CIT v. Piara Singh (1980) 3 Taxman 
67, the Supreme Court has held that if smuggling activity can be regarded as a business, 
the confiscation of currency notes by customs authorities is a loss which springs directly 
from the carrying on of the business and is, therefore, permissible as a deduction. 
4. Temporary/Permanent 
There is no difference between temporary and permanent income under the Act. Even 
temporary income is taxable under the Income Tax Act. 
5. Lumpsum/instalments 
Income whether received in lump sum or in installment is liable to tax. For example : 
arrears of salary or bonus received in lump sum is income and charged to tax as salary. 
6. Gifts 
Gifts of personal nature do not constitute income subject to maximum of Rs. 50,000 
received in cash. The recipient of gifts like birthday, marriage gifts, etc., is not liable to 
income-tax as received in kind however as per the Finance Act, 2009 gifts in kind having 
fair value upto Rs. 50,000 are not liable to tax but having fair value of more than Rs. 
50,000 is wholly taxable. 
7. Revenue or Capital receipt 
Income-tax, as the name implies, is a tax on income and not a tax on every item of 
money received. Therefore, unless the receipt in question constitutes income as 
distinguished from capital, it cannot be charged to tax. For this purpose, income should be 
distinguished from capital which gives rise to income. However, some capital receipts have 
been specifically included in the definition of income. 
 
 
 



Question 13 : Capital and Revenue Receipts 
 
CAA receipt is taxable if it is of the nature of income. But receipts which are of capital 
nature are generally not taxable. The basic scheme of income-tax is to tax income not 
capital, and similarly to allow revenue expenditure. But this general rule is subject to 
certain exceptions. 
An amount referable to fixed capital is a capital receipt whereas a receipt referable to 
circulating capital would be a revenue receipt. While the latter is chargeable to tax, the 
former is not subject to income-tax unless otherwise expressly provided. 
 

 
 
The Income-tax Act does not define the term “Capital receipt” & “Revenue receipt”. Also, 
it has not laid down the criterion for differentiating the capital and revenue receipt. Yet, it 
has exempted certain capital receipts from taxation while certain capital receipts have 
been taken into ambit of capital receipts chargeable as capital gains. 
Whether a particular receipt is of the nature of income or capital is explained below by the 
following examples. 
 
The following test can be applied to determine the nature of particular receipt 

 
 



 
 

Factors that do not determine the nature or character of receipt 
The capital or revenue nature of a receipt must be determined with reference to each 
receipt on the basis of the facts and circumstances of each case, the ultimate conclusion 
as to the capital or revenue character of the receipt would be of the High Court or the 
Supreme Court and the principles laid down by the Court must be followed for the 
purpose. However, while determining the question whether a particular receipt is capital 
or revenue in nature, care must be taken to ensure that the following are not taken as the 
basis for determination although these factors may, to a certain extent, be helpful to 
arrive at the conclusion 
 

 



 

 

Illustration : State whether the following are capital or revenue receipts/expenses and 
give your reasons : 
1. ABC & Co. received Rs. 5,00,000 as compensation from XYZ & Co. for premature 
termination of contract of agency. 
2. Sales-tax collected from the buyer of goods. 
3. PQR Company Ltd. instead of receiving royalty year by year, received it in advance in 
lump sum. 
4. An amount of Rs. 1,50,000 was spent by a company for sending its production manager 
abroad to study new methods of production. 
5. Payment of Rs. 50,000 as compensation for cancellation of a contract for the purchase 
of machinery with a view to avoid an unnecessary expenditure. 
6. An employee director of a company was paid Rs. 3,50,000 as a lump sum consideration 
for not resigning from the directorship. 
Solution 
1. Receipt in substitution of a source of income is a capital receipt. Therefore, the amount 



received by ABC & Co. from XYZ & Co. for premature termination of an agency contract is 
a capital receipt though the same is taxable under Section 28(ii)(c). 
2. Sales-tax is the liability of a seller to pay to the Government on the sale of goods made 
by him, which is allowed as deduction as revenue expenditure. If any part of Sales-tax is 
collected from the buyer of goods that may be treated as a revenue receipt. Thus the 
sales-tax collected from the buyer of goods is a revenue receipt. 
3. Receipt of lump sum royalty in lieu of future royalties is a revenue receipt, as it is an 
income from royalty. 
4. Amount spent by a company for sending its production manager abroad to study new 
methods of production is revenue expenditure to be allowed as a deduction. Because the 
new knowledge and exposure of that manager will assist the company in improving its 
existing methods of production etc. 
5. This is a capital expenditure, as any expenditure incurred by a person to free himself 
from a capital liability is a capital expenditure. In the given case, the payment of Rs. 
50,000 for canceling the order for purchase of the machinery, has helped the assessee to 
become free from an unnecessary capital liability. 
6. The amount of Rs. 3,50,000 received for not resigning from the directorship is a reward 
received from the employer. Therefore it is a revenue receipt. 
 
Question 14 : Discuss Residential Status 
 
RESIDENTIAL STATUS [SECTION 6] 
Total income of an assessee cannot be computed unless the person’s residential status in 
India during the previous year is known. Thus, determining residential status of a person 
is important for calculating tax liability of a person. 
Section 6 of the Income tax Act prescribes the tests to be applied to determine the 
residential status of all tax payers for purposes of income-tax. An assessee’s residential 
status must be determined with reference to the previous year in respect of which the 
income is sought to be taxed. 
 



`  
 
 
There are different test to be applied for different types of person, let us understand test 
for each category of 
person : 
TEST OF RESIDENCY FOR INDIVIDUALS 
Basic Condition for a person to be Resident 
Under Section 6(1) of the Income-tax Act, an individual is said to be resident in India in 
any previous year if he: 
(a) is in India in the previous year for a period or periods amounting in all to one hundred 
and eighty-two days or more i.e., he has been in India for at least 182 days during the 
previous year; or, 
(b) has been in India for at least three hundred and sixty-five days (365 days) during the 
four years preceding the previous year and has been in India for at least sixty days (60 
days) during the previous year. 
 
Exception to the basic condition 
 
In the case of following individual – 
(a) being a citizen of India, who leaves India in any previous year as a member of the 
crew of an Indian ship as defined in clause (18) of section 3 of the Merchant Shipping Act, 
1958 (44 of 1958), or for the purposes of employment outside India, 

(b) being a citizen of India, or a person of Indian origin within the meaning of Explanation 
to clause (e) of section 115C, who, being outside India, comes on a visit to India in any 
previous year, 
 
 



The provisions of the second condition shall apply in relation to that year as if for the 
words “sixty days (60 days)”, occurring therein, the words “one hundred and eighty-two 
days (182 days) “ had been substituted. 
A person is deemed to be of Indian origin if he, or either of his parents or any of his 
grandparents, was born in Undivided India. It may be noted that grandparents include 
both maternal and paternal grand parents. 
 
Non-Resident 
If an individual does not satisfy any of the above basic condition then, he will be treated 
as Non-Resident. 
It must be noted that the fulfillment of any one of the above conditions (a) or (b) as 
applicable will make an 
individual resident in India for tax purposes. Further it is to be noted that these conditions 
are alternative and not cumulative in their application. 
 
Resident and Ordinarily Resident (ROR) 
An individual may become a resident and ordinarily resident in India if he satisfy both the 
following conditions given u/s 6(1)besides satisfying any one of the above mentioned 
conditions: 
(i) he is a resident in atleast any two out of the ten previous years immediately preceding 
the relevant previous year, and 
(ii) he has been in India for 730 days or more during the seven previous years 
immediately preceding the relevant previous year. 
 
Resident and Not Ordinarily Resident (RNOR) 
An individual is not ordinarily resident in any previous year if – 
(a) he has been a non-resident in India in nine out of the ten previous years preceding 
that year, or 
(b) he has during the seven previous years preceding that year been in India for a period 
of, or periods amounting in all to, seven hundred and twenty-nine days (729 days) or less. 
 



 

 

Steps to solve residential status of an Individual : 
Step 1 : Determine whether the individual falls under exception to basic condition; 
Step 2 : If yes, apply only first basic condition, if satisfied, then he will be resident 
otherwise non-resident. If no, 
then apply both basic conditions and Individual becomes Resident on satisfaction of any 
one of the conditions. 
Step 3 : Check if satisfy the test of Ordinarily Residents , if yes, then he will be called 
ROR, otherwise he wil be called RNOR. 



 

Condition 1 : If individual is in India in the previous year for a total period of 182 days or 
more. 
Condition 2 : If he has been in India for at least 365 days during the 4 years preceding 
the previous year and has been in India for at least 60 days during the previous year. 
However, this 60 days shall be read as 182 days, 
if he is a : 
– Citizen of India, who leaves India in any previous year as a member of the crew of an 
Indian ship, or for the purpose of employment outside India or 
– Citizen of India or of Indian origin engaged outside India (whether for rendering service 
outside or not) and who comes on a visit to India in the any previous year. 
Condition 3 : An individual who has been a non-resident in India in at least nine out of 
the ten previous years preceding that year, and has during the seven previous years 
preceding that year been in India for a period of, or periods amounting in all to 729 days 
or less. 
Illustration 1 
Mr. A, an Indian Citizen, is living in Mumbai since 1950, he left for China on July 1, 2013 
and comes back on August 7, 2017. Determine his residential status for the assessment 
year 2018-19. 
Solution : 
Stay in India for a minimum period of 182 days in the previous year : 
Mr. A has stayed in India for 237 (viz. 25 + 30 + 31 + 30 + 31 + 31 + 28 + 31) days in 
the Previous year 2017-18. 
So, this test is satisfied. 
So, Mr. A shall be a resident in India during the previous year 2017-18. (Assessment year 
2018-19). 
Keeping in view the facts of the given case, Mr. A satisfies the two additional conditions 
also namely : 
He is resident in two out of ten previous years preceding the relevant previous year. 



 

Question No. 15 

Introduction: 

Agricultural income earned by a taxpayer in India is exempt under Section 10(1) of the 
Income Tax Act, 1961. Agricultural income is defined under section 2(1A) of the Income-
tax Act. 

As per section 2(1A), agricultural income generally means  (a) Any rent or revenue derived 
from land which is situated in India and is used for agricultural purposes. (b) Any income 
derived from such land by agriculture operations including processing of agricultural 
produce so as to render it fit for the market or sale of such produce. (c) Any income 
attributable to a farm house subject to satisfaction of certain conditions specified in this 
regard in section 2(1A). Any income derived from saplings or seedlings grown in a nursery 
shall be deemed to be agricultural income. 

Meaning of Agricultural Income: 

Section 2 (1A) of the Income Tax Act, 1961 defines “agricultural income” as an income 
under the following three sources: 

(i) Any rent or revenue derived from land which is situated in India and is used 
for agricultural purposes: The assessee will not be liable to pay tax on the rent or 
revenue arising from agricultural land subject to the conditions: 

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

(b) In instances where such a land revenue is not assessed or not subject to local rate, 
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the land should not be situated within the jurisdiction of a municipality (whether known as 
a municipality, municipal corporation, notified area committee, town area committee, town 
committee or by any other name) or a cantonment board, and which has a population of 
more than ten thousand (according to the last preceding census which has been published 
before the first day of the previous year in which the sale of land takes place); or it should 
not be situated: 

• more than 2kms. from the local limits of any municipality or cantonment board and 
which has a population of more than 10,000 but not exceeding 1,00,000; or 

• not being more than 6kms. from the local limits of any municipality or cantonment 
board and which has a population of more than 1,00,000 but not exceeding 
10,00,000; or 

• not being more than 8kms. from the local limits of any municipality or cantonment 
board and which has a population of more than 10,00,000. 

(c) The revenue must not include any income arising out of transfer of such land. 

Further, a direct nexus between the agricultural land and the receipt of income by way of 
rent or revenue is essential. (For instance, a landlord could receive revenue from a 
tenant.) 

(ii) Any income derived from such land by agricultural operations including processing of 
agricultural produce, raised or received as rent in kind or any process ordinarily employed 
by cultivator or receiver of rent-in-kind so as to render it fit for the market, or sale of such 
produce. 

(iii) Any income derived from any building owned and occupied by the 
assessee, receiving rent or revenue from the land, by carrying out agricultural 
operations: The building must be on or in the immediate vicinity of the land. It must be 
used by the assesee as a dwelling house or store-house or an out-building, in connection 
with the land. 

Hence, we can consider income attributable to a farmhouse as an agricultural income, 
subject to the above conditions. Normally, the annual value of a building is taxable as 
‘income from house property’. However, in the case of a farm house, the annual value 
would be deemed agricultural income and thus, be exempt from tax. 

In addition to the above, income derived from saplings or seedlings grown in nursery is 
also considered as agricultural income. 

In order to consider an income as agricultural income, certain points have to be kept in 
mind: 

(i) Existence of a land. 

(ii) Usage of land for agricultural operations: Agricultural operations means efforts 
induced for the crop to sprout out of the land. The ambit of agricultural income covers 
income from agricultural operations, which includes processes undertaken to make the 
produce fit for sale in the market. Both, rent or revenue from the agricultural land and 
income earned by the cultivator or receiver by way of sale of produce are exempt from tax 



only if agricultural operations are performed on the land. 

(iii) Cultivation of Land is a must: Some measure of cultivation is necessary for land 
to have been used for agricultural purposes. The ambit of agriculture covers all land 
produce like grain, fruits, tea, coffee, spices, commercial crops, plantations, groves, and 
grasslands. However, the breeding of livestock, aqua culture, dairy farming, and poultry 
farming on agricultural land cannot be construed as agricultural operations. 

(iv) Ownership of Land is not essential: In the case of rent or revenue, it is essential 
that the assessee has an interest in the land (as an owner or a mortgagee) to be eligible 
for tax-free income. However, in the case of agricultural operations, it is not necessary 
that the cultivator be the owner of the land. He could be a tenant or a sub-tenant. In 
other words, all tillers of land are agriculturists and enjoy exemption from tax. In certain 
cases, further processes may be necessary to make a commodity marketable out of 
agricultural produce. The sales proceeds in such cases are considered agricultural income 
because the producer’s final objective is to sell his products. 

Note: 

a. Agricultural income is considered for rate purpose while computing the tax liability 
for Individual/HUF/AOP/BOI/Artificial Judicial Person. 

b. Losses from agricultural operations could be carried forward and set off with 
agricultural income for the next eight assessment years. 

c. Agriculture income is computed in a manner similar to business income. 

Exceptions: 

a. If a person sells processed produce without carrying out any agricultural or processing 
operations, the income would not be regarded as agricultural income. 

b. Likewise, in cases where the produce is subjected to substantial processing which 
changes the very nature of the product (for instance, canning of fruits), the entire 
operation is not considered as an agricultural operation. The profit from the sale of such 
processed products will have to be apportioned between agricultural income and business 
income. 

c. Income from trees that have been cut and sold as timber is not considered as an 
agricultural income since there is no active involvement in operations like cultivation and 
soil treatment. 

Tax on sale of agricultural land: Before 1970, profit on the sale or transfer of all 
agricultural land was considered rent or revenue derived from the land. Such profit was, 
therefore, tax-exempt as agricultural income. There were several favorable judgments of 
various High Courts on the issue. However, via a retrospective amendment that took 
effect from April 1, 1970, land qualifies to be an agricultural land if the prescribed 
conditions are satisfied. An agricultural land does not form part of the definition of a 
capital asset and hence, there will be no capital gains on the sale of such land. 
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Any other land not forming part of the above will be a capital asset and sale of the same 
shall attract tax on capital gains subject to Section 54B. 

 

Question 16 : Income Exempt from Tax ? 

come can be classified into Three categories as per provisions of this Act. These categories 
are : 

I.          Income Forming part of Total Income and subject to Tax : 

            --These incomes are treated u/s 14 to 80 of the Act and have been explained in 
detail in Part II of this book. 

II         Incomes forming part of Total Income but entitled to Rebate or Relief : 

            -- These incomes are given u/s 86. 

III        Income Exempted from Tax 

            -- These incomes do not form part of total income either fully or partially. 

EXEMPTED INCOMES 

Section 10 of Income Tax Act has given a long list of incomes which are totally exempt 
from tax and so these incomes are not included in the gross  total income of the assessee. 
In other words, such incomes are totally Tax-Free. 

While calculating Total Income in any previous year of any person, any income coming 
under the following clauses shall be exempted. 

 

TAX-FREE INCOMES 

Agricultural Income [Section 10(1)] 

As per section 10(1), agricultural income earned by the taxpayer in India is exempt from 
tax. Agricultural income is defined under section 2(1A) of the Income-tax Act. As per 
section 2(1A), agricultural income generally means: 

(a) Any rent or revenue derived from land which is situated in India and is used for 
agricultural purposes. 

(b) Any income derived from such land by agriculture operations including processing of 
agricultural produce so as to render it fit for the market or sale of such produce. 

(c) Any income attributable to a farm house subject to satisfaction of certain conditions 



specified in this regard in section 2(1A). 

Any income derived from saplings or seedlings grown in a nursery shall be deemed to be 
agricultural income. 

Amount received by a member of the HUF from the income of the HUF, or in 
case of impartible estate out of income of family estate [Section 10(2)] 

As per section 10(2), amount received out of family income, or in case of impartible 
estate, amount received out of income of family estate by any member of such HUF is 
exempt from tax. 

Share of profit received by a partner from the firm [Section 10(2A)] 

As per section 10(2A), share of profit received by a partner from a firm is exempt from tax 
in the hands of the partner. Further, share of profit received by a partner of LLP from the 
LLP will be exempt from tax in the hands of such partner. This exemption is limited only to 
share of profit and does not apply to interest on capital and remuneration received by the 
partner from the firm/LLP. 

Certain interest to non-residents [Section 10(4)] 

As per section 10(4)(i), in the case of a non-resident any income by way of interest on 
certain notified securities or bonds (including income by way of premium on the 
redemption of such bonds) is exempt from tax. 

As per section 10(4)(ii), in the case of an individual, any income by way of interest on 
money standing to his credit in a Non-Resident (External) Account in any bank in India in 
accordance with the Foreign Exchange Management Act, 1999, and the rules made 
thereunder is exempt from tax. 

Exemption under section 10(4)(ii) is available only if such individual is a person resident 
outside India as defined in clause (w) of section 2 of the Foreign Exchange Management 
Act, 1999 or is a person who has been permitted by the Reserve Bank of India to maintain 
the aforesaid Account. 

Interest on notified savings certificates [Section 10(4B)] 

As per section 10(4B), in the case of an individual, being a citizen of India or a person of 
Indian origin, who is a non-resident, any income by way of interest on notified savings 
certificates (subscribed in convertible foreign exchange) issued before the 1st day of June, 
2002 by the Central Government is exempt from tax. 

Leave travel concession [Section 10(5)] 

An employee can claim exemption under section 10(5) in respect of Leave Travel 
Concession. Exemption under section 10(5) is available to all employees (i.e. Indian as 
well as foreign citizens). 

Exemption is available in respect of value of any travel concession or assistance received 



or due to the employee from his employer (including former employer) for himself and his 
family members in connection with his proceeding on leave to any place in India. Other 
provisions to be kept in mind in this regard are as follows: 

Where journey is performed by air: Amount of exemption will be lower of amount of 
economy class air fare of the National Carrier by the shortest route or actual amount 
spent. 

Where journey is performed by rail: Amount of exemption will be lower of amount of 
air-conditioned first class rail fare by the shortest route or actual amount spent. The same 
rule will apply where journey is performed by any other mode and the place of origin of 
journey and destination are connected by rail. 

Where the place of origin and destination are not connected by rail and journey 
is performed by any mode of transport other than by air: 

The exemption will be as follows: 

(a) If recognised public transport exists: Exemption will be lower of first class or deluxe 
class fare by the shortest route or actual amount spent. 

(b) If no recognised public transport exists: Exemption will be lower of amount of air-
conditioned first class rail fare by the shortest route (considering as if journey is 
performed by rail) or actual amount spent. 

Block: Exemption is available for 2 journeys in a block of 4 years. The block applicable for 
current period is calendar year 2014-17. The previous block was of calendar year 2010-
2013. 

Carry over: If an employee has not availed of travel concession or assistance in respect 
of one or two permitted journeys in a particular block of 4 years, then he is entitled to 
carry over one journey to the next block. In this situation, exemption will be available for 3 
journeys in the next block. However, to avail of this benefit, exemption in respect of 
journey should be utilised in the first calendar year of the next block. In other words, in 
case of carry over, exemption is available in respect of 3 journeys in a block, provided 
exemption in respect of at least 1 journey is claimed in the first year of the next block. 

Exemption is in respect of actual expenditure on fare, hence, if no journey is performed, 
then no exemption is available. 

Family: Family will include spouse and children of the individual, whether dependent or 
not and parents, brothers, sisters of the individual or any of them who are wholly or 
mainly dependent on him. 

Exemption is restricted to only 2 surviving children born after October 1, 1998 (multiple 
births after first single child will be considered as one child only), however, such restriction 
is not applicable to children born before October 1, 1998. 

 



 

Remuneration received by specified diplomats and their staff [Section 
10(6)(ii)] 

As per section 10(6)(ii), in case of an individual who is not a citizen of India, remuneration 
received by him as an official (by whatever name called) of an embassy, high Commission, 
legation, Commission, consulate or trade representative of a foreign State, or member of 
the staff of any of that official is exempt from tax, if corresponding Indian official in that 
foreign country enjoys a similar exemption. 

Salary of a foreign employee and non-resident member of crew [Section 
10(6)(vi), (viii)] 

As per section 10(6)(vi), the remuneration received by a foreign national as an employee 
of a foreign enterprise for services rendered by him during his stay in India is exempt from 
tax, provided the following conditions are fulfilled— 

(a) the foreign enterprise is not engaged in any trade or business in India ; 

(b) his stay in India does not exceed in the aggregate a period of 90 days in such year ; 
and 

(c) such remuneration is not liable to be deducted from the income of the employer. 

As per section 10(6)(viii), any salaries received by or due to a non-resident foreign 
national for services rendered in connection with his employment on a foreign ship where 
his total stay in India does not exceed in the aggregate a period of 90 days in the year is 
exempt from tax. 

Remuneration of a foreign trainee [Section 10(6)(xi)] 

As per section 10(6)(xi), the remuneration received by a foreign trainee as an employee of 
foreign Government during his stay in India in connection with his training in any 
establishment or office of, or in any undertaking owned by,— 

i. the Government ; or 

ii. any company owned by the Central Government, or any State Government 

iii. any company which is a subsidiary of a company referred to in item (ii) ; or 

iv. any corporation established by or under a Central, State or Provincial Act ; or 

v. any co-operative society wholly financed by the Central Government, or any State 
Government 

Tax paid on behalf of foreign company deriving income by way of royalty or 
fees for technical services [Section 10(6A)] 



Tax paid by Central Government, State Government or an Indian concern on behalf of a 
foreign company deriving income by way of royalty or fees for technical services in 
pursuance of an agreement made after March 31, 1976 but before June 1, 2002 will be 
exempt from tax in the hands of such foreign company provided such agreement is in 
accordance with the industrial policy of the Indian Government or it is approved by the 
Central Government. 

Tax paid on behalf of foreign company or non-resident in respect of other 
income [Section 10(6B)] 

Tax paid by Central Government, State Government or an Indian concern on behalf of a 
foreign company or non-resident in respect of any income (not being salary, royalty or 
fees for technical services) will be exempt from tax in the hands of such foreign company 
or non-resident if such income is received in pursuance of an agreement entered into 
before June 1, 2002 by the Central Government with the Government of a foreign State or 
international organisation or any other related agreement approved by the Central 
Government. 

Tax paid on behalf of foreign Government or foreign enterprise deriving income 
by way of lease of aircraft or aircraft engine [Section 10(6BB)] 

Tax paid by an Indian company, engaged in the business of operation of aircraft, on 
behalf of foreign Government or foreign enterprise deriving income by way of lease of 
aircraft or aircraft engine will be exempt from tax in the hands of such foreign 
Government or foreign enterprise if such lease rental is received under an agreement 
which is approved by Central Government and entered during the period between 31-3-
1997 to 1-4-1999, or after 31-3-2007. 

Technical fees received by a notified foreign company [Section 10(6C)] 

Section 10(6C) grants exemption from tax in respect of income arising to notified foreign 
company by way of royalty or fees for technical services received in pursuance of an 
agreement entered into with that Government for providing services in or outside India in 
projects connected with security of India. 

Royalty/Fees received by non-resident from National Technical Research 
Organisation [Section 10(6D)] 

As per section 10(6D), income arising to non-resident by way of royalty or fees for 
technical services from services rendered to National Technical Research Organization 
(‘NTRO’) will be exempt from tax in India. 

Allowance/perquisites to Government employee outside India [Section 10(7)] 

As per section 10(7), any allowances or perquisites paid or allowed as such outside India 
by the Government to a citizen of India for rendering service outside India is exempt from 
tax. 

Income of foreign Government employee under co-operative technical 



assistance programme [Section 10(8)] 

As per section 10(8), remuneration received directly or indirectly by an individual, from the 
foreign Government in connection with a co-operative technical assistance programme and 
projects in accordance with an agreement entered into by the Central Government and 
such foreign Government, is exempt from tax. Further, exemption is available in respect of 
any other income of such an individual which accrues or arises outside India and is not 
deemed to accrue or arise in India, provided such individual is required to pay income-tax/ 
social security tax to the foreign Government. 

Remuneration or fees received by a non-resident consultant/its foreign 
employees [Section 10(8A), (8B)] 

Under section 10(8A), (a) remuneration or fees received by a consultant* directly or 
indirectly out of the funds made available to an international organisation, under a 
technical assistance agreement between such organisation and the Government of a 
foreign State and (b) any other income which accrues or arises to him outside India and is 
not deemed to accrue or arise in India, in respect of which such consultant is required to 
pay income-tax/social security tax to the foreign Government of the country of his origin, 
is exempt from tax. 

*Consultant means any individual who is either not a citizen of India, or being a citizen of 
India, is not ordinarily resident in India or any other person who is a non-resident and is 
engaged by the international organization for rendering technical services in India in 
accordance with an agreement entered into by the Central Government and the said 
international organization and the agreement relating to engagement of consultant is 
approved by the prescribed authority. 

Section 10(8B) grants similar exemption to the employee of the above discussed 
consultant, if such employee is either not a citizen of India or being a citizen of India, is 
not ordinarily resident in India and the contract of his service is approved by prescribed 
authority before the commencement of his service. 

Income of a family member of an employee serving under co-operative 
technical assistance programme [Section 10(9)] 

As per section 10(9), the income of any member of the family of any such individual as is 
referred to in section 10(8)/(8A)/(8B) accompanying him to India, which accrues or arises 
outside India and is not deemed to accrue or arise in India, in respect of which such 
member is required to pay any income or social security tax to the Government of that 
foreign State or country of origin of such member, as the case may be, is exempt from 
tax. 

Death-cum-retirement gratuity received by Government servants [Section 
10(10)(i)] 

Section 10(10)(i) grants exemption to gratuity received by Government employee (i.e., 
Central Government or State Government or local authority). 

Gratuity received by a non-Government employee covered by Payment of 



Gratuity Act, 1972 [Section 10(10)(ii)] 

As per section 10(10)(ii), exemption in respect of gratuity in case of employees covered by 
the Payment of Gratuity Act, 1972 will be lower of following : 

• 15 days’ salary × years of service. 
• Maximum amount specified, e., Rs. 20,00,000*. 
• Gratuity actually received. 

* Limit increased from Rs. 10 lakhs to Rs. 20 lakhs vide Notification No. 1420(E), 
dated 29-3-2018. 

Note: 

1) Instead of 15 days’ salary, only 7 days salary will be taken into consideration in case of 
employees of seasonal establishment. 

2) 15 days’ salary = Salary last drawn × 15/26 

3) Salary for this purpose will include basic salary and dearness allowance only. Items 
other than basic salary and dearness allowance are not to be considered. 

4) In case of piece rated employee, 15 days’ salary will be computed on the basis of 
average of total wages (excluding overtime wages) received for a period of three months 
immediately preceding the termination of his service. 

5) Part of the year, in excess of 6 months, shall be taken as one full year. 

Gratuity received by a non-Government employee not covered by Payment of 
Gratuity Act, 1972 [Section 10(10)(iii)] 

As per section 10(10)(iii), exemption in respect of gratuity in case of employees not 
covered by the Payment of Gratuity Act, 1972 will be lower of following : 

• Half month’s salary for each completed year of service, e., 
[Average monthly salary × 1/2] × Completed years of service. . 

• 10,00,000. 
• Gratuity actually received. 

Note: 

1) Average monthly salary is to be computed on the basis of average of salary for 10 
months immediately preceding the month of retirement. 

2) Salary for this purpose will include basic salary, dearness allowance, if the terms of 
service so provide and commission based on fixed percentage of turnover achieved by the 
employee. 

3) While computing years of service, any fraction of a year is to be ignored. 
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Pension [Section 10(10A)]: 

As per section 10(10A), any commuted pension, i.e., accumulated pension in lieu of 
monthly pension received by a Government employee is fully exempt from tax. Exemption 
is available only in respect of commuted pension and not in respect of un-commuted, i.e., 
monthly pension. Exemption in respect of commuted pension in case of a non-Government 
employee will be as follows: 

• If the employee receives gratuity, one third of full value of commuted pension will 
be exempt from tax under section 10(10A). 

• If the employee does not receive gratuity, one half of full value of commuted 
pension will be exempt from tax under section 10(10A). 

Leave salary [Section 10(10AA)] 

As per section 10(10AA), leave encashment by a Government employee at the time of 
retirement (whether on superannuation or otherwise) is exempt from tax. In the hands of 
non-Government employee exemption will be least of the following: 

1. Period of earned leave standing to the credit in the employee’s account at the time of 
retirement (*) × Average monthly salary ($). 

2. Average monthly salary ($) × 10 (e., 10 months’ average salary). 

3. Maximum amount as specified by the Government, e., Rs. 3,00,000. 

4. Leave encashment actually received at the time of retirement. 

(*)Leave credit to the account of the employee at the time of retirement should be 
restricted to 30 days per year of service if leave entitlement as per service rules exceeds 
30 days per year of actual service. 

($) Salary for the above purpose means average salary drawn in the past ten months 
immediately preceding the retirement (i.e., preceding the day of retirement) and will 
include basic salary, dearness allowance (if considered for computing all the retirement 
benefits) and commission based on fixed percentage of turnover achieved by the 
employee. 

Apart from the above items, salary for this purpose does not include any other allowances 
or perquisites. 

Retrenchment compensation [Section 10(10B)] 

As per section 10(10B), compensation received at the time of retrenchment is exempt 
from tax to the extent of lower of the following: 

(a) An amount calculated in accordance with the provisions of section 25F(b) of the 
Industrial Dispute Act, 1947; or 



(b) Maximum amount specified by the Central Government (Rs. 5,00,000); 

(c) Actual amount received. 

Under the Industrial Dispute Act, a workman is entitled to retrenchment compensation, 
equal to 15 days’ average pay for each completed year of continuous service or any part 
in excess of six months. 

Compensation in excess of aforesaid limits is taxable as salary. However, the aforesaid 
limit is not applicable in cases where compensation is paid under any scheme approved by 
the Central Government. 

Compensation for Bhopal Gas Leak Disaster [Section 10(10BB)] 

Compensation [in accordance with Bhopal Gas Leak Disaster (Processing of Claims) Act, 
1985] received by victims of Bhopal gas leak disaster is exempt from tax. However, 
compensation received for any expenditure which is allowed as deduction from taxable 
income is not exempt. 

Compensation on account of any disaster [Section 10(10BC)] 

Any amount received from the Central Government or State Government or a Local 
Authority by an individual or his legal heirs as compensation on account of any disaster is 
exempt from tax. However, no deduction is available in respect of the amount received or 
receivable to the extent such individual or his legal heirs has been allowed a deduction 
under the Act on account of loss or damage caused due to such disaster. Disaster here 
means any disaster due to any natural or man-made causes or by accident/negligence 
which results in substantial loss of human life or damage to property or environment and 
the magnitude of such disaster is beyond coping capacity of community of the affected 
area. 

Payment at the time of voluntary retirement [Section 10(10C)] 

As per section 10(10C), any compensation received at the time of voluntary retirement or 
termination of service is exempt from tax, if the following conditions are satisfied: 

• Compensation is received at the time of voluntary retirement or termination (or in 
the case of an employee of public sector Company, at the time of voluntary 
separation). 

• Compensation is received by an employee of following undertakings- 

a) public sector company ; or 

b) any other company ; or 

c) an authority established under a Central, State or Provincial Act ; or 

d) a local authority ; or 



e) a co-operative society ; or 

f) a University established or incorporated by or under a Central, State or Provincial Act 
and an institution declared to be a University under section 3 of the University Grants 
Commission Act, 1956 (3 of 1956) ; or 

g) an Indian Institute of Technology within the meaning of clause (g) of section 3 of the 
Institutes of Technology Act, 1961 (59 of 1961) ; or 

h) any State Government; or 

i) the Central Government; or 

j) Notified institutes having importance throughout India or in any State or States, 

k) Notified institute of management 

• Compensation is received in accordance with the scheme of voluntary 
retirement/separation, which is framed in accordance with guidelines prescribed 
under Rule 2BA of Income-tax Rules, 1962*. 

• Maximum amount of exemption is Rs. 5,00,000. 
• Where exemption is allowed to an employee under section 10(10C) for any 

assessment year, no exemption under this section shall be allowed to him for any 
other assessment year. 

• With effect from assessment year 2010-11, section 10(10C) has been amended to 
provide that where any relief has been allowed to an assessee under section 89 for 
any assessment year in respect of any amount received or receivable on his 
voluntary retirement or termination of service or voluntary separation, no 
exemption under section 10(10C) shall be allowed to him in relation to such or any 
other assessment year. 

*Guidelines prescribed under Rule 2BA of Income-tax Rules. 1962 

Voluntary retirement scheme should be framed in accordance with the following 
guidelines: 

i. it should apply to an employee who has completed 10 years of service or completed 40 
years of age. This requirement would not be in case of amount received by an employee 
of a public sector company under the scheme of voluntary separation framed by such 
public sector company. 

ii. it should apply to all employees (by whatever name called) including workers and 
executives of a company or of an authority or of a co-operative society, as the case may 
be, excepting directors of a company or of a co-operative society;] 

iii. the scheme of voluntary retirement or voluntary separation should be drawn to result in 
overall reduction in the existing strength of the employees; 

iv. the vacancy caused by the voluntary retirement or voluntary separation is not to be 



filled up; 

v. the retiring employee of a company shall not be employed in another company or 
concern belonging to the same management 

vi. the amount receivable on account of voluntary retirement or voluntary separation of 
the employee does not exceed the amount equivalent to 

– 3 months salary* for each completed year of service or 

– salary at the time of retirement multiplied by the balance months of service left before 
the date of his retirement 

*Salary for this purpose will include basic salary, dearness allowance, if the terms of 
service so provide and commission based on fixed percentage of turnover achieved by the 
employee. 

Tax on perquisites paid by the employer [Section 10(10CC)] 

Perquisites to employees mean any facility provided by the employer to the employees. 
There are two types of perquisites, viz., monetary and non-monetary. Value of perquisite 
is charged to tax in the hands of the employees, however, the employer may at his will 
pay tax (on behalf of employees) on such perquisites. In such a case, the amount of tax 
paid on such perquisites by the employer on behalf of the employees will be treated as 
income of the employees and is charged to tax in his (i.e., in employee’s) hands. However, 
by virtue of section 10(10CC) tax paid by employer (on behalf of employee) on non-
monetary perquisites will be exempt from tax in the hands of employees. 

Such tax paid by the employer shall not be allowed as a deductible expenditure in the 
hands of employer under section 40. Section 10(10CC) provides exemption only in respect 
of tax on non-monetary perquisites. In other words, this section does not provide 
exemption in respect of perquisites or tax paid on monetary perquisites. 

Amount paid on life insurance policy [Section 10(10D)] 

As per section 10(10D), any amount received under a life insurance policy, including 
bonus is exempt from tax. Following points should be noted in this regard: 

• Exemption is available only in respect of amount received from life insurance policy. 
• Exemption under section 10(10D) is unconditionally available in respect of sum 

received for a policy which is issued on or before March 31, 2003. However, in 
respect of policies issued on or after April 1st, 2003, the exemption is available only 
if the amount of premium paid on such policy in any financial year does not exceed 
20% (10% in respect of policy taken on or after 1st April, 2012) of the actual capital 
sum assured. With effect from 1-4-2013, in respect of policy taken in the name of a 
person suffering from diseases specified under section 80DDB or in the name of a 
person suffering from disability specified under section 80U, the limit will be 
increased to 15% of capital sum assured. 

• Value of premium agreed to be returned or of any benefit by way of bonus (or 
otherwise), over and above the sum actually assured, which is received under the 



policy by any person, shall not be taken into account while calculating the actual 
capital sum assured. 

• Amount received on death of the person will continue to be exempt without any 
condition. 

Note: No exemption would be available in case of any sum received under section 
80DD(3) or under Keyman insurance policy. 

Exemption in respect of amount received from public provident fund/statutory 
provident fund/ recognised provident fund/ un-recognised provident fund 
[Section 10(11)/(12)] 

The tax treatment of various items in case of different provident funds is as follows: 

Statutory Provident Fund 

Employer’s Contribution 
Employer’s contribution to such fund is not 
treated as income of the employee. 

Interest 
Interest credited to such fund is exempt in 
the hands of the employee. 

Amount received at the time of 
termination 

Lump sum amount received from such fund, 
at the time of termination of service is 
exempt in the hands of employees. 

Recognised Provident Fund 

Employer’s Contribution 
Employer’s contribution to such fund, up to 
12% of salary is not treated as income of the 
employee (see Note 1). 

Interest 

Interest credited to such fund up to 9.5% per 
annum is exempt in the hands of the 
employee, interest in excess of 9.5% is 
charged to tax in the hands of the employee. 

Amount received at the time of 
termination 

If certain conditions are satisfied, then lump 
sum amount received from such fund, at the 
time of termination of service, is exempt in the 
hands of employees. (see Note 2) 

Un-recognised Provident Fund 

Employer’s Contribution 
Employer’s contribution to such fund is not 
treated as income of the employee. 

Interest 
Interest credited to such fund is exempt in the 
hands of the employees. 

Amount received at the time of 
termination 

(See note 3) 



Public Provident Fund 

Employer’s Contribution Employers do not contribute to such fund. 

Interest Interest credited to such fund is exempt. 

Amount received at the time of 
termination 

Lump sum amount received from such fund at 
the time of termination of service is exempt from 
tax. 

Notes: 

1. Salary for this purpose will include basic salary, dearness allowance, if the terms of 
service so provide and commission based on fixed percentage of turnover achieved by the 
employee. 

2. Accumulated balance paid from a recognised provident fund will be exempt from tax in 
following cases: 

(a) If the employee has rendered a continuous service of 5 years or more. If the 
accumulated balance includes amount transferred from other recognised provident fund 
maintained by previous employer, then the period for which the employee rendered 
service to such previous employer shall also be included in computing the aforesaid period 
of 5 years. 

(b) If the service of employee is terminated before the period of 5 years, due to his ill 
health or discontinuation of business of the employer or other reason beyond his control. 

(c) If on retirement, the employee takes employment with any other employer and the 
balance due and payable to him is transferred to his individual account in any recognised 
fund maintained by such other employer, then the amount so transferred will not be 
charged to tax. 

Except above situations, payment from a recognised provident fund will be charged to tax 
considering such fund as un-recognised from the beginning (See note 3 given below for 
tax treatment of un-recognised provident fund). 

3. Treatment of payment (at the time of termination) from un-recognised provident fund: 

Payment on termination will include 4 things, viz., employee’s contribution and interest 
thereto and employer’s contribution and interest thereto, the tax treatment of such 
payment is as follows: 

• Employee’s contribution is not chargeable to tax; interest on employee contribution 
is taxed under the head “Income from other sources”. 

• Employer’s contribution and interest thereon are taxed as salary income, however, 
an employee can claim relief under section 89 in respect of such payment. 

Payment from account opened in accordance with the Sukanya Samriddhi 
Account Rules, 2014 [Section 10(11A)] 



As per section 10(11A), any payment from an account opened in accordance with the 
Sukanya Samriddhi Account Rules, 2014 made under the Government Savings Bank Act, 
1873 is exempt from tax. In other words, interest and withdrawals from such account will 
be exempt from tax under section 10(11A). 

Payment from the National Pension System Trust to an employee [Section 
10(12A)] 

Any payment from the National Pension System Trust to an assessee on closure of 
account or his opting out of the pension scheme referred to in section 80CCD, to the 
extent it does not exceed 40 % of the total amount payable to him at the time of 
closureor his opting out of the scheme, is exempt from tax. 

Partial withdrawal from NPS [Section 10(12B)] 

To provide relief to an employee withdrawing partial amount from National Pension 
System (NPS) Trust. A new clause (12B) is inserted under section 10 with effect from 
assessment year 2018-19 to provide that the withdrawal from NPS will not be chargeable 
to tax if the following conditions are satisfied:- 

1. Amount of withdrawal should not exceed 25% of total contribution made by an 
employee in NPS. 

2. Partial withdrawal should be made in accordance with the terms and conditions 
specified under the Pension Fund Regulatory and Development Authority Act, 2013 and 
the regulations made thereunder. 

Payment from approved superannuation fund in specified circumstances and 
subject to certain limits [Section 10(13)] 

Approved superannuation fund means superannuation fund which is approved by the 
Commissioner of Income-tax. Tax treatment of such fund is as follows: 

• Employer’s contribution is exempt from tax, however, from assessment year 2010-
11 employer’s contribution in excess of Rs. 1,50,000 per annum is charged to tax as 
perquisite. Employee’s contribution qualifies for deduction under section 80C and 
interest on accumulated balance is not liable to tax. 

• Payments made from the fund are exempt from tax under section 10(13) in 
following cases: 

√ Payment on death of beneficiary; or 

√ Payment to employee in lieu of, or in commutation of an annuity on his retirement at or 
after the specified age or on his becoming incapable prior to such retirement; or 

√ Payment by way of refund of contributions on the death of a beneficiary; or 

√ Payment to employee by way of refund of his contributions on leaving the service in 
connection with which the fund is established otherwise than by retirement at or after a 



specified age or on his becoming incapacitated prior to such retirement; or 

√ Payment to employee by way of transfer to his account under a pension scheme 
referred to in section 80CCD. 

House rent allowance [Section 10(13A)] 

As per section 10 (13A), read with rule 2A, the exemption in respect of HRA will be lower 
of the following amounts: 

(1) 50% of salary, when residential house is situated at Mumbai, Kolkata, Delhi or Chennai 
and 40% of salary where residential house is situated at any other place. 

(2) HRA actually received by the employee in respect of the period during which rental 
accommodation is occupied by the employee during the previous year. 

(3) Rent paid in excess of 10% of salary. 

Salary will include basic salary, dearness allowance forming part of salary while computing 
all retirement benefits and commission based on fixed percentage of turnover achieved by 
the employee. Apart from this, salary for this purpose does not include any other 
allowances/perquisites. 

Salary for this purpose shall be computed on due basis in respect of period during which 
the accommodation is occupied by the employee in the previous year. Hence, any 
payments not pertaining to the previous year or not pertaining to the period of occupation 
of the accommodation shall be excluded. 

Prescribed allowances or benefits [Section 10(14)] 

As per section 10(14), read with rule 2BB following allowances granted to an employee 
are exempt from tax subject to certain limit: 

Allowances Exemption Limit 

Children Education Allowance 
Up to Rs. 100 per month per child 
up to a maximum of 2 children is 
exempt 

Hostel Expenditure Allowance 
Up to Rs. 300 per month per child 
up to a maximum of 2 children is 
exempt 

Transport Allowance granted to an 
employee to (who is a blind and 
handicap) meet expenditure on 
commuting between place of residence 
and place of duty 

Rs. 3,200 per month for blind and 
handicapped employees is exempt 

Allowance granted to an employee 
working in any transport business to meet 
his personal expenditure during his duty 
performed in the course of running of 

Amount of exemption shall be lower 
of following: 



such transport from one place to another 
place provided employee is not in receipt 
of daily allowance. 

a) 70% of such allowance; or 

b) Rs. 10,000 per month. 

Conveyance Allowance granted to meet 
the expenditure on conveyance in 
performance of duties of an office 

Exempt to the extent of expenditure 
incurred for official purposes 

Travelling Allowance to meet the cost of 
travel on tour or on transfer 

Exempt to the extent of expenditure 
incurred for official purposes 

Daily Allowance to meet the ordinary 
daily charges incurred by an employee on 
account of absence from his normal place 
of duty 

Exempt to the extent of expenditure 
incurred for official purposes 

Helper/Assistant Allowance 
Exempt to the extent of expenditure 
incurred for official purposes 

 Research Allowance granted for 
encouraging the academic research and 
other professional pursuits 

Exempt to the extent of expenditure 
incurred for official purposes 

Uniform Allowance 
Exempt to the extent of expenditure 
incurred for official purposes 

Special compensatory Allowance (Hilly 
Areas) (Subject to certain conditions and 
locations) 

Amount exempt from tax varies from 
Rs. 300 to Rs. 7,000 per month. 

Border area, Remote Locality or Disturbed 
Area or Difficult Area Allowance (Subject 
to certain conditions and locations) 

Amount exempt from tax varies from 
Rs. 200 to Rs. 1,300 per month. 

Tribal area allowance in (a) Madhya 
Pradesh (b) Tamil Nadu (c) Uttar Pradesh 
(d) Karnataka (e) Tripura (f) Assam (g) 
West Bengal (h) Bihar (i) Orissa 

Up to Rs. 200 per month 

Compensatory Field Area Allowance. If 
this exemption is taken, employee cannot 
claim any exemption in respect of border 
area allowance (Subject to certain 
conditions and locations) 

Up to Rs. 2,600 per month 

Compensatory Modified Area Allowance. 
If this exemption is taken, employee 
cannot claim any exemption in respect of 
border area allowance (Subject to certain 
conditions and locations) Counter 
Insurgency Allowance granted to 
members of Armed Forces operating in 
areas away from their permanent 
locations. If this exemption is taken, 
employee cannot claim any exemption in 
respect of border area allowance (Subject 
to certain conditions and locations) 

Up to Rs. 1,000 per month 

Up to Rs. 3,900 per month 



Underground Allowance to employees 
working in uncongenial, unnatural climate 
in underground mines High Altitude 
Allowance granted to armed forces 
operating in high altitude areas (Subject 
to certain conditions and locations) 

Up to Rs. 800 per month 

a) Up to Rs. 1,060 per month (for 
altitude of 9,000 to 15,000 feet) 

b) Up to Rs. 1,600 per month (for 
altitude above 15,000 feet) 

Highly active field area allowance granted 
to members of armed forces (Subject to 
certain conditions and locations) 

Up to Rs. 4,200 per month 

Island Duty Allowance granted to 
members of armed forces in Andaman 
and Nicobar and Lakshadweep group of 
Island (Subject to certain conditions and 
locations) 

Up to Rs. 3,250 per month 

Interest on securities [Section 10(15)] 

Interest incomes which are exempt under section 10(15) could be explained with the help 
of the following table- 

Section Income Exemption to 

10(15)(i) 

Interest, premium on redemption, or other 
payment on notified securities, bonds, 
certificates, and deposits, etc.(subject to 
notified conditions and limits) 

All assessees 

  

10(15)(iib) 
Interest on notified Capital Investment Bonds 
notified prior to 1-6-2002 

Individual/HUF 

10(15)(iic) Interest on notified Relief Bonds Individual/HUF 

10(15)(iid) 
Interest on notified bonds (notified prior to 1-
6-2002) purchased in foreign exchange 
(subject to certain conditions) 

Individual – NRI/ 
nominee or 
survivor of 
NRI/individual to 
whom bonds have 
been gifted by 
NRI 

10(15)(iii) Interest on securities 
Issue Department 
of Central Bank of 
Ceylon 

10(15)(iiia) 
Interest on deposits made with scheduled 
bank with approval of RBI 

Bank incorporated 
abroad 

10(15)(iiib) Interest payable to Nordic Investment Bank 
Nordic Investment 
Bank 

10(15)(iiic) 

10(15)(iiic) Interest payable to the European 
Investment Bank on loan granted by it in 
pursuance of framework agreement dated 25-
11-1993 for financial corporation between 

European 
Investment Bank 



Central Government and that bank 

10(15)(iv)(a) 

Interest received from Government or from 
local authority on moneys lent to it before 1-
6-2001 or debts owed by it before 1-6-2001, 
from sources outside India 

All assessees who 
have lent money, 
etc., from sources 
outside India 

  

10(15)(iv)(b) 
Interest received from industrial undertaking 
in India on moneys lent to it under a loan 
agreement entered into before 1-6-2001 

Approved foreign 
financial 
institution 

  

10(15)(iv)(c) 

Interest at approved rate received from 
Indian industrial undertaking on moneys lent 
or debt incurred before 1-6-2001 in a foreign 
country in respect of purchase outside ndia of 
raw materials, components or capital plant 
and machinery, subject to certain limits and 
conditions 

All assessees who 
have lent such 
money, or in 
favour of whom 
such debt has 
been incurred 

10(15)(iv)(d) 

Interest received at approved rate from 
specified financial institutions in India on 
moneys lent from sources outside India 
before 1-6-2001 

All assessees who 
have lent such 
moneys 

10(15)(iv)(e) 

Interest received at approved rate from other 
Indian financial institutions or banks on 
moneys lent for specified purposes from 
sources outside India before 1-6-2001 under 
approved loan agreement 

All assessees who 
have lent such 
moneys 

  

10(15)(iv)(f) 

Interest received at approved rate from 
Indian industrial undertaking on moneys lent 
in foreign currency from sources outside India 
under loan agreement approved before 1-6-
2001 

All assessees who 
have lent such 
moneys 

10(15)(iv)(fa) 
Interest payable by scheduled bank, on 
deposits in foreign currency when acceptance 
of such deposits by bank is approved by RBI 

Non-resident or 
individual/HUF 
who is not 
ordinarily resident 
in India 

10(15)( iv)(g) 

Interest received at approved rate, from 
Indian public companies eligible for deduction 
under section 36(1)(viii) and formed with 
main object of providing long-term housing 
finance, on moneys lent in foreign currency 
from sources outside India under loan 
agreement approved before 1-6-2003 

All assessees who 
have lent such 
moneys 

  

10(15)( iv)(h) 
Interest received from any public sector 
company in respect of notified bonds or 
debentures and subject to certain conditions 

All assessees 

  



10(15)( iv)(i) 
Interest received from Government on 
deposits in notified scheme out of moneys 
due on account of retirement 

Individual – 
Employee of 
Central 
Government / 
State Government 
/ Public sector 
company 

10(15)(v) 

Interest on securities held in Reserve Bank’s 
SGL A/c No. SL/DH-048 and Deposits made 
after 31-3-1994 for benefit of victims of 
Bhopal Gas Leak Disaster held in such account 
with RBI or with notified public sector bank 

Welfare 
Commissioner, 
Bhopal Gas 
Victims, Bhopal 

10(15)(vi) 

Interest on Gold Deposit Bonds issued under 
the Gold Deposit Scheme, 1999 or deposit 
certificates issued under the Gold 
Monetisation Scheme, 2015 

All assessees 

  

10(15)(vii) 
10(15)(vii) Interest on notified bonds issued 
by a local authority/State Pooled Finance 
Entity 

All assessees 

10(15)(viii) 

Interest on deposit made on or after 1-4-2005 
in an Offshore Banking Unit referred to in 
section 2(u) of the Special Economic Zones 
Act, 2005 

Non-resident or 
person who is not 
ordinarily resident 

Lease rent of an aircraft [Section 10(15A)] 

Lease rent of an aircraft or an aircraft engine paid to a foreign Government or to a foreign 
enterprise by an Indian company, engaged in the business of operation of aircraft is not 
taxable in the hands of such foreign Government or non-resident concern, if such payment 
is in pursuance of an agreement (approved by the Central Government) made before April 
1, 1997 or after March 31, 1999 but before April 1, 2007. If such agreement is entered 
into during April 1, 1997 and March 31, 1999 or after March 31, 2007, then exemption 
under section 10(15A) is not available. However, in such a case, if tax on such payments 
is borne by the payer, then tax so borne by the payer is exempt in the hands of payee 
under section 10(6BB), provided agreement is approved by the Central Government. 

Educational scholarship [Section 10(16)] 

Any amount received as educational scholarship (i.e., scholarship to meet the cost of 
education is exempt from tax in the hands of recipient). 

Daily allowance to a Member of Parliament [Section 10(17)] 

Following allowances are exempt from tax in the hands of a Member of Parliament and a 
Member of State Legislature— 

• Daily allowance received by a Member of Parliament or by a Member of State 
Legislature or by member of any committee thereof. 

• Any other allowance received by a Member of Parliament under the Members of 



Parliament (Constituency Allowance) Rules, 1986. 
• Any Constituency allowance received by a Member of State Legislature. Awards 

[Section 10(17A)] 

Any payment received in pursuance of following (whether paid in cash or in kind) is 
exempt from tax: 

• Any award instituted in the public interest by the Central Government or State 
Government or by any other body approved by the Central Government in this 
behalf. 

• Any reward by the Central Government or any State Government for such purpose 
as may be approved by the Central Government in this behalf in the public interest. 

Pension to gallantry award winner [Section 10(18)] 

Pension received by an individual who was employee of the Central Government or State 
Government and who has been awarded Param Vir Chakra or Maha Vir Chakra or Vir 
Chakra or any other notified gallantry award is exempt from tax. 

Family pension received by any member of such individual is also exempt. 

Family pension received by the family members of armed forces [Section 
10(19)] 

From the assessment year 2005-06, family pension received by the widow or children or 
nominated heirs, of a member of armed forces (including paramilitary forces) of the 
Union, is exempt from tax in the hands of such family members, if the death of such 
member of armed forces has occurred in the course of operational duty in prescribed 
circumstances and subject to such conditions as may be prescribed (see rule 2BBA for 
prescribed circumstances and conditions). 

Annual value of one palace [Section 10(19A)] 

Annual value of any one palace in the occupation of a former ruler is exempt from tax 
under section 10(19A). 

Income of local authority [Section 10(20)] 

The following income of a local authority is exempt from tax: 

a) Income which is chargeable under the head “Income from house property”, “Capital 
gains” or “Income from other sources” or 

b) Income from a trade or business carried on by it which accrues or arises from the 
supply of a commodity or service (not being water or electricity) within its own 
jurisdictional area or 

c) Income from business of supply of water or electricity within or outside its own 
jurisdictional area. 



Income of research association [Section 10(21)] 

Any income of a research association, approved under section 35(1)(ii)/(iii) is exempt from 
tax, if following conditions as specified in section 10(21) are satisfied: 

1) Income should be applied or accumulated wholly and exclusively for the objects for it 
established. 

2) Funds should not be invested or deposited for any period during the previous year 
otherwise than in any one or more of the forms/modes specified in section 11(5). 
However, this condition is not applicable in respect of the following:- 

(i) any assets held by the research association where such assets form part of the corpus 
of the fund of the association as on the 1st day of June, 1973; 

(ii) Debentures of a company acquired by the research association before the 1st day of 
March, 1983; 

(iii) any accretion to the shares, forming part of the corpus of the fund mentioned in sub-
clause (i), by way of bonus shares allotted to the research association; 

(iv) voluntary contributions received and maintained in the form of jewellery, furniture or 
any other article as the Board may, by notification in the Official Gazette, specify, 

Note: 

1. Exemption shall not be denied in relation to voluntary contribution [other than voluntary 
contribution in cash or voluntary contribution of the nature referred to in (i), (ii), (iii) or 
(iv) supra]subject to the condition that such voluntary contribution is not held by the 
research association otherwise than in any one or more of the forms or modes specified in 
sub-section (5) of section 11, after the expiry of one year from the end of the previous 
year in which such asset is acquired. 

2. Exemption is not available in relation to any income of the research association, being 
profits and gains of business, unless the business is incidental to the attainment of its 
objectives and separate books of account are maintained by it in respect of such business 

Income of a news agency [Section 10(22B)] 

Any income of a notified news agency, set-up in India solely for collection and distribution 
of news is exempt from tax provided that the news agency applies its income or 
accumulates it for application solely for collection and distribution of news and does not 
distribute its income in any manner to its members. 

Income of a professional association [Section 10(23A)] 

Any income (other than income from house property and income from rendering any 
specific service or income by way of interest or dividend on investment) of an professional 
institution/association is exempt from tax, if the following conditions are satisfied: 



1) Professional institution is established in India for the purpose of control, supervision, 
regulation or encouragement of the profession of law, medicine, accountancy, engineering 
or architecture or such other notified profession. 

2) The institution applies its income, or accumulates it for application, solely to the objects 
for which it is established. 

3) The institution is approved by the Central Government by general or special order. 

Income received on behalf of Regimental Fund [Section 10(23AA)] 

Any income received by any person on behalf of any Regimental Fund or Non-Public Fund 
established by the armed forces of the Union for the welfare of the past and present 
members of such forces or their dependents, is exempt from tax. 

Income of a fund established for welfare of employees [Section 10(23AAA)] 

Any income received by any person on behalf of a fund established, for such purpose as 
may be notified by the Board in Official Gazette, for the welfare of employees or their 
dependents and of which fund such employees are members, is exempt from tax, if such 
fund applies or accumulates its income for exclusive application towards its objects, 
invests its funds in the modes specified in section 11(5) and such fund is approved by the 
Principal Commissioner or Commissioner in accordance with rule made in this behalf (see 
rule 16C and Form No. 9). 

Income of pension fund [Section 10(23AAB)] 

Any income of a fund set-up by the Life Insurance Corporation of India on or after August 
1, 1996 or any other insurer to which contribution is made by any person for receiving 
pension from such fund, and which is approved by the Controller of Insurance or the 
Insurance Regulatory and Development Authority, is exempt from tax. 

Income from Khadi or village industry [Section 10(23B)] 

Income of an institution constituted as a public charitable trust or society which is 
established for the development of khadi and village industries (not for profit purpose) is 
exempt from tax, if following conditions are satisfied: 

1) Income is attributable to the business of production, sale, or marketing, of khadi or 
products of village industries. 

2) Institution applies its income, or accumulates it for application, solely for the 
development of khadi or village industries or both 

3) Institution is approved by the Khadi and Village Industries Commission. 

Income of Khadi and Village Industries Boards [Section 10(23BB)] 

Any income of Khadi and Village Industries Boards is exempt from tax under section 
10(23BB). 



Incomes of statutory bodies for the administration of public charitable trust 
[Section 10(23BBA)] 

Any incomes of bodies or authority established or constituted or appointed under any 
Central, State or Provincial Act for the administration of public, religious or charitable trust 
or endowments (including any place of religious worship) or societies for religious or 
charitable purpose, is exempt from tax. However, this exemption shall not apply to income 
of any such trust, endowment, or society. 

Income of European Economic Community [Section 10(23BBB)] 

Any income of European Economic Community derived in India by way of interest, 
dividends or capital gains, from investments made out of its funds under a notified scheme 
is exempt from tax. 

Income of SAARC fund [Section 10(23BBC)] 

Any income of SAARC fund for Regional Projects is exempt from tax under section 
10(23BBC). 

Income of Secretariat of Asian Organisation of Supreme Audit Institutions 
[Section 10(23BBD)] 

Any income of Secretariat of Asian Organisation of Supreme Audit Institutions is exempt 
from tax for the assessment years 2001-02 to 2010-11. 

Income of Insurance Regulatory and Development Authority [Section 
10(23BBE)] 

Any income of the Insurance Regulatory and Development Authority established under 
section 3(1) of the Insurance Regulatory and Development Authority Act, 1999 is exempt 
from tax. 

Income of North-Eastern Development Financial Corporation Limited [Section 
10(23BBF)] 

No exemption is available under section 10(23BBF) from assessment year 2010-11. 

Income of Central Electricity Regulatory Commission [Section 10(23BBG)] 

Income of Central Electricity Regulatory Commission is exempt from tax from the 
assessment year 2008-09. 

Income of the Prasar Bharati [Section 10(23BBH)] 

Any income of the Prasar Bharati (Broadcasting Corporation of India) established under 
section 3(1) of the Prasar Bharati (Broadcasting Corporation of India) Act, 1990 is exempt 
from tax. 

Income of certain national funds[Section 10(23C)(i)/(ii)/(iii)] 



Any income received by any person on behalf of the Prime Minister’s National Relief Fund, 
the Prime Minister’s Fund (Promotion of Folk Art) or the Prime Minister’s Aid to Students 
Fund is exempt from tax under clause (i), (ii) and (iii) of section 10(23C) respectively. 

Income of National Foundation for Communal Harmony [Section 10(23C)(iiia)] 

Any income of National Foundation for Communal Harmony is exempt from tax under 
section 10(23C)(iiia). 

Income of Swachh Bharat Kosh [Section 10(23C)(iiiaa)] 

Income of the Swachh Bharat Kosh, set up by the Central Government is exempt under 
section 10(23C)(iiiaa). 

Income of Clear Ganga Fund [Section 10(23C)(iiiaaa)] 

Income of the Clear Ganga Fund, set up by the Central Government is exempt under 
section 10(23C)(iiiaaa). 

Income of Chief Minister’s Relief Fund or Lieutenant Governor’s Relief Fund 
[Section 10(23C)(iiiaaaa)] 

As per section 10(23C)(iiiaaaa) (as inserted by the Finance Act, 2017 with retrospective 
effect from the assessment year 1998-99), income of the Chief Minister’s Relief Fund or 
the Lieutenant Governor’s Relief Fund in respect of any state or union territory is exempt 
from tax. 

Income of Educational Institutions [Section 10(23C)(iiiab)/(iiiad)/(vi)] 
Section 10(23C)(iiiab) 

Income of any university or other educational institution existing solely for educational 
purposes and not for purposes of profit, and which is wholly or substantially financed by 
the Government would be exempt under section 10(23C)(iiiab). 

Section 10(23C)(iiiad) 

Income of any university or other educational institution existing solely for educational 
purposes and not for purposes of profit would be exempt under section 10(23C)(iiiad) if 
the aggregate annual receipts of such university or educational institution do not exceed 
Rs. 1 Core. 

Section 10(23C)(vi) 

Income of any university or other educational institution existing solely for educational 
purposes and not for purposes of profit, other than those mentioned in sub-clause (iiiab) 
or sub-clause (iiiad) and which may be approved by the prescribed authority. CBDT 
authorize the Commissioners of Income-tax (Exemptions) for this purpose via Notification 
No. 76/2014 dated 1-12-2014. 

Income of Hospital [Section 10(23C)(iiiac)/(iiiae)/(via)] 



Income arises to any hospital or other institution for the reception and treatment of 
persons suffering from illness or mental defectiveness or for the reception and treatment 
of persons during convalescence or of persons requiring medical attention or 
rehabilitation, existing solely for philanthropic purposes and not for purposes of profit, 
shall be exempt from tax under following situations: 

1) If the hospital or other institution is wholly or substantially financed by the Government 
then exemption would be available under section 10(23C)(iiiac). 

2) If the aggregate annual receipt of such hospital or institution do not exceed Rs. 1 Crore 
then exemption would be available under section 10(23C)(iiiae). 

3) If the hospital is approved by the prescribed authority, i.e., by Commissioners of 
Income-tax (Exemptions) as authorized by CBDT via Notification No. 76/2014 dated 
1-12-2014 then exemption would be available under section 10(23C)(via). 

Income of Charitable Institution or Fund [Section 10(23C)(iv)] 

Any income of a charitable institution or fund which is approved by the prescribed 
authority having regard to its objects and its importance throughout India or throughout 
any State or States is exempt from tax. 

CBDT has authorized Commissioners of Income-tax (Exemptions) via Notification No. 
75/2014 dated 1-12-2014 for granting approval under this section. 

Income of religious/charitable trust [Section 10(23C)(v)] 

Income of any trust (including any other legal obligation) or institution formed wholly for 
public religious purposes or wholly for public religious and charitable purposes, which is 
approved by the prescribed authority having regard to the manner in which the affairs of 
the trust or institution are administered and supervised for ensuring that the income 
accruing thereto is properly applied for the objects thereof, is exempt from tax. 

CBDT has authorized Commissioners of Income-tax (Exemptions) via Notification No. 
75/2014 dated 1-12-2014 for granting approval under this section. 

Conditions for claiming exemption under section 10(23C)(iv)/(v)/(vi)/(via) 

In order to claim exemption under section 10(23C)(iv)/(v)/(vi)/(via), the fund or trust or 
institution or any university or other educational institution or any hospital or other 
medical institution, as the case may be, had to comply with the following conditions: 

1. An application in Form No. 56 (for claiming exemption under section 10(23C)(iv) and 
(v) or continuance thereof) and in Form No. 56D (for claiming exemption under section 
10(23C)(vi) and (via) or continuance thereof) has to filed with prescribed authority, i.e., 
Commissioners of Income-tax (Exemptions). 

2. It should furnish such documents (including audited annual accounts) or information, 
which the prescribed authority, i.e., Commissioners of Income-tax (Exemptions) may 
consider necessary in order to satisfy itself about the genuineness of the activities of such 
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fund or trust or institution or any university or other educational institution or any hospital 
or other medical institution, as the case may be. 

3. It should apply its income, or accumulates it for application, wholly and exclusively to 
the objects for which it is established and in a case where more than fifteen per cent of its 
income is accumulated on or after the 1st day of April, 2002, the period of the 
accumulation of the amount exceeding fifteen per cent of its income shall in no case 
exceed five year. 

4. Funds should not be invested or deposited for any period during the previous year 
otherwise than in any one or more of the forms/modes specified in section 11(5). 
However, this condition is not applicable in respect of the following:- 

(i) any assets which form part of the corpus of the fund, trust or institution or any 
university or other educational institution or any hospital or other medical institution as on 
the 1st day of June, 1973; 

(ii) Equity shares of a public company, held by any university or other educational 
institution or any hospital or other medical institution where such equity shares form part 
of the corpus of any university or other educational institution or any hospital or other 
medical institution as on the 1st day of June, 1998 

(iii) Debentures of a company acquired by the fund, trust or institution or any university or 
other educational institution or any hospital or other medical institution before the 1st day 
of March, 1983; 

(iv) any accretion to the shares, forming part of the corpus of the fund mentioned in point 
no. (i) and (ii), by way of bonus shares allotted to the fund, trust or institution or any 
university or other educational institution or any hospital or other medical institution; 

(v) voluntary contributions received and maintained in the form of jewellery, furniture or 
any other article as the Board may, by notification in the Official Gazette, specify, 

Note: 

1. Exemption shall not be denied in relation to voluntary contribution [other than voluntary 
contribution in cash or voluntary  contribution of the nature referred to in (i), (ii), (iii), (iv) 
or (v) supra]subject to the condition that such voluntary contribution is not held by the 
fund, trust or institution or any university or other educational institution or any hospital or 
other medical institution, as the case may be, otherwise than in any one or more of the 
forms or modes specified in sub-section (5) of section 11, after the expiry of one year 
from the end of the previous year in which such asset is acquired. 

2. Exemption is not available in relation to any income of the fund, trust or institution or 
any university or other educational institution or any hospital or other medical institution, 
as the case may be, being profits and gains of business, unless the business is incidental 
to the attainment of its objectives and separate books of account are maintained by it in 
respect of such business 

5. For claiming exemption under section 10(23C)(iv) and (v), the fund, trust or institution, 



as the case may be, should disinvest by March 30, 1993, all the investment made before 
April 1, 1989, otherwise than in any one or more of the forms or modes specified in 
section 11(5). 

6. For claiming exemption under section 10(23C)(vi) and (via), the university or other 
educational institution or any hospital or other medical institution, as the case may be, 
should disinvest by March 30, 2001, all the investment made before June 1, 1998, 
otherwise than in any one or more of the forms or modes specified in section 11(5). 

7. If taxable income [before giving exemption under section 10(23C)] exceeds the 
exemption limit, the institution should get books of account audited in Form No. 10BB and 
audit report should be submitted along with return of income. 

8. Where any fund, trust or institution or any university or other educational institution or 
any hospital or other medical institution, as the case may be, has been approved or 
notified for claiming exemption under section 10(23C)(iv)/(v)/(vi)/(via) then it would not 
be entitled to claim any benefit of exemption under other provisions of section 10 (except 
the exemption in respect of agricultural income. 

Note: 

• For the purpose of claiming exemption under section 10(23C), where any income is 
required to be applied or accumulated, then, for such purpose the income shall be 
determined without any deduction or allowance by way of depreciation or otherwise 
in respect of any asset, acquisition of which has been claimed as an application of 
income under this clause in the same or any other previous year. 

• Any donation given by a trust/institution [registered under section 12AA or referred 
to in section 10(23C)(iv)/(v)/(vi)/(via)] to any other trust [which is registered under 
section 12AA or referred to in section 10(23C)(iv)/(v)/(vi)/(via)] as contribution with 
specific direction that they shall form part of the corpus of the recipient 
trust/institution, shall not be treated as application of income. 

Income of mutual fund [Section 10(23D)] 

Any income of following mutual funds (subject to provisions of sections 115R to 115T) is 
exempt from tax: 

• A mutual fund registered under the Securities and Exchange Board of India Act or 
regulation made thereunder. 

• A mutual fund set-up by a public sector bank, or a public financial institution or 
authorised by RBI (subject to conditions notified by the Central Government). 

Income of a securitisation trust [Section 10(23DA)] 

Any income of a securitisation trust from the activity of securitisation is exempt from tax. 

Income of notified investor protection fund [Section 10(23EA)] 

Any income by way of contributions received from recognised stock exchanges and the 



members thereof, of a notified Investor Protection Fund set up by recognised stock 
exchanges in India is exempt from tax. 

Provided that where any amount standing to the credit of the Fund and not charged to 
income-tax during any previous year is shared, either wholly or in part, with a recognised 
stock exchange, the whole of the amount so shared shall be deemed to be the income of 
the previous year in which such amount is so shared and shall accordingly be chargeable 
to income-tax. 

Income of Credit Guarantee Fund Trust [Section 10(23EB)] 

Any income of Credit Guarantee Fund Trust for Small Industries, being a trust created by 
the Government of India and the Small Industries Development Bank of India, is exempt 
from tax for 5 years relevant to the assessment years 2002-03 to 2006-07. 

Income of the notified investor protection fund set-up by commodity exchange 
[Section 10(23EC)] 

Any income by way of contributions received from commodity exchanges and the 
members thereof, of a notified Investor Protection Fund set up by commodity exchanges 
in India is exempt from tax. 

Provided that where any amount standing to the credit of the Fund and not charged to 
income-tax during any previous year is shared, either wholly or in part, with a commodity 
exchange, the whole of the amount so shared shall be deemed to be the income of the 
previous year in which such amount is so shared and shall accordingly be chargeable to 
income-tax. 

Income of Investor Protection Fund set by a depository [Section 10(23ED)] 

Any income, by way of contributions received from a depository, of notified Investor 
Protection Fund set up by a depository in accordance with the regulations made under the 
SEBI Act and Depository Act is exempt from tax. 

Provided that where any amount standing to the credit of the Fund and not charged to 
income-tax during any previous year is shared, either wholly or in part with a depository, 
the whole of the amount so shared shall be deemed to be the income of the previous year 
in which such amount is so shared and shall, accordingly, be chargeable to income-tax. 

Income of Core Settlement Guarantee Fund [Section 10(23EE)] 

Section 10(23ED) grants exemption to Income of any specified income of such Core 
Settlement Guarantee Fund, set up by a recognised clearing corporation in accordance 
with the regulations, as the Central Government may, by notification in the Official 
Gazette, specify in this behalf. 

It should be checked that where any amount standing to the credit of the Fund and not 
charged to income-tax during any previous year is shared, either wholly or in part with the 
specified person, the whole of the amount so shared shall be deemed to be the income of 
the previous year in which such amount is so shared  and shall, accordingly, be 



chargeable to income-tax. 

“Recognised clearing corporation” shall have the same meaning as assigned to it in clause 
(o) of sub-regulation (1) of regulation 2 of the Securities Contracts (Regulation) (Stock 
Exchanges and Clearing Corporations) Regulations, 2012 made under the Securities and 
Exchange Board of India Act, 1992 and the Securities Contracts (Regulation) Act, 1956. 

“Regulations” means the Securities Contracts (Regulation) (Stock Exchanges and Clearing 
Corporations) Regulations, 2012 made under the Securities and Exchange Board of India 
Act, 1992 and the Securities Contracts (Regulation) Act, 1956. 

“specified income” shall mean,— 

(a) the income by way of contribution received from specified persons; 

(b) the income by way of penalties imposed by the recognised clearing corporation and 
credited to the Core Settlement Guarantee Fund; or 

(c) the income from investment made by the Fund; 

“Specified person” shall mean : 

(a) any recognised clearing corporation which establishes and maintains the Core 
Settlement Guarantee Fund. 

(b) any recognised stock exchange being a shareholder in such recognised clearing 
corporation or a contributor to the Core Settlement Guarantee Fund. 

(c) any clearing member contributing to the Core Settlement Guarantee Fund. 

Income of a venture capital fund or a venture capital company from investment 
in a venture capital undertaking [Section 10(23FB)] 

Income of a venture capital fund or a venture capital company from investment in a 
venture capital undertaking is exempt from tax from assessment year 2001-02. However, 
this exemption is subject to satisfaction of conditions specified in section 10(23FB). 

These provisions shall not apply in respect of any income of a venture capital company or 
venture capital fund, being an investment fund specified in clause (a) of the Explanation 1 
to section 115UB, of the previous year relevant to the assessment year beginning on or 
after the 1st day of April, 2016. 

Income of an investment fund [Section 10(23FBA)] 

Any income of an investment fund other than the income chargeable under the head 
“Profits and gains of business or profession” is exempt under Section 10(23FBA). 

“Investment fund” shall have the same meaning assigned to it in clause (a) of the 
Explanation 1 to section 115UB. 



Income referred to in section 115UB of a unit holder of an investment fund 
[Section 10(23FBB)] 

Any income referred to in section 115UB, accruing or arising to, or received by, a unit 
holder of an investment fund, being that proportion of income which is of the same nature 
as income chargeable under the head “Profits and gains of business or profession” is 
exempt under section 10(23FBB). 

“Investment fund” shall have the same meaning assigned to it in clause (a) of the 
Explanation 1 to section 115UB. 

Income of a of a Business Trust [Section 10(23FC)] 
Any income of a business trust by way of: 

a) interest received or receivable from a special purpose vehicle; or 

b) dividend referred to in section 115-O(7) 

“special purpose vehicle” means an Indian company in which the business trust holds 
controlling interest and any specific percentage of shareholding or interest, as may be 
required by the regulations under which such trust is granted registration. 

Certain income of a business trust being a real estate investment trust[Section 
10(23FCA)] 

Any income of a business trust, being a real estate investment trust, by way of renting or 
leasing or letting out any real estate asset owned directly by such business trust is exempt 
under section 10(23FCA). 

“Real estate asset” shall have the same meaning as assigned to it in clause (zj)of sub-
regulation (1) of regulation 2 of the Securities and Exchange Board of India (Real Estate 
Investment Trusts) Regulations, 2014 made under the Securities and Exchange Board of 
India Act, 1992. 

Distributed Income of a Unit Holder from the Business Trust [Section 
10(23FD)] 

Any distributed income, referred to in section 115UA, received by a unit holder from the 
business trust, not being that proportion of the income which is of the same nature as the 
income referred to in sub-clause (a) of clause (23FC) or clause (23FCA) of section 10 is 
exempt from tax. 

Income of a registered trade union [Section 10(24)] 

Any income chargeable under the head “Income from house property” and “Income from 
other sources” of a registered union within the meaning of the Indian Trade Union Act, 
1926, formed primarily for the purpose of regulating the relation between workmen and 
employers or between workmen and workmen is exempt from tax. Similar exemption is 
available to an association of registered unions. 



Income of provident fund [Section 10(25)] 

Following income is exempt from tax under this section: 

• Interest on securities held by a statutory provident fund and any capital gains 
arising from such securities. 

• Any income received by the trustee on behalf of a recognised provident fund or an 
approved superannuation fund or an approved gratuity fund; and 

• Any income received by the Board of Trustees on behalf of Deposit-linked 
Insurance Fund. 

Income of the Employees’ State Insurance Fund [Section 10(25A)] 

Any income of the Employees’ State Insurance Fund of the Employees’ State Insurance 
Corporation set-up under the provisions of the Employees’ State Insurance Act, 1948 is 
exempt from tax under section 10(25A). 

Income of a member of a Scheduled Tribe [Section 10(26)] 

Income of a member of a Scheduled Tribe [as per article 366(25) of the Constitution] is 
exempt from tax, if following conditions are satisfied: 

• Such member resides in any area in the State of Nagaland, Manipur, Tripura, 
Arunachal Pradesh, Mizoram or district of North Cachar Hills, Mikir Hills, Khasi Hills, 
Jaintia Hills and Garo Hills or in the Ladakh region of the State of Jammu and 
Kashmir. 

• Such exemption is available in respect of income which accrues/arises from any 
source in such areas or income by way of dividends/interest on securities arises 
from any area. 

Income of a “Sikkimese” individual [Section 10(26AAA)] 

Following income of a Sikkimese individual [as explained in section 10(26AAA)], is exempt 
from tax: 

• Any income from the State of Sikkim; or 
• Income by way of dividend or interest on securities (generated in Sikkim or any 

other place). This exemption is not available to a Sikkimese woman who, on or 
after April 1, 2008 marries a non- Sikkimese individual. 

Income of an Agricultural Produce Marketing Committee/Board [Section 
10(26AAB)] 

With effect from assessment year 2009-10, any income of an Agricultural Produce 
Marketing Committee/Board constituted under any law for the purpose of regulating the 
marketing of agricultural produce is exempt from tax under section 10(26AAB). 

Income of corporation or other body or institution or association established 
for promoting the interest of members of Scheduled Caste, etc. [Section 
10(26B)] 



Any income of a corporation established by a Central, State or Provincial Act or of any 
other body, institution or association (wholly financed by the Government), formed for 
promoting the interests of the members of the Scheduled Castes/Tribes/backward classes 
or of any two or all of them [as explained in section 10(26B)], is exempt from tax under 
section 10(26B). 

Income of corporation established for promoting interest of minority caste 
[Section 10(26BB)] 

Any income of a corporation established by the Central Government or State Government 
for promoting the interests of the members of such minority community as notified by the 
Central Government from time-to-time, is exempt from tax under section 10(26BB). 

Income of corporation established for ex-servicemen [Section 10(26BBB)] 

From assessment year 2004-05, any income of a statutory corporation established by 
Central, State or Provincial Act for the welfare and economic upliftment of ex-servicemen 
(being citizen of India) is exempt from tax under section 10(26BBB). 

“ex-serviceman” means a person who has served in any rank, whether as combatant or 
noncombatant, in the armed forces of the Union or armed forces of the Indian States 
before the commencement of the Constitution (but excluding the Assam Rifles, Defence 
Security Corps, General Reserve Engineering Force, Lok Sahayak Sena, Jammu and 
Kashmir Militia and Territorial Army) for a continuous period of not less than six months 
after attestation and has been released, otherwise than by way of dismissal or discharge 
on account of misconduct or inefficiency, and in the case of a deceased or incapacitated 
ex-serviceman includes his wife, children, father, mother, minor brother, widowed 
daughter and widowed sister, wholly dependant upon such ex-serviceman immediately 
before his death or incapacitation 

Income of a co-operative society formed for promoting the interests of the 
members of Scheduled Castes or Scheduled Tribes [Section 10(27)] 

Any income of a co-operative society formed for promoting the interests of the members 
of Scheduled Castes or Scheduled Tribes or both [as given in section 10(26B)] is exempt 
from tax. Exemption is available only if the membership of the co-operative society 
consists of only other co-operative societies formed for similar purposes and the finances 
of the society are provided by the Government and such other societies [Section 10(27)]. 

Income of coffee board, rubber board, etc. [Section 10(29A)] 

Any income of Coffee Board, Rubber Board, Tea Board, Tobacco Board, Marine Products 
Export Development Authority, Agricultural and Processed Food Products Export 
Development Authority, Spices Board and Coir Board, is exempt from tax under section 
10(29A). 

Subsidy from the Tea Board [Section 10(30)] 

In the case of a taxpayer, who carries on business of growing and manufacturing tea in 
India, the amount of any subsidy received from or through the Tea Board under the 



notified scheme for replantation or replacement of tea bushes or for rejuvenation or 
consolidation of the area used for cultivation of tea, is exempt from tax (for notified 
schemes see Notification No. S.O. 3616, dated September 27, 1976). 

To claim exemption, a certificate from the Tea Board as to the amount of subsidy paid to 
the taxpayer during the year is to be obtained. 

A similar exemption is available under section 10(31) in respect of subsidy received by an 
taxpayer engaged in the business of growing and manufacturing rubber, coffee, 
cardamom or such other commodities as the Central Government may by notification 
specify [Section 10(31)]. 

Income of minor [Section 10(32)] 

Under section 64(1A) income of a minor child is clubbed along with the income of his/her 
parent, subject to certain conditions.. If the income of an individual includes any income of 
his/her minor child, then such individual can claim exemption (in respect of each minor 
child) of lower of following amount: 

(a) Rs. 1,500 per minor child; or 

(b) Amount of income of each minor child (which is clubbed). 

Capital gains on transfer of US 64 [Section 10(33)] 

As per section 10(33), long-term or short-term capital gains arising on transfer of units of 
Unit Scheme, 1964 (US 64) are exempt from tax if the transfer of such asset takes place 
on or after 1/04/2002. 

Dividends and interest on units [Section 10(34)/(35)] 

Following incomes are not chargeable to tax from the assessment year 2004-05: 

• Any income by way of dividends covered by section 115-O [e., any dividends from a 
domestic company other than dividends covered under section 2(22)(e)]; However, 
as per section 115BBDA (as inserted by Finance Act, 2016), in the case of resident 
individual/HUF/firm, dividend shall be chargeable to tax at the rate of 10% if 
aggregate amount of dividend received during the year exceeds Rs. 10,00,000. 

• Any income in respect of units of a mutual fund; 
• Income received by a unit holder of UTI; 
• Income in respect of units of a specified company. 

Note: 

1. Under section 115-O and section 115R, the person paying the dividends on share or 
income on units will have to pay distribution tax on dividend/income distributed. 

2. It should be noted that under this clause, Income on transfer of units is not exempt. 

Income of a shareholder on account of buy back of shares by the company 



[Section 10(34A)] 

Any income arising to an assessee, being a shareholder, on account of buy back of shares 
(not being listed on a recognised stock exchange) by the company as referred to in 
section 115QA is exempt from tax under section 10(34A). This exemption is available only 
in those cases where additional income-tax is payable on distributed income under section 
115QA by the company opting for buy back of such shares. 

Income of an investor received from a securitisation trust [Section 10(35A)] 

Any distributed income referred to in section 115TA received from a securitisation trust by 
any person being an investor of the said trust is exempt from tax under section 10(35A). 

Note: The exemption shall not be available from 1st June 2016. 

Capital gains in case of compulsory acquisition of urban agricultural land 
[Section 10(37)] 

An individual or Hindu Undivided Family (HUF) can claim exemption in respect of capital 
gain arising on transfer by way of compulsory acquisition of agricultural land situated in an 
urban area providedcompensation is received on or after April 1, 2004. This exemption is 
available if the land was used by the taxpayer (or by his parents in the case of an 
individual) for agricultural purpose for a period of 2 years immediately preceding the date 
of its transfer. 

Capital gain on transfer of specified capital assets under land pooling scheme of 
the Andhra Pradesh Government[section 10(37A)] 

Section 10(37A) (as inserted by the Finance Act, 2017 w.r.e.f. 1-4-2015) provides 
exemption in respect of capital gain arising on transfer of specified capital asset by an 
Individual or HUF under the land pooling scheme of the Andhra Pradesh Government. 

“specified capital asset” means,— 

• the land or building or both owned by the assessee as on the 2nd day of June, 
2014 and which has been transferred under the scheme; or 

• the land pooling ownership certificate issued under the scheme to the assessee in 
lieu of land or building or both transferred under the scheme; or 

• the reconstituted plot or land, as the case may be, received by the assessee in lieu 
of land or building or both transferred under the scheme, if such plot or land, as 
the case may be, so received is transferred within 2 years from the end of the 
financial year in which the possession of such plot or land was handed over to 
assessee. 

Long-term capital gains on transfer of equity shares or units of an equity 
oriented mutual fund or a unit of a business trust covered by securities 
transaction tax [Section 10(38)] 

Long-term capital gains arising on transfer of securities are not chargeable to tax in the 
hands of any person, if following conditions are satisfied: 



(a) The asset transferred should be equity shares of a company or units of an equity 
oriented mutual fund or a unit of a business trust. 

(b) The transaction should be liable to securities transaction tax, at the time of transfer. 

(c) Such asset should be a long-term capital asset. 

(d) Transfer should have taken place on or after October 1, 2004. 

Equity oriented mutual fund means a mutual fund specified under section 10(23D) and 
65% of its investible funds, out of total proceeds are invested in equity shares of a 
domestic company. 

Note: 

(1) With effect from 1-4-2016, exemption from capital gains under Section 10(38) shall be 
available even in respect of long-term capital gains arising from transfer of units of a 
business trust which were acquired in lieu of shares of special purpose vehicle as referred 
to in section 47(xvii) and on which securities transaction tax has been paid. 

(2) Exemption from long term capital gains under section 10(38) shall be available w.e.f 
April 1, 2017 even where STT is not paid, provided that – 

– transaction is undertaken on a recognised stock exchange located in any International 
Financial Service Centre, and 

– consideration is paid or payable in foreign currency 

(3) With effect from the assessment year 2018-19, exemption under section 10(38) will 
not be available even if STT is paid at the time of transfer if the following conditions are 
satisfied- 

a. Long-term capital gain is arise from transfer of equity shares in a company. 

b. The shares were acquired on or after 1/10/2004. 

c. At the time of acquisition of shares, the transaction was not chargeable to security 
transaction tax. 

d. The transaction of acquisition shouldn’t be a notified transaction. The Central 
Government will notify certain transaction to protect the exemption in genuine cases. 

4) No exemption under section 10(38) is available with effect from Assessment Year 2019-
20. The long-term capital gains arising from sale of listed securities in excess of Rs. 1 lakh 
is taxable at the rate of 10% under Section 112A (subject to certain conditions). 

Income from international sporting event [Section 10(39)] 

From the assessment year 2006-07, any specified income of notified person, arising from 
an international sporting event held in India is exempt from tax, if the event is approved 



by the international body and is notified by the Central Government and has participation 
by more than two countries. 

Grants received by specified subsidiary company [Section 10(40)] 

Income of any subsidiary company by way of grant or otherwise received from its Indian 
holding company which is engaged in the business of generation/ transmission/distribution 
of power is exempt, if such receipt is for settlement of dues in connection with 
reconstruction or revival of an existing business of power generation. The exemption is 
available, if the reconstruction or revival is by way of transfer of business to the Indian 
company notified under section 80 IA(4)(v)(a). 

Under section 10(41), any capital gain arising in the above case is not chargeable to tax, if 
the transfer has taken place before April 1, 2006. 

Income of certain non-profit body or authority [Section 10(42)] 

Any specified income of non-profit body/authority notified by the Central Government and 
established, constituted or appointed under a multilateral treaty agreement or convention 
to which Central Government is a signatory is exempt from tax under section 10(42). 

Loan in the case of reverse mortgage [Section 10(43)] 

Any amount received by an individual as a loan (either in lump sum or in instalments) in a 
transaction of reverse mortgage referred to in section 47(xvi), is not chargeable to tax. 

Income of New Pension System Trust [Section 10(44)] 

With effect from assessment year 2009-10, any income received by any person for, or on 
behalf of the New Pension System Trust established on 27-2-2008 under the provisions of 
the Indian Trust Act, 1882 will be exempt from tax. 

Any notified allowance or perquisite paid to the Chairman/retired Chairman or 
any other member/retired member of the UPSC [Section 10(45)] 

As per section 10(45), any allowance or perquisite, as may be notified by the Central 
Government in the Official Gazette in this behalf, paid to the Chairman or a retired 
Chairman or any other member or retired member of the Union Public Service Commission 
is exempt from tax. 

Exemption of specified income of notified body/ 
authority/trust/board/commission [Section 10(46)] 

Under section 10(46), any specified income arising to any notified body/authority/Board/ 
Trust/Commission (or a class thereof) which has been established or constituted by or 
under a Central, State or Provincial Act, or has been constituted by the Government or a 
State Government with the object of regulating or administering any activity for the 
benefit of the general public and is not engaged in any commercial activity and is notified 
by the Central Government in the Official Gazette for the purposes of this clause is exempt 
from tax. 



Any income of a notified infrastructure debt fund set-up in accordance with 
prescribed guidelines [Section 10(47)] 

As per section 10(47), any income of a notified infrastructure debt fund set-up in 
accordance with the guidelines prescribed in Rule 2F of the Income-tax Rules is exempt 
from tax. 

Income received by certain foreign companies in Indian currency for import of 
crude oil etc. [Section 10(48)] 

Any income received in India in Indian currency by a foreign company on account of sale 
of crude oil, any other notified goods or rendering of notified services to any person in 
India is exempt from tax provided- 

(i) receipt of such income in India by the foreign company is pursuant to an agreement or 
an arrangement entered into by the Central Government or approved by the Central 
Government; 

(ii) having regard to the national interest, the foreign company and the agreement or 
arrangement are notified by the Central Government in this behalf; and 

(iii) the foreign company is not engaged in any activity, other than receipt of such income, 
in India. 

Any income of a foreign company on account of storage and sale of crude oil 
[Section 10(48A)] 

Any income arising to a foreign company through storage of crude oil in a facility in India 
and sale therefrom to any person resident in India is exempt from tax provided that- 

a) the storage and sale by the foreign company is pursuant to an agreement or an 
arrangement entered into by the Central Government or approved by the Central 
Government; and 

b) having regard to the national interest, the foreign company and the agreement or 
arrangement are notified by the Central Government in this behalf; ] 

Any income of a foreign company on account of sale of leftover stock of crude 
oil [Section 10(48B)] 

Section 10(48B) provides that any income accruing or arising to a foreign company on 
account of sale of leftover stock of crude oil, if any, from a facility in India after the expiry 
of an agreement or an arrangement or on termination of said agreement in accordance 
with the terms mentioned therein shall be exempt subject to such conditions as may be 
notified by the Central Government in this behalf. 

Tax exemption to National Financial Holdings Company Limited [Section 
10(49)] 

As per section 10(49), any income of the National Financial Holdings Company Limited, 



being a company set-up by the Central Government, of any year relevant to any 
assessment year commencing on or before the 1st day of April, 2014 is exempt from tax. 

Income subject to equalisation levy [Section 10(50)] 

Any income arising from specified services which is chargeable to equalisation levy is 
exempt from tax. 

Other important exemptions 

Apart from above discussed exemption of section 10 following is the list of other important 
exemptions: 

• Section 10A provides for exemption in respect of income of newly established 
undertakings in free trade zone or electronic hardware technology park or 
electronic software technology park. 

• Section 10AA provides for exemption in respect of income of newly established 
units in Special Economic Zones. 

• Section 11 and 12 provide exemption in respect of income of a public charitable or 
religious trust. 

• Section 13A provides exemption in respect of income of a political party. 
• Section 13B provides exemption in respect of income of an electoral trust. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

 

Unit – II 

1. Define Salary 

According to Section 17(1) salary includes the following amounts received by an employee 
from his employer, during the previous year  

1. Wages;  
2. any annuity or pension; (Family pension received by heirs of an employee is taxable 

under income from other sources);  
3. any gratuity;  
4. any fees, commission, perquisites or profits in lieu of or in addition to any salary or 

wages;  
5. any advance of salary;  
6. any payment received by an employee in respect of any period of leave not availed 

of by him; (Leave encashment or salary in lieu of leave);  
7. the annual accretion to the balance at the credit of an employee participating in a 

recognised provident fund, to the extent to which it is chargeable to tax under Rule 
6 of part A of the Fourth Schedule; and  

8. the aggregate of all sums that are comprised in the transferred balance as referred 
to in sub-rule (2) of Rule 1] of Part A of the Fourth Schedule, of an employee 
participating in a recognised provident fund, to the extent to which it is chargeable 
to tax, under sub-rule (4) there, i.e., taxable portion of transferred balance from 
unrecognised provident fund to recognised provident fund.  

9. the contribution made by the Central Government or any other employer in the 
previous year, to the account of an employee under a pension scheme referred to 
in Section 8OCCD.  

The above definition of word ‘salary’  U/s 17(1) includes the above mentioned items. 
These can be explained in following manner  

1. Wages—any amount received by a person for work done or job rendered is called 
wages. It may be received under the name of ‘Pay’, ‘Basic Pay’, ‘Salary’, ‘Basic 
salary’ or ‘Remuneration’. It may be for actual work or leave salary or actually 
received or due during the relevant previous year. Salary in lieu of Notice. It is fully 
taxable uls 15 if received during the relevent previous year.  

2. Any Annuity or Pension—Any amount received by employee from past employer 
after attaining the age of retirement or superannuation is fully taxable. It may be 
received direct as pension or out of a superannuation fund created by employer; in 
both cases it is taxable.  

3. Any Gratuity—Any sum received by employee from his past employer as a token 
of gratitude for services rendered in past is called gratuity. This amount is 



exempted upto certain limits given u/s 10(10) and it is dealt with in this very 
chapter at a later stage.  

4. (a)  any Fee—any amount received from employer under the name of fee is also 
fully taxable.  

(b) any Commission—any commissions given by employer to employee is 
fully taxable. Any commission received by a director for standing guarantee for 
repayment of loan, and if he is not employee of the company, shall be taxable 
under “Income from other sources”. In case commission is given to an 
employee and it is paid as a fixed percentage of turnover achieved by such 
employee, such commission shall also be treated as part of the salary for all 
practical purposes. [Gestener Duplicators (P) Ltd. vs. C.I. T. (1979) SC). 

(c) any Bonus—Bonus is fully taxable under the head ‘Salaries’ on receipt 
basis. In case arrears of bonus are received in a previous year, these are fully 
taxable. Bonus can be of two types : 

Statutory Bonus—It is received under some legal or contractual obligation and 
is fully taxable.  

Gratuitous Bonus—It is a casual benefit and is taxable as a receipt from 
employer and having no other implication.  

(d) any Perquisite—Any benefit or amenity allowed by employer to employee. 
These are explained in detail later in this chapter u/s 17(2).  

(e) any Profit in lieu of or in addition to salary—any cash payment 
received by employee from employer is called profit in lieu of salary and these 
are explained later in this chapter u/s 17(3).  

5.   any salary in lieu of leave received during service is fully taxable. 

6.   any advance salary—In case an assessee receives some salary in advance in a 
previous year and which was actually not due in that year shall be taxable in the 
year of receipt. It does not include any loan or advance taken from employee 

         Question 2 : Allowance , Perquistes & Deductions. 

An allowance is defined as a fixed amount of money given periodically in addition to the 
salary for the purpose of meeting some specific requirements connected with the service 
rendered by the employee or by way of compensation for some unusual conditions of 
employment. It is taxable on due/accrued basis whether it is paid in addition to the salary 
or in lieu thereon. These allowances are generally taxable and are to be included in the 
gross salary unless a specific exemption has been provided in respect of allowances 
provided under the Act. 



 

Allowances 

Fully Taxable Allowances 
(1) Dearness Allowance, Additional Dearness Allowance and Dearness Pay: This 
is a very common 
allowance these days on account of high prices. Sometimes Additional Dearness Allowance 
is also 
given. It is included in the income from salary and is taxable in full. Sometimes it is given 
under the 
terms of employment and sometimes without it. When it is given under the terms of 
employment it is 
included in salary for purposes of determining the exemption limits of house rent 
allowance, recognised 
provident fund, gratuity and value of rent free house and is also taken into account for the 
purposes of 
retirement benefits. 
Sometimes dearness allowance is given as ‘Dearness Pay’. It means that it is being given 
under the 
terms of employment. 
(2) Fixed Medical Allowance: It is fully taxable. 
(3) Tiffin Allowance: It is given for lunch and refreshments to the employees. It is 
taxable. 
(4) Servant Allowance: It is fully taxable even if it is given to a low paid employee, not 
being an officer, i.e., it is taxable for all categories of employees. 
(5) Non-practising Allowance: It is generally given to those medical doctors who are in 
government service and they are banned from doing private practice. It is to compensate 
them for this ban. It is fully taxable. 
(6) Hill Allowance: It is given to employees working in hilly areas on account of high 
cost of living in hilly areas as compared to plains. It is fully taxable, if the place is located 
at less than 1,000 metres height from sea level. 
(7) Warden Allowance and Proctor Allowance: These allowances are given in 
educational institutions for working as Warden of the hostel and/or working as Proctor in 
the institution. These allowances are fully  taxable. 



(8) Deputation Allowance: When an employee is sent from his permanent place of 
service to some other place or institution or organisation on deputation for a temporary 
period, he is given this allowance. It is fully taxable. 
(9) Overtime Allowance: When an employee works for extra hours over and above his 
normal hours of duty he is given overtime allowance as extra wages. It is fully taxable. 
(10) Other Allowances like Family allowance, Project allowance, Marriage allowance, 
City Compensatory allowance, Dinner allowance, Telephone allowance etc. These are fully 
taxable. 
Allowances not fully taxable 
House Rent Allowance u/s 10(13A) 
House Rent Allowance (HRA) received by any employee is exempt to the extent of least of 
the following: 
– 50% of Salary for Metro Cities (Delhi, Mumbai, Kolkata and Chennai), else 40% of Salary 
– HRA actually received 
– Rent paid minus 10% of Salary 
 
Note: Salary for the purposes of HRA = Basic + DA (if forming part of salary/retirement 
benefit)+ Commission as a fixed % of Turnover 
Special Allowances u/s 10(14) 
i) All special allowances specifically granted to meet expenses, incurred, for the purposes 
of performance of duties 
a) Wholly 
b) Exclusively & 
c) Necessarily 
These are exempt to the extent such expenses are actually incurred or the amount 
received whichever 
is less. Examples include, Travelling & Conveyance, Relocation, Helper & Uniform 
Allowances. (no cap or upper limit) 
ii) Special allowances granted to an assessee either to meet his personal expenses at the 
place of duty OR to compensate for increased cost of living. Allowances which are granted 
to meet personal expenses are exempt to the extent of amount received or the limits 
specified whichever is less. 
Examples include, 
a) Tribal Area Allowance capped to INR 200 per month is exempt. 
b) Children Education Allowance capped to INR 100 per month (per child, max 2 children) 
is exempt. 
c) Hostel Expenditure Allowance capped to INR 300 per month (per child, max 2 children) 
is exempt. 
d) Transport Allowance for home to office and back capped at INR 1600 per month is 
exempt. 
e) Transport Allowance for handicapped capped at INR 3200 per month is exempt. 
Besides the above there are compensatory allowances for hilly areas, and for work in 
difficult conditions too. 
PROFITS IN LIEU OF OR IN ADDITION TO SALARY 
Annuity / Pension 
Annuity is a yearly payment to an employee post his retirement on account of the funds 
that were saved by him by way of subscription to the annuity fund vide his salary when he 
was in employment. 
Annuity received from the present employer is chargeable to tax as Salary and any 
amount received from the past employer is chargeable to tax as Profits In lieu of Salary. 



Pension however is generally paid by the Government or a Company to the employee for 
his past service and this too is payable after the retirement. 

This pension so received could be commuted / uncommuted, explained as under: 

 

Gratuity 
Gratuity is normally paid in lieu of the long-term service of an employee (usually > 5 
years), but is a voluntary payment by the employer, as an appreciation of the long-
standing services. 
The Gratuity so received, is exempt as under: 
a) For the Central / State Government employees and for the members of the Defence 
Services, any amount received as Gratuity at the time of retirement/death is fully exempt 
b) For all other employees in the private sector: 
l In case the employee is covered under the Payment of Gratuity Act, 1972, any death 
cumretirement 
Gratuity is exempt to the extent of least of the following: 
i. INR 10,00,000 
ii. Gratuity actually received 
iii. 15 days’ Salary based on salary last drawn for each year of service or part thereof in 
excess of 6 months 
Note: Here Salary would mean (Basic + DA) and number of days in the month to be 
assumed to be 26. 
Leave Encashment 
Leave Encashment Salary received by employees of the Government, is fully exempt from 
tax. 
For the Non-Government employees, the Leave Encashment Salary so received is exempt 
from tax to the extent of least of the following: 
a) INR 3,00,000 
b) Leave Salary actually received 
c) 10 month’s Salary on the basis of average Salary drawn in the last 10 months 
d) Cash Equivalent of Leave standing to the credit of the employee at the time of 
retirement / death, based on last 10 month’s average salary drawn. Earned leave 
entitlement per year cannot exceed 30. 
 
 
 



Profits in lieu of Salary 
Under this the following items are included: 
(i) The amount of any compensation due to or received by an assessee from the employer 
or former employer at or in connection with the termination of his employment. The 
termination of employment means retirement, premature termination of employment, 
termination by death or voluntary resignation. Generally, under the 
Income- tax Act, the income that is chargeable to tax is only a receipt which is revenue in 
nature; receipts of a capital nature are not chargeable to tax but this provision constitutes 
an exception to this rule because compensation received by an employee for termination 
of his employment would be a capital receipt since it is received in replacement of the 
sources of income itself. Still it is chargeable to tax because of the specific 
provision in the Act. However, relief under Section 89(1) would be available to the 
assessee in cases where he gets money which represents a profit in lieu of salary. 
(ii) The amount of any compensation due to or received by any assessee from his 
employer in connection with the modification of the terms and conditions relating to 
employment. For example, where an employer wants to cut down the salary payable to 
the employee, the lump sum paid to compensate the employee shall be 
treated as profits in lieu of salary. In the same way, where the remuneration for services 
is paid at the end of the period of employment or a lump sum remuneration is paid at the 
beginning of employment for a number of years, such payment shall be treated as profits 
in lieu of salary. 
(iii) Any amount due to or received, whether in lump sum or otherwise, by any assessee 
from any person - 
(A) before his joining any employment with that person; or (B) after cessation of his 
employment with that person. 

(iv) Any payment other than the following payment due to or received by assessee from 
an employer or a former employer or from a provident or other fund, other than Gratuity 
[Section 10(10)], Pension [Section 10(10A)], HRA [Section 10(13A)], Provident Fund / 
Public Provident Fund/ Recognised Provident Fund. 

(v) Any sum received under Keyman Insurance Policy 

Perquisites 
 
Any facility / benefit that is granted by the employer, the use of which is enjoyed by the 
employee or any member of the employee’s household, is construed as a perquisite under 
the Income Tax Act, and hence attracts tax 
 
Taxable Perquisites: We need to understand the valuation of perquisites. The table 
appended below, summarises the taxable value of various perquisites in the hands of the 
employee assessees 



 

 



 



 

Motor Cars – Perquistier Valuation 
The taxable value of use of motor cars are dealt with separately, as it is situational, as 
under: 
Where the Expenses are met by the employer 
 If the Car is owned / hired by the employer; expenses met by the employer & is used 

by the employee 
wholly for Official purposes, there is no perquisite. 
 If the Car is owned / hired by the employer; expenses met by the employer & is used 

by the employee 
wholly for Personal purposes, the running and maintenance charges / wear & tear / 
hire charges / driver’s salary would be treated as the taxable value of the perquisite net of 
the amount so recovered from the employee. (Including Depreciation @ 10% p.a. on SLM 
basis) 
 If the If the Car is owned / hired by the employer; expenses met by the employer & is 

used by the employee partly for Official and partly for Personal purposes, the 
taxable value of the perquisite would be based on the cc (cubic capacity) of the engine, as 
under: 



l Up to 1.6 litres, the taxable value of the perquisite would be INR 1800 pm 
l > 1.6 litres, the taxable value of the perquisite would be INR 2400 pm 
l If chauffer is also provided, INR 900 pm is to be added to either of the above, depending 
on the engine capacity. (In this case recovery is not deductible) 
 If the Car is owned / hired by the employee; expenses met by the employer & is used 

by the employee 
wholly for Official purposes, there is no perquisite. 
 If the Car is owned / hired by the employee; expenses met by the employer & is used 

by the employee 
wholly for Personal purposes, the actual expenditure so incurred would be treated as 
the taxable value of the perquisite. 
 If the Car is owned / hired by the employee; expenses met by the employer & is used 

by the employee 
partly for Official and partly for Personal purposes, the taxable value of the 
perquisite would be the actual expenditure incurred by the employer as reduced by the 
taxable value of the perquisite determined above basis the engine capacity. 
Where the Expenses are met by the employee 
 If the Car is owned / hired by the employer; expenses met by the employee & is used 

by the employee 
wholly for Official purposes, there is no perquisite 
 If the Car is owned / hired by the employer; expenses met by the employee & is used 

by the employee 
wholly for Personal purposes, the wear & tear / hire charges / driver’s salary would be 
treated as the taxable value of the perquisite. (Including Depreciation @ 10% p.a. on SLM 
basis) 
 If the If the Car is owned / hired by the employer; expenses met by the employee & is 

used by the employee partly for Official and partly for Personal purposes, the 
taxable value of the perquisite would be based on the cc of the engine, as under: 
l Up to 1.6 litres, the taxable value of the perquisite would be INR 600 pm 
l > 1.6 litres, the taxable value of the perquisite would be INR 900 pm 
l If chauffer is also provided, INR 900 pm is to be added to either of the above, depending 
on the engine capacity. (In this case recovery is not deductible) 
. Tax-free perquisites (in all cases) 
The value of the following perquisites is not to be included in the salary income of an 
employee: 
Medical Facilities 
a) The value of any Medical facility provided to an employee or his family member in any 
hospitals, clinics, etc. maintained by the employer. 
b) Reimbursement of expenditure actually incurred by the employee on medical treatment 
for self or for his family members in any hospitals, dispensaries etc. maintained by the 
Government or local authority or in a hospital approved under the Central Health Scheme 
or any similar scheme of the state Government or in a hospital, approved by the chief 
commissioner having regard to the prescribed guidelines for the purposes of medical 
treatment of the prescribed diseases or ailments. 
c) Group medical insurance obtained by the employer for his employees (including family 
members of the employees) or all medical insurance payments made directly or 
reimbursement of insurance premium to such employees who take such insurance. 
d) Reimbursement of medical expenses actually incurred by the employee up to a 
maximum of Rs. 15,000 in the aggregate in a year, in a private hospital for his and his 
family. 



e) Any expenditure incurred or paid by the employer on the medical treatment of the 
employee or any family member of the employee outside India, the travel and stay abroad 
of such employee or any family member of such employee or any travel or stay abroad of 
one attendant who accompanies the patient in connection with such treatment will not be 
included in perquisites of the employee. However, the travel expenditure shall be excluded 
from the perquisites only when the employee’s gross total income as computed before 
including the said expenditure does not exceed two lakh rupees and further to such 
conditions and limits as the Board may prescribe having regard to guidelines, if any, 
issued by the Reserve Bank of India. 
Refreshment : The value of refreshment provided by the employer during office hours 
and in office premises is fully exempt 
Subsidized lunch or dinner provided by employer is exempt 
Recreational facilities : The value of recreational facilities provided is exempt. However, 
the facility should not be restricted to a selected few. 
Telephone facility provided at the residence of the employee is exempt to the extent of 
the amount of telephone bills paid by the employer when it is used for official and 
personal purposes of the employee. 
Transport provided by the employer to the employees as a group (and not to any 
individual or a few employees (alone) from their place of residence to the place of work 
and back in the case of an employer engaged in the business of carriage of goods or 
passengers, to his employees either free of charge or at a concessional rate. Also from the 
assessment year 1990-91, conveyance facility provided for the journey between office and 
residence and back at free of charge or at concessional rate. 
Personal accident insurance, i.e. payment of annual premium by employer on personal 
accident policy effected by him to his employee 
Refresher Course: Where the employee attends any refresher course in management 
and the fees are paid by the employer, the amount spent by employer for the purpose. 
Free rations: The value of free rations given to the armed forces personnel. 
Computer/laptops provided only for use, ownership is retained by the employer 
Rent free houses / conveyance to High Court & Supreme Court Judges 
Employers’ Contribution to Group Insurance Schemes, to recognised Provident Funds 
Annual Premium by employer on policy taken on life of employee 
 
PROVIDENT FUNDS - TREATMENT OF CONTRIBUTIONS THE PROVIDENT FUND 
 
For purposes of Income-tax, provident funds are grouped under three heads 
 
(A) Statutory provident fund 
All provident funds which are set up under the Provident Funds Act, 1925 are called 
Statutory Provident Funds. Provident funds of institutions such an Universities, Colleges or 
other Educational Institutions Reserve Bank of India, State Bank of India, the Central 
Government and State Government would constitute Statutory Provident Funds. In case of 
Statutory Provident Fund, the entire amount of employer’s contribution without any limit 
or restriction whatsoever and the interest thereon received by the employee shall not be 
includible in the total income of the employee both at the time when the contribution is 
made and at the time when the money is received by or on behalf of the employee on his 
retirement, death or otherwise. This exemption is specifically conferred by Sub-section 
(11) of Section 10 of the Income-tax Act. The employee can contribute to this fund out of 
his salary as much as he likes. 
(B) Recognised provident fund 



All Provident Funds recognised by the Commissioner of Income-tax under Rule 3 of Part 
‘A’ of the Fourth Schedule to the Income-tax Act, 1961 and also Provident Funds 
established under a scheme framed under the Employees Provident Funds Act, 1952 are 
known under the Income-tax Act as Recognised Provident Funds. For the purposes of 
being treated as Recognised Provident Fund, the Fund in question must be recognised by 
the Commissioner of Income-tax at the time of its setting up and must continue to be so 
recognised even subsequently. The moment the recognition is withdrawn by the 
Commissioner, the Fund ceases to be a Recognised Provident Fund. The Provident Funds 
of various Public Sector Undertakings, Semi-Government bodies and other institutions and 
organisations including companies which are recognised by the Commissioner for income-
tax purposes, would be treated as Recognised Provident Funds. In the case of a 
Recognised Provident Fund, the employer’s contribution to the Provident Fund is not 
treated as the employee’s income so long as the contribution by the employer does not 
exceed 12% of the salary of the employee. But if the contribution of the 
employer exceeds 12% of the employee’s salary, the excess of the contribution over 12% 
of the salary of the employee is to be treated as part of the taxable income from salaries 
in the hands of the employee in respect of the financial year in which the contributions 
were made by the employer. The fact that the employee concerned does not receive the 
money in hand nor is he entitled to get the money immediately does not in any way affect 
the taxability of the excess over 12% of the employee’s 
salary. The employee’s own contribution qualifies for deduction under Section 80C of the 
Income-tax Act. [Salary for this purpose, includes basic salary; dearness allowance/pay (if 
the terms of employment so provide) and commission (if based on a fixed percentage of 
turnover achieved by the employee)]. As regards interest on the contributions to the 
Provident Fund, only an amount exceeding a sum calculated at 12% per annum on the 
balance standing to the credit of the employee would be treated as part of the 
taxable income of the employee. In other words, so long as the amount of interest does 
not exceed this limit, the interest does not become chargeable to tax in the hands of the 
employee. 
(C) Unrecognised provident Fund 
The Provident Fund which is neither Statutory nor recognised by the Commissioner of 
Income-tax nor Public Provident Fund, would be an Unrecognised Provident Fund for 
income-tax purposes. In the case of an Unrecognised Provident Fund, the employee’s own 
contribution to the Fund would not be allowed as a deduction. The employer’s contribution 
and the interest thereon would, however, be exempt from tax as and when the 
contributions are being made. But when the money in lump sum is received back by the 
employee, that part of the amount attributable to the employer’s contribution would be 
taxable as income from salaries and the interest on the employer’s contribution would also 
be taxable as salary income in the hands of the employee. The employee’s own 
contributions when received back would not be taxable because they do not contain an 
element of income. However, the interest thereon would be chargeable to tax as income 
from other sources and not as income from salaries. 
 
DEDUCTIONS FROM SALARY 
 
Entertainment Allowance 
 Fully taxable 
 First to be included in salary and then deduction to be made. 
 In case of Government Employees, the deduction is available, which would be lower of: 

l 1/5th of Basic Salary Or 



l INR 5000/- Or 
l Actual Entertainment Allowance received 
 
Example 

 
 

 



 
 
 

 

 

 

 

 

 

 

 

 

 

 

 
 
Unit – III 



 

1. Define Annual Value  

Annual Value: The measure of charging income-tax under this head is the annual value 
of the property, i.e., the inherent capacity of a building to yield income. The expression 
‘annual value’ has been defined in Section 23(1) of the Income-tax Act as: 
(1) the annual value of any property shall be deemed to be: 
(a) the sum for which the property might reasonably be expected to let from year to year; 
or 
(b) where the property or any part of the property is let and the actual rent received or 
receivable by the owner in respect thereof is in excess of the sum referred to in clause (a), 
the amount so received or receivable; orc) where the property or any part of the property 
is let and was vacant during the whole or any part of the previous year and owing to such 
vacancy the actual rent received or receivable by the owner in respect 
thereof is less than the sum referred to in clause  
(a), the amount so received or receivable. 
 
Provided that the taxes levied by any local authority in respect of the property shall be 
deducted (irrespective of the previous year in which the liability to pay such taxes was 
incurred by the owner according to the method of accounting regularly employed by him) 
in determining the annual value of the property of that previous year in which 
such taxes are actually paid by him, i.e., municipal taxes wil be allowed only in the year in 
which it was paid. 

Question 2 : Explian Unrealised Rent  

Unrealized Rent: The amount of rent which the owner cannot realise shall be equal to 
the amount of rent payable but not paid by a tenant of the assessee and so proved to be 
lost and irrevocable only if following conditions are satisfied: 
(a) tenancy is bonafide; 
(b) the defaulting tenant has vacated, or steps have been taken to compel him to vacate 
the property; 
(c) the defaulting tenant is not in occupation of any other property of the assessee; 
(d) the assessee has taken all reasonable steps to institute legal proceedings for the 
recovery of the unpaid rent or satisfied the Assessing Officer that legal proceedings would 
be useless. 
 

Question 3 : Gross Annual Value  

The GAV is the higher of 
 
o Expected Rent (ER) and 
o Actual Rent received / receivable (AR) 
 
Note: 
ü The Expected Rent is the higher of Fair Rent (FR) and the Municipal Value (MV), but 
capped to Standard Rent (SR). 
ü Fair Rent is the rental fetched by a similar property in the adjoining neighbourhood. 
ü the Municipal Value is the value determined by the Municipal Authorities. 



ü the Standard Rent is the rent fixed by the Rent Control Act. 

 

Question 4 : Municipal Taxes  
 
Municipal Taxes: The taxes including service taxes (fire tax, conservancy tax, education, 
water tax, etc.) levied by any municipality or local authority in respect of any house 
property to the extent to which such taxes are borne and paid by the owner, and include 
enhanced municipal tax finally determined on appeal and payable by assessee - Clive 
Buildings Cola Ltd. v. CIT (1989) 44 Taxman 160. However, deduction in respect of 
municipal taxes will be allowed in determining the annual value of the property only in the 
year in which municipal taxes are actually paid by the owner. 
Where the tax on property is enchanced with retrospective effect by municipal or local 
authorities and the enhanced tax relating to the prior year is demanded during the 
assessment year, the entire demand is deductible in the assessment year [C.I.T. v. L. 
Kuppu Swamy Chettiar (1981) 132 ITR 416 (Mad.)]. 
Even where the property is situated outside the country taxes levied by local authority is 
that country are deductible is deciding the annual value of the property. [CIT v. R 
Venugopala Riddiar (1965) 58 ITR 439 (Mad.)] 



 
 
Question 5 : Deemed Let out property 
 
Deemed to be let-out property [Section 23(4)] 
ü Assessee given the choice of any one to be construed as self-occupied and for that the 
Annual Value would be NIL 
ü For others, they would be treated as deemed to be let out 
ü The assessee is allowed by the Income Tax Act; the flexibility to change the option to 
suit his needs / benefits 
ü In such as case, therefore, the Expected Rent becomes the Gross Annual Value 
ü Municipal Taxes paid by the owner for the whole year allowed as a deduction 
 
Question 6 Deductions Under House property 
 
Deductions from Net Annual Value (Section 24) 
Standard Deduction: 30% of Net Annual Value 
a. This is not available when the Annual Value is NIL 
b. This is a flat deduction irrespective of the actual expenditure incurred 
Interest on Borrowed Capital 
a. Interest on borrowed capital is allowed as a deduction 
b. Pre-construction period interest is also allowed as a deduction. This refers to the 
interest on capital borrowed, for the period prior to the PY where the acquisition / 
construction is completed. This can be claimed for a period of 5 years from the year of 
acquisition / completion of construction. 



c. No deduction shall be made under the second proviso unless the assessee furnishes a 
certificate, from the person to whom any interest is payable on the capital borrowed, 
specifying the amount of interest payable by the assessee for the purpose of such 
acquisition or construction of the property, or, conversion of the whole or any part of the 
capital borrowed which remains to be repaid as a new loan. 
 
Summary on Allowability 
 
Let out / Deemed to be let out property 
1) Standard deduction of 30% of NAV is fully allowed [Section 24(a)] 
2) Interest on borrowed capital is fully allowed [Section 24(b)] 
Self-occupied properties 
1) Since the Annual Value is nil, there is no Standard deduction available 
2) In case the capital is borrowed 
a. for repairs / renewals / reconstruction, the maximum allowable deduction on account of 
interest is limited to INR 30000 
b. for acquisition / construction, the deduction would depend on whether the loan was 
taken prior to 1.4.99 or later 
i. In case capital borrowed prior to 1.4.99; the maximum allowable deduction on account 
of interest is limited to INR 30000 
ii. In case capital borrowed post 1.4.99; as long as the acquisition / construction was 
completed within 5 years from the end of the FY in which the capital was borrowed, and 
the assessee is in possession of a certificate on interest payable from the lender, the 
maximum allowable deduction on account of interest is limited to INR 200,000. 
 
Question 7 : Vacancy Under House Property 
 

to provide benefit to assessee as per Section 23(1)(‘c) is “where the property or any part 

of the property is let and was vacant during the whole or any part of the previous year 
and owing to such vacancy the actual rent received or receivable by the owner in respect 
thereof is less than the sum referred to in clause (a), the amount so received or 
receivable”. 

Now reading the words “property is let and was vacant during the whole” it can be 
interpreted that in cases where assessee was unable to let out the property for whole of 
the year then he will be allowed to consider NIL as annual value, further one more 
interpretation which exists is that in case property remained vacant for complete year then 
it cannot be said property is let and hence benefit u/s 23(1)(‘c) cannot be taken. 

First interpretation does not seems correct as it will result in no difference between Self 
Occupied house and House which remained vacant for whole of the year, the same has 
also been ruled by Andhra Pradesh High Court in case of Vivek Jain. 

Example 

Illustration 13 : 

Mr. Lal is the owner of a house property. Its municipal valuation is Rs. 80,000. It has been 

let out for Rs 



1,20,000 p.a. The local taxes payable by the owner amount to Rs. 16,000 but as per 
agreement between the tenant and the landlord, the tenant has paid the amount direct to 
the municipality. The landlord, however, bears the following expenses on tenant’s 
amenities: 
 
Extension of water connection 3,000 
Water charges 1,500 
Lift maintenance 1,500 
Salary of gardener 1,800 
Lighting of stairs 1,200 
Maintenance of swimming pool 750 
The landlord claims the following deductions: 
Repairs and Collection charges 7,500 
Land revenue paid 1,500 

Compute the taxable income from the house property for the assessment year 2018-19. 

Solution : 
Computation of income from house property for the assessment year 2018-19 
Gross annual value: to be higher of the following: 
(a) Municipal valuation         Rs.   80,000 
or 
(b) De facto rent (1,20,000 less value of amenities)     Rs. 1,20,000 
Rent Received: 
Less: Value of the amenities provided by the assessee: 
 
(i) Extension of water connection not deductible as it is capital expenditure – 
(ii) Water charges          1500 
(iii) Lift maintenance         1500 
(iv) Salary of gardener         1,800 
(v) Lighting of stairs         1,200 
(vi) Maintenance of swimming pool          750 

(6,750) 
Gross annual value                   1,13,250 
Less: Local tax            16,000: 
No deduction is permissible as the taxes have been paid by the tenant 

Net annual value                  1,13,250 

Less: Standard deduction from net annual value: 
30% of Net Annual Value            33,975 

Income from house property           79,275 

 

 

 



Unit IV  

 

Question 1: What is Capital Asset ? 

 

 

 

 

 



Question 2 : What is Long term and Short Term Assets ? 

SHORT-TERM & LONG-TERM ASSETS 
• Section 2(42A) defines short term capital asset as a capital asset held by the assessee 
for not more than 36 months immediately preceding the date of transfer. Therefore, an 
asset which is held by the assessee for period of > 36 months immediately preceding the 
date of transfer is a long-term capital asset. 
• However, a security (other than a unit) listed in a recognised stock exchange or a unit of 
an equity oriented fund, or of UTI or a Zero-Coupon Bond, will be considered as a long 
term asset if it is held for period of > 12 months immediately preceding the date of 
transfer. 
• A share of a company not being a share which is listed on a recognised stock exchange 
in India, would have a holding period of 24 months. 
• Assets other than short-term capital assets are known as ‘long-term capital assets’ and 
the gains arising therefrom are known as ‘long-term capital gains’. In the case of other 
long- term capital assets, the period of holding is determinable subject to any rules made 
by CBDT.An asset should be held for more than 36 months immediately prior to the date 
of its transfer to become a long term capital asset. 
However, where a capital asset, being Immoveable property (land or building or both) is 
transferred on or after April 1, 2017, then it will be treated as Long Term Capital Asset if it 
is held for more than 24 months immediately prior to the date of its transfer. 
[Amendment vide Finance Act, 2017 w.e.f. AY 2018-19] 
In determining the period for which a capital asset is held by an assessee, the following 
must be noted:  
(i) In the case of shares held in a company in liquidation, the period subsequent to the 
date on which the company goes into liquidation shall be excluded; 
(ii) In case the asset becomes the property of the assessee under the circumstances 
mentioned in Section 49(1) - discussed later in this lesson - the period for which the asset 
was held by the previous owner shall be included; 
(iii) In the case of the shares in an Indian Company which become the property of the 
assessee in a scheme of amalgamation, the period for which the shares in the 
amalgamating company were held by the assessee shall be included; 
(iv) In the case of a capital asset, being a share or any other security subscribed to by the 
assessee on the basis of his right to subscribe to such financial asset or subscribed to by 
the person in whose favour the assessee has renounced his right to subscribe to such 
financial asset, the period shall be reckoned from the date of allotment of such financial 
asset; 
(v) In the case of a capital assets, being the right to subscribe to any financial asset, 
which is renounced in favour of any other person, the period shall be reckoned from the 
date of the offer of such right by the company or institution, as the case may be, making 
such offer; 
(vi) In the case of a capital asset, being a financial asset, allotted without any payment 
and on the basis of holding of any other financial asset, the period shall be reckoned from 
the date of the allotment of such financial asset; 

(vii) In the case of a capital asset, being a share or shares in an Indian company, which 
becomes the property of the assessee in consideration of a demerger, there shall be 
included the period for which the share or shares held in the demerged company were 
held by the assessee; 



(viii) In the case of a capital asset, being trading or clearing rights of a recognized stock 
exchange in India acquired by a person pursuant to demutualisation or corporatisation of 
the recognized stock exchange in India as referred to in Clause (xiii) of Section 47, there 
shall be included the period for which the person was a member of the recognized stock 
exchange in India immediately prior to such demutualisation or corporatisation; 
(viiia) In the case of a capital asset, being equity share or shares in a company allotted 
pursuant to demutualisation or corporatisation of a recognised stock exchange in India as 
referred to in Clause (xiii) of Section 47, there shall be included the period for which the 
person was a member of the recognized stock exchange in India immediately prior to such 
demutualisation or corporatisation; 
Where preference shares are converted into equity shares, the period of holding shall be 
considered from the date of acquisition of preference shares. Cost of acquisition of 
preference shares shall be taken as cost of acquisition of equity shares in the hands of 
assessee. [Amendment vide Finance Act, 2017 w.e.f. AY 2018-19] 
Where units are held by an assessee in the consolidating plan of a mutual fund scheme, 
made in consideration of the allotment to him of units, in the consolidated plan of that 
scheme of mutual fund, then the period of holding shall also include the period for which 
the units in consolidating plan of mutual fund scheme were held by him. Cost of 
acquisition of units in the consolidated plan of mutual fund scheme referred u/s 47(xix) 
shall be the cost of acquisition of units in the consolidating plan of mutual fund scheme. 
[Amendment vide Finance Act, 2017 w.e.f. AY 2018-19] 

 

Question 3 : What is Meant by transfer ? 

TRANSFER 
The essential requirement for the incidence of tax on capital gains is the transfer of a “capital asset”. The Act 

contains an inclusive definition of “transfer”, and hence, it includes: 

 

 



Question 4: What is not Trasfer ? 

What doesn’t constitute Transfer? 
Section 47 specifies certain transactions which will not be regarded as a transfer, as 
below: 
 Any distribution of capital assets on total / partial partition of HUF 
 Any transfer of a capital asset under a gift / irrevocable trust (doesn’t include ESOP’s) 
 Transfer of asset from Holding Company to its wholly owned Indian Subsidiary and vice-

versa 
 Transfer of capital asset from amalgamating company to amalgamated company, in a 

scheme of amalgamation, as long as the resultant company is an Indian Company 
 Transfer of capital asset from demerged company to resulting company, in a scheme of 

demerger, as long as the resultant company is an Indian Company 
 Transfer / issue of shares by the resulting company to the shareholders of the demerged 

company, if such transfer was made in consideration of such demerger 
 Transfer of shares by a shareholder, held in the amalgamating company, in a scheme of 

amalgamation, if such transfer is made as a consideration, by way of allotment of shares 
in the amalgamated Indian company 
 Transfer of rupee denominated bonds / any government security, outside India, by a 

non-resident to another non-resident 
 Redemption of sovereign gold bonds, issued by RBI, by an individual  Transfer of any 

capital asset to the Government / University / National Museum / National Art Gallery, 
any work of art, book, manuscript, drawing, painting, print 
 Transfer by way of conversion of bonds / debentures / preference shares into equity 

shares of that Company 
 Transfer of capital asset under reverse mortgage 

 Transfer by a unit holder under consolidation plans / schemes of Mutual Fund 

 Question 5 : Slump Sale  
 
Capital Gains in respect of Slump Sale (Section 50B) 
Meaning of slump sale [Section 2(42C)] 
Slump sale’ means the transfer of one or more undertakings as a result of the sale for a 
lump sum consideration without values being assigned to the individual assets and 
liabilities in such sales.  
In other words it is a sale 
where the assessee transfers one or more undertaking as a whole including all the assets 
and liabilities as a going concern. The consideration is fixed for the whole undertaking and 
received by the transferor it is not fixed for each of the asset of the undertaking as a 
whole by way of such sale.Thus it may be noted that the undertaking as a whole or the 
division transferred shall be a capital asset. 
o Any gains arising from the slump sale of one / more undertakings held for more than 36 
months, shall be chargeable to tax as Long-Term Capital Gains in the Previous Year in 
which the slump sale was effected 
o Any gains arising from the slump sale of one / more undertakings held for less than 36 
months, shall be chargeable to tax as Short-Term Capital Gains in the Previous Year in 
which the slump sale was effected 
o The Net Worth would be used for the purposes of Cost of Acquisition / Improvement of 
the Unit(s) 



Question 6 : Exemption of Capital Gains  
 

 
 
 
Example : 
 
Priyanka furnishes the following data for the PY ended 31st Mar’18. 
– She had unlisted shares of XYZ Ltd., 100,000 in number, which he sold on 30th Jun’17 
for INR 750 per share.  
– The above shares were acquired as under: 
– Gift from father: 50000 shares on 3rd May’ 99 (FMV on 1st Apr’01 is INR 300) 
– Bonus Shares on 21st Jun’ 09: 20000 shares 
– Purchased 30000 shares on 1st Jan’11 @ INR 525 per share 
Thereafter, she invested the proceeds to buy a residential house at INR 4,00,00,000 on 
3rd May’18 and she was already owing a residential house prior to the purchase of this 
one. 
You are required to compute the taxable capital gains. 
 



 
Note: 
a) The bonus shares were granted after 1st Apr’01 and hence the cost of acquisition is NIL 
b) For the shares gifted by her father prior to 1st Apr’01, the FMV as on 1st Apr’01 would 
be considered as the Cost of Acquisition 
c) Indexed COA for the gifted shares therefore is 50000*300/100*272 
d) Indexed COA for the acquired shares therefore is 30000*525/167*272 
e) In the case above the necessary conditions u/s 54F have been fulfilled and therefore 
she is entitled to a proportionate exemption from LTCG (i.e. INR 4 Crores/INR 7.50 Crores 
* 85,47,305) 
 
Example 2 
 
Mrs. Shanti Devi, a resident individual, sold her residential property on 18th Jul’17 for INR 
75,00,000. She had purchased the same for INR 25,00,000 on 3rd May 2006. She paid 
INR 250,000 towards brokerage for the sale. 
The stamp duty valuation was INR 100,00,000. 
She bought another property for INR 20,00,000 on 14th Dec’17 and deposited another 
INR 5,00,000 on 21st Jun’18 in the capital gain deposit scheme with SBI for construction of 
an additional floor in the property. She also deposited INR 13,50,000 on 30th Nov’17 in 
the NHAI Bonds. 
 
Compute the Capital Gains and Tax Liability. 
 
Question 7 : Explian 54, 54B,54D,54F 
 
Profit on sale of property used for residence [Section 54] 
Where any capital gain arises to an assessee, individual or H.U.F., on the transfer of a 
long-term residential 
 
house (either self-occupied or let out), the income of which is chargeable under the head, 
‘Income from house 
property’, and where the assessee (or in case of his death, his legal representative) has (i) 
purchased one 



residential house in India within a period of one year before such transfer or within a 
period of two years after 
such transfer, or (ii) constructed one residential house in India within three years after 
such transfer, the capital 
gain arising on such transfer is to be treated in the following manner: 
l There should be a transfer of a residential house 
l It must be a long-term capital asset 
l Income from such house should be chargeable to tax under the head “Income from 
House Property” 
l One residential house MUST be purchased within 1 year before OR 2 years after the date 
of transfer 
OR constructed within 3 years from date of transfer 
In such a case, if the cost of the new house is > the Capital Gains, the entire LTCG will be 
exempt, and if less, 
then the LTCG will be exempt only to the extent of the cost of new residential house. 
If the new house is also transferred within 3 years from date of acquisition, the cost of 
asset would be reduced 
by the capital gains exempted earlier 
Transfer of land used for agricultural purposes [Section 54B] 
Where any capital gain either long-term or short-term arises on the transfer of land which, 
in the two years 
immediately preceding the date of transfer, was being used by the assessee being an 
individual or his parents 
or a Hindu Undivided Family for agricultural purposes and where the assessee has 
purchased any other 
agricultural land within a period of two years after the date of its transfer, such capital 
gain is to be treated as 
under: 
l There should be a transfer of an urban agricultural land 
l Such land has been used for agricultural purposes for immediately preceding 2 years by 
such Individual/ 
HUF 
l He should purchase another agricultural land (urban or rural) within 2 years from date of 
transfer 
In such a case, if the cost of the new agricultural land is > the Capital Gains, the entire 
LTCG will be exempt, 
and if less, then the LTCG will be exempt only to the extent of the cost of new agricultural 
land. 
If the new agricultural land is also transferred within 3 years from date of acquisition, the 
cost of land would be 
reduced by the capital gains exempted earlier (not applicable if the new land was rural) 
Compulsory acquisition of lands and buildings [Section 54D] 
An assessee is entitled to exemption from tax in respect of capital gains arising from the 
transfer, by way 
of compulsory acquisition, of any land or building forming part of an industrial undertaking 
belonging to him 
provided the following conditions are satisfied: 
l There must be a compulsory acquisition of land & building forming part of industrial 
undertaking 



l Such land & building should have been used for business purposes of the undertaking for 
immediately 
preceding 2 years 
l The assessee must purchase another land / building / construct any building within 3 
years from date 
of transfer 
In such a case, if the cost of the new land & building is > the Capital Gains, the entire 
LTCG will be exempt, and if less, then the LTCG will be exempt only to the extent of the 
cost of new land& building. 
 
If the new land & building is also transferred within 3 years from date of acquisition, the 
cost of such land & 
building would be reduced by the capital gains exempted earlier 
 
No tax on long-term capital gains if investments made in specified bonds 
[Section 54EC] 
l There should be a transfer of a long-term capital asset. 
l The capital gains arising from transfer of such asset should be invested in a long-term 
specified asset within 6 months from date of transfer. 
l Long-term specified assets would imply, bonds redeemable after 3 years issued by 
National Highways Authority of India (NHAI), or Rural Electrification Corporation Limited, 
or any other notified bond. 
l The assessee should neither transfer nor convert / avail loan with this bond as security 
for a period of 3 years from date of acquisition of such bonds, and in case that does 
happen before 3 years, the capital gain exempted earlier shall be taxed as long-term 
capital gain in that year. 
In this case, the entire LTCG or amount invested in the specified bonds, whichever is 
lower, is exempt. 
Capital gain on the transfer of certain capital assets not to be charged in case 
of investment 
in residential house [Section 54F] 
o There must be a transfer of a long-term capital asset other than a residential house 
o The assessee should purchase 1 residential house within 1 year before OR 2 years after 
the date of transfer OR construct one within 3 years from date of transfer 
If the cost of the investment in a new residential house is > the Net Sale Consideration, 
the entire LTCG is exempt, and if less than Net Sale Consideration, then, LTCG is exempt 
proportionately (that is: LTCG * Investment in New House / Net Sale Consideration). 
There is also a condition, that the assessee should not own more than one house on the 
date of transfer and should not purchase any more residential house within 2 years OR 
construct any within 3 years from date of transfer of original asset, and if that does 
happen then, the entire LTCG exempted earlier will be chargeable to tax as LTCG in that 
year. 
Additionally, if the new house is transferred within 3 years of purchase, capital gains 
would arise on transfer and the LTCG exempt earlier would be taxable as LTCG in that 
year. 
 

Question 8  Explian Capital gain tax rate 
 
Short-term Capital Gains (STCG) 
– STCG is clubbed with Total Income and therefore charged to tax at normal rates 



– However, STCG on transfer of listed equity shares / unit of an equity-oriented fund / unit 
of a business trust, where STT has been paid, STCG is taxable @ 15% 
Long-term Capital Gains (LTCG) 
– LTCG taxable @ 20% for all assessees 
– In case of transfer of listed securities and zero-coupon bonds, LTCG would be at the 
lower of 10% without indexation or 20% with indexation benefit 
– LTCG taxable @ 10% in case of unlisted securities or shares of private companies 
without benefit of indexation 
– If STT has been paid for listed shares or a unit of equity oriented fund / business trust, 
the LTCG is exempt 
Note: STT is not allowed as a deduction in the computation of Capital Gains. Also note, 
that the unexhausted basic exemption limit can be exhausted under LTCG only for 
individuals / HUF’s. 
Example Priyanka furnishes the following data for the PY ended 31st Mar’18. 
– She had unlisted shares of XYZ Ltd., 100,000 in number, which he sold on 30th Jun’17 
for INR 750 per share. 
– The above shares were acquired as under: 
– Gift from father: 50000 shares on 3rd May’ 99 (FMV on 1st Apr’01 is INR 300) 
– Bonus Shares on 21st Jun’ 09: 20000 shares 
– Purchased 30000 shares on 1st Jan’11 @ INR 525 per share 
Thereafter, she invested the proceeds to buy a residential house at INR 4,00,00,000 on 
3rd May’18 and she was already owing a residential house prior to the purchase of this 
one. 
You are required to compute the taxable capital gains. 
 

 
Note: 
a) The bonus shares were granted after 1st Apr’01 and hence the cost of acquisition is NIL 
b) For the shares gifted by her father prior to 1st Apr’01, the FMV as on 1st Apr’01 would 
be considered as the Cost of Acquisition 
c) Indexed COA for the gifted shares therefore is 50000*300/100*272 
d) Indexed COA for the acquired shares therefore is 30000*525/167*272 



e) In the case above the necessary conditions u/s 54F have been fulfilled and therefore 
she is entitled to a proportionate exemption from LTCG (i.e. INR 4 Crores/INR 7.50 Crores 
* 85,47,305) 
 
Example  
Mrs. Shanti Devi, a resident individual, sold her residential property on 18th Jul’17 for INR 
75,00,000. She had 
purchased the same for INR 25,00,000 on 3rd May 2006. She paid INR 250,000 towards 
brokerage for the sale. 
The stamp duty valuation was INR 100,00,000. 
She bought another property for INR 20,00,000 on 14th Dec’17 and deposited another 
INR 5,00,000 on 21st Jun’18 in the capital gain deposit scheme with SBI for construction of 
an additional floor in the property. She also deposited INR 13,50,000 on 30th Nov’17 in 
the NHAI Bonds. 
Compute the Capital Gains and Tax Liability. 

 
Notes: 
As Per Section 50C, in case the actual sale consideration is less than the stamp duty value, 
the stamp duty valuation would be the full value of the consideration. B) Indexed COA = 
25,00,000 / 122*272. C) Exemptions u/s 54 are towards purchase of another house within 
2 years of date of transfer and Deposit in Capital Gains Accounts Scheme (CGAS) on or 
before the due date of filing return of Income. D) Exemption u/s 54EC is towards 
investment in specified bonds (NHAI) within 6 months from date of transfer. E) Since the 
Taxable LTCG, which is also the total income is INR 326,230, the unexhausted basic 
exemption limit can be exhausted by LTCG, therefore the tax will be payable on INR 
326,230-INR 250,000, i.e., INR 76,230 @ 20% which is the LTCG rate. F) Since the total 
income of the assessee is below INR 350,000, the assessee is entitled to rebate 
u/s 87A of INR 2500. 
 



UNIT – V 
 
Question 1 : Section 80 C 
 
Section 80C provides deduction to (a) an individual; (b) a Hindu undivided family for 
investments made in specified assets subject to a maximum amount of’ one lakh and fifty 
thousand rupees. 
The specified Investments include: 
a) Premium paid on life Insurance policy taken on the life of an individual assessee or 
spouse and any child of such individual, and any member of the Hindu Undivided Family 
subject to a maximum of 10% of the actual sum assured, if insurance policy is taken on or 
after 1.04.2012. But if, insurance policy is taken on or before 31.03.2012, then maximum 
limit is 20% of actual sum assured. Further, if insurance policy is taken on or after 
01.04.2013 and the policy is on the life of a person with disability or severe 
disability mentioned in Section 80U or a person suffering from a disease or aliment 
mentioned in Section 80DDB, then 15% of actual sum assured. 
actual sum assured” in relation to a life insurance policy shall mean the minimum amount 
assured under the policy on happening of the insured event at any time during the term of 
the policy, not taking into account – 
1. the value of any premium agreed to be returned; or 
2. any benefit by way of bonus or otherwise over and above the sum actually assured, 
which is to be or may be received under the policy by any person. 
b) Amounts paid to effect or to keep in force a contract for a non-cummulative deferred 
annuity not being an annuity plan referred to in clause (j) below on the life of: (i) in the 
case of an individual, the individual, spouse or any child of such individual and 
However, such contract should not contain a provision for exercise of an option by the 
insured to receive cash payment in lieu of the payment of the annuity. 
c) Deduction from the salary payable by or on behalf of the Government to any individual, 
in accordance with the conditions of his service, for securing to him a deferred annuity or 
making provision for his wife or children, to the extent of one-fifth of salary. 
d) Contribution made by an individual to a Recognised provident fund; an approved 
superannuation fund; public provident fund; a ten-year account or a fifteen- year account 
under the Post Office Savings Bank (Cumulative Time Deposits) Rules, 1959 
e) Purchase of notified securities or deposit secheme of the Central Government. Sukanya 
Samriddhi Account Scheme has been notified. 
f) Subscription to other notified savings certificates defined in Section 2(c) of the 
Government Savings Certificates Act, 1959 [For this clause, National Savings Certificates 
(VIII) issue has been notified] and interest accured deemed to be reinvested also 
qualifies. 
g) Contributions made by an individual or HUF, for participation in the Unit-Linked 
Insurance Plan, 1971, deemed to have been made under Section 19(8)(a) of the Unit 
Trust of India Act, 1963. [For this clause, Dhanaraksha-1989 plan of LIC Mutual Fund has 
been notified]. 
h) Contributions made in the name of an individual or HUF for participation in any notified 
Unit-Linked Insurance Plan of the LIC Mutual Fund. 
i) Any contribution to effect or keep in force any notified annuity plan of the LIC or any 
other insurer. 
j) Any subscription, to any units of any Mutual Fund or the Unit Trust of India under any 
notified plan formulated by the Central Government. 



k) Any contribution to any pension fund set up by any Mutual Fund as notified by the 
Central Government. 
l) Subscription to the notified deposit scheme of or contribution to any such pension fund 
set up by the National Housing Bank established under Section 3 of the National Housing 
Bank Act, 1987. [For this clause, Home Loan Account Scheme of National Housing Bank 
has been notified]. 
m) Only tuition fees (excluding any payment towards any development fees or donation or 
payment of similar nature), whether at the time of admission or thereafter, - (for full time 
education of any 2 children) to any university, college, school or other educational 
institution situated within India; 
n) For purchase or construction of a residential house property, the income of which is 
chargeable to tax under the head “Income from House Property”, where such payments 
are made towards or by way of: 
i. any installment or part payment of the amount due towards the cost of the house 
property allotted or construction and sale of house property on ownership basis; or 
ii. E-payment of any loan taken for the purpose of purchase or construction of residential 
house property subject to some conditions. 
o) Subscription to equity shares or debentures or units forming part of any eligible issue of 
capital i.e. issue made by a company registered in India or a public financial institution or 
an approved mutual fund for the purpose of developing, maintaining and operating an 
infrastructure facility as defined in the explanation to Sub-section (4) of Section 80-IA or 
for generation, or for generation and distribution of power or for providing 
telecommunication services whether basic or cellular. 
p) Fixed deposits for a minimum period of 5 years in any Scheduled Banks 
q) As subscription to such bonds issued by the National Bank for Agriculture and Rural 
Development, as the Central Government may, by notification in the Official Gazette 
specify in this behalf. 
r) In an account under the Senior Citizens Savings Scheme Rules, 2004. 
s) As five year time deposit in an account under the Post Office Time Deposit Rules, 1981. 
 
Question 2  : Section 80 D 
 
Section 80D provides deduction to an individual or a Hindu undivided family towards 
medical insurance premium and preventive health check-sup or contribution to Central 
Government Health Scheme (CGHS) or any scheme notified by the Central Government on 
the health of the assessee, his family, parents or members of the HUF. 
Where the assessee is an individual, the sum referred to in sub-section (1) shall be the 
aggregate of the following: 
(a) the whole of the amount paid to effect or to keep in force an insurance on the health 
of the assessee or his family or “any contribution made to the Central Government Health 
Scheme” or such other scheme as may be notified by the Central Government in this 
behalf or any payment made on account of preventive health check-up of the assessee or 
his family and the sum does not exceed in the aggregate Rs. 25,000; and 
(b) the whole of the amount paid to effect or to keep in force an insurance on the health 
of the parent or parents of the assessee or any payment made on account of preventive 
health check-up of the assessee or his family as does not exceed in the aggregate Rs. 
25,000. 
(c) the whole of the amount paid on account of medical expenditure incurred on the 
health of the assessee or any member of his family as does not exceed in the aggregate 
Rs. 30,000. 



(d) the whole of the amount paid on account of medical expenditure incurred on the 
health of any parent of the assesse, as does not exceed in the aggregate Rs. 30,000. 
 
Question 3 : Income from Other Source. 
 
INCOME CHARGEABLE UNDER THE HEAD ‘INCOME FROM OTHER SOURCES’ 
Income chargeable under Income-tax Act, which does not specifically fall for assessment 
under any of the heads discussed earlier, must be charged to tax as “income from other 
sources”. This head is thus a residuary head of income under which income can be 
computed only after deciding whether the particular item of income 
is otherwise assessable under any of the first four heads. In addition to the taxation of 
income not covered by the other heads, Section 56(2) specifically provides certain items of 
incomes as being chargeable to tax under the head in every case. 
The following shall be chargeable to Income Tax under the head “Income from other 
sources” : - 
(a) Dividends [Section 56(2)(i)] : Dividend income other than divided referred under 
section 10(34) shall be included under income from other sources. 
(b) Keyman Insurance policy : Amount received under a Keyman insurance Policy, 
including bonus on each Policy, if it is not taxable under any other head of income shall be 
chargeable under Income from other sources. 
(c) Winnings from lotteries [Section 56(2)(ib)] : Any winnings from lotteries, 
crossword puzzles, races including horse races, card games and other games of any sort 
or from gambling or betting of any form or nature shall be chargeable to tax under 
Income from other sources. The entire income of winnings, without any expenditure or 
allowance or deductions under Sections 80C to 80U, will be taxable. However, expenses 
relating to the activity of owning and maintaining race horses are allowable. 
Further, such income is taxable at a special rate of income-tax i.e., 30% + surcharge + 
cess @ 3% [Section115BB] 
(d) Contribution to Provident fund : Income of the nature referred to in Section 
2(24)(x) (relating to certain contributions to any provident fund or superannuation fund or 
any fund set up under the provisions of the ESI Act or any other fund for the welfare of 
such employees received by the assessee from his employees in his capacity as an 
employer) will be chargeable to income-tax under the head “income from other sources” if 
such income is not chargeable to income-tax under the head “profits and gains of business 
or profession”. But if the employer deposits such amount on or before due date of deposit 
applicable for such contribution, he will be allowed a deduction on account of the same. 
[Section 56(2) (ic)]. 
(e) Income by way of interest on securities : if the income by way of interest on 
securities is not chargeable to income-tax under the head,” Profits and gains of business 
or profession”, then such income shall be taxable under Income from other sources. 
(f) Income from hiring of machinery, etc. [Section 56(2)(ii)] : Income from 
machinery, plant or furniture belonging to the assessee and let on hire; if the income is 
not chargeable to income-tax under the head “profits and gains of business or profession” 
shall be taxable under Income from other sources. 
(g) Hiring out of building with machinery etc. [Section 56(2)(iii)] : Where an 
assessee lets on hire machinery, plant or furniture belonging to him and also building and 
the letting of the building is inseparable from the letting of the said machinery, plant or 
furniture, the income from such letting, if it is not chargeable to income-tax under the 
head “Profits and gains of business or profession” shall be taxable under Income from 
other sources. 



(h) Money Gifts : Where any sum of money, the aggregate value of which exceeds fifty 
thousand rupees, is received without consideration, by an individual or a Hindu undivided 
family, in any previous year from any person or persons on or after the 1st day of April, 
2006 but before 1st day of October, 2009, the whole of the aggregate value of such sum 
shall be taxable under the head Income from other sources. [Section 56(2)(vi)] 
Provided that this clause shall not apply to any sum of money received  
(a) from any relative; or 
(b) on the occasion of the marriage of the individual; or 
(c) under a will or by way of inheritance; or 
(d) in contemplation of death of the payer; or 
(e) from any local authority as defined in the Explanation to clause (20) of section 10; or 
(f) from any fund or foundation or university or other educational institution or hospital or 
other medical institution or any trust or institution referred to in clause (23C) of section 
10; or 
(g) from any trust or institution registered under section 12AA. 
(h) shares received as a consequence of demerger/ amalgamation of a company or 
business reorganisation of a co-operative bank. 
Explanation : For the purposes of this clause, relative means 
(i) spouse of the individual; 
(ii) brother or sister of the individual; 
(iii) brother or sister of the spouse of the individual; 
(iv) brother or sister of either of the parents of the individual; 
(v) any lineal ascendant or descendant of the individual; 
(vi) any lineal ascendant or descendant of the spouse of the individual; 
(vii) spouse of the person referred to in clauses (ii) to (vi).] 
(i) Gifts in Cash or in Kind : Where an individual or a Hindu undivided family receives, 
in any previous year, from any person or persons on or after the 1st day of October, 2009 
[Section 56(2)(vii)] 
a) any sum of money, without consideration, the aggregate value of which exceeds fifty 
thousand rupees, the whole of the aggregate value of such sum shall be chargeable to tax 
under this head; 
b) (i) any immovable property received without consideration, the stamp duty value of 
which exceeds fifty thousand rupees, the stamp duty value of such property shall be 
taxable under income from other sources or 
(ii) any immovable property received for a consideration which is less than the stamp duty 
value of the property by an amount exceeding fifty thousand rupees, the stamp duty value 
of such property as exceeds such consideration shall be chargeable to tax under income 
from other sources. 
Where the date of the agreement fixing the amount of consideration for the transfer of 
immovable property and the date of registration are not the same, the stamp duty value 
on the date of the agreement may be taken. 
However, this exception shall apply only in a case where the amount of consideration 
referred to therein, or a part thereof, has been paid by any mode other than cash on or 
before the date of the agreement for the transfer of such immovable property. 
c) any property, other than immovable property without consideration, the aggregate fair 
market value of which exceeds fifty thousand rupees, the whole of the aggregate fair 
market value of such property; and if received for a consideration which is less than the 
aggregate fair market value of the property by an amount exceeding fifty thousand 
rupees, the aggregate fair market value of such property as exceeds such consideration 
shall be chargeable to tax under Income from other sources. 



Provided that where the stamp duty value of immovable property as referred to in sub-
clause (b) is disputed by the assessee on grounds mentioned in sub-section (2) of section 
50C, the Assessing Officer may refer the valuation of such property to a Valuation Officer, 
and the provisions of section 50C and sub-section (15) of section 155 shall, as far as may 
be, apply in relation to the stamp duty value of such property for the purpose of sub-
clause (b) as they apply for valuation of capital asset under that section: Provided further 
that this clause shall not apply to any sum of money or any property received 
(a) from any relative; or 
(b) on the occasion of the marriage of the individual; or 
(c) under a will or by way of inheritance; or 
(d) in contemplation of death of the payer or donor, as the case may be; or 
(e) from any local authority as defined in the Explanation to clause (20) of section 10; or 
(f) from any fund or foundation or university or other educational institution or hospital or 
other 
medical institution or any trust or institution referred to in clause (23C) of section 10; or 
(g) from any trust or institution registered under section 12AA. 
 
Question 3 : What is Casual Income ? 
 
Casual income includes income by way of winnings from lotteries; crossword puzzles; 
races including horse races; gambling and betting of any nature or form; card games, 
game show or entertainment program on television or electronic mode and any other 
game of any sort. All these incomes are chargeable to tax under the head income from 
other sources. However, following income are not chargeable under the head “income 
from other sources”: 
(a) Lottery held at stock in trade: Winning from lottery to an agent or trader out of its 
unsold stock of lottery tickets shall be treated as incidental to business and taxed under 
the head “profit and gains of business or profession “. 
(b) Income of jockey: Income of jockey from such profession is not treated as winning 
from the horse races. 
(c) Winning from a motor car rally: Winning from a motor car rally is a return for skill 
and effort and cannot be created as casual income, these are taxable as normal income. 
• No deduction or exemption is provided in respect of the casual income. [Section 58 (4)]. 
• No deduction can be claimed from such income even if such expenditure is incurred 
exclusively and wholly for earning such income. 
• Further, deduction under section 80C to 80U is also not available from such income. 
Taxation of Casual Income: Casual income is liable to TDS. The casual income is taxed 
at a flat rate of 30% plus surcharge(if any,plus education cess plus secondary and higher 
education cess). 
When the TDS has already been deducted from the income, then in order to calculate the 
tax liability on such income, the income is to be grossed up. [Section 115BB] 
However, the following incomes are not liable to TDS: 
(1) Winning from lottery upto amount Rs.10,000 
(2) Winning from racing other than horse race 
(3) Winning from horse race upto Rs. 5000 
 
 
 
 
 



Question 4 : Dividend  
 
Meaning of the term “Dividend” [Section 2(22)] :The term “dividend” is ordinarily 
used to refer to any distribution made by a company to its shareholders out of its profits in 
proportion to the number of shares held by the shareholder concerned in the company. 
Apart from the distribution made by the company, any division 
of profit between the members who earned the same would also be treated as dividend 
under the general meaning of expression. For purposes of income-tax, the definition of 
dividend is given in Section 2(22) of the Income-tax Act. The definition, although not 
exhaustive and comprehensive, is having the effect of over-riding anything else to the 
contrary contained in any other law for the time being in force. The definition given in the 
Income-tax Act is enumerative and inclusive in nature and does not precisely specify as to 
what exactly is meant by the term dividend. Consequently, any money received by a 
shareholder which may not fall within the various items specified in the Income-tax Act 
may still be considered and taxable as dividend except in cases where a different 
interpretation or inference could be had in the circumstances of the case. 
According to the definition in the Income-tax Act, “Dividend” includes the following items: 
(a) Any distribution by a company of accumulated profits, whether capitalised or not, if 
such distribution entails the release by the company to its shareholders of all or any part 
of the assets of the company. 
(b) Any distribution, by a company to its shareholders, of debentures debenture stock or 
deposit certificates in any form, whether with or without interest and any distribution to its 
preference shareholders of shares by way of bonus to the extent to which the company 
possesses accumulated profits, whether capitalised or not; 
(c) Any distribution made to the shareholders of a company on its liquidation, to the 
extent to which such distribution is attributable to the accumulated profits of the company 
immediately before its liquidation, whether capitalized or not; 
(d) Any distribution to its shareholders by a company on the reduction of its share capital, 
to the extent to which the company possesses accumulated profits, whether capitalised or 
not; 
(e) Any payment made by a company, in which the public are not substantially interested 
of any sum whether representing a part of the assets of the company or otherwise made 
after the 31st day of May, 1987, by way of advance or loan to a shareholder, being a 
person who is the beneficial owner of shares (not being shares entitled to a fixed rate of 
dividend whether with or without right to participate in profits), holding not less than ten 
per cent of the voting power, or to any concern in which such shareholder is a member or 
a partner and in which he has a substantial interest (hereinafter in this clause referred 
to as the said concern), or any payment by any such company on behalf of or for the 
benefit of the shareholder having substantial interest in the company to the extent to 
which the company possesses accumulated profits. 
 
 
 
 
 
 
 
 
 
 



 
 
Question  5 : Deduction under Income from Other Sources  
 

 
 

The income chargeable under the head “Income from other sources” is the income after 
making the following 
deductions: 
1. From interest on securities [Section 57(i) and (iii)]: any reasonable sum paid by 
way of commission or remuneration to a banker or any other person for the purpose of 
realising such interest on behalf of the assessee. Interest on money borrowed for 
investment in securities can be claimed as a deduction. 
2. From the contributions received by employer from employees towards 
P.F./Superannuation/ 
other funds [Section 57(ia)]: In the case of income of the nature referred to in Section 
2(24(x), which is chargeable to income-tax under the head “Income from other sources” 
deduction shall be allowable in accordance with the provisions of Section 36(1) (va), i.e., if 
the employer has credited the employee’s accounts in the respective funds with the 
amounts of contributions received, the employer shall be allowed credit thereof. 
3. Income derived from letting [Section 57(ii)]: Where income is derived from 
letting out of machinery, plant or furniture on hire and also buildings where the letting of 
building is inseparable from the letting of such machinery, plant or furniture and the 
income from such letting is not chargeable to Incometax under the head “Profits and 
Gains of Business or profession”, the following expenses incurred in respect of those 
assets: 
(a) Current repairs of buildings. 
(b) Insurance premium against risk of damage or destruction of the premises. 
(c) Repairs and insurance of machinery, plant or furniture. 
(d) Depreciation. 
Where the expenses referred to at (a) to (d) hereinabove are incurred on property used 
partly for the business of the assessee, a proportionate deduction shall be allowed. 



4. Income in the nature of family pension [Section 57(iia)]: Where a regular 
monthly amount is payable by an employer to a person belonging to the family of an 
employee in the event of his death, i.e., “family pension”, a sum equal to 33-1/3% of the 
income orRs. 15,000, whichever is less, is allowable as a deduction. 
All these expenses will be allowed only when the prescribed particulars are furnished by 
the assessee. 
5. Interest on compensation or enhanced compensation [Section 56(2)(viii)]: a 
deduction of a sum equal to 50% of such income and no deduction shall be allowed under 
any other clause of this section. 
6. Other deductions [Section 57(iii)]: Any other expenditure (not being in the nature 
of capital expenditure) laid out or expended wholly and exclusively for the purpose of 
making or earning such income. [Smt. Virmati Ramkrishna v. C.I.T. (1981) 131 ITR 
659(Guj)] 
 

Example  
Nisha, on 1st Dec’17 took possession of a flat booked by her 2 years back, at INR 
25,00,000. The Stamp Duty 
of the flat on the date of possession was INR 40,00,000 and on the date of booking was 
INR 29,00,000. She 
had paid INR 200,000 by account payee cheque, on date of booking. 
Advise tax treatment. 
Answer 
It is to be noted that where the date of the agreement fixing the amount of consideration 
for the transfer of immovable property and the date of registration are not the same, the 
stamp duty value on the date of the agreement (in this case booking) may be taken. 
However, this exception shall apply only in a case where the amount of consideration 
referred to therein, or a part thereof, has been paid by any mode other than cash on or 
before the date of the agreement for the transfer of such immovable property. 
Therefore, the difference between the Stamp Duty Value on date of booking (INR 
29,00,000) and the actual consideration (INR 25,00,000); i.e. INR 400,000 would be 
taxable under the head “Income from Other Sources”. 
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