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BASIS OF CHARGES SEC (22)

“In house property income computed on annual value basis”

Conditions:-

a) The property should consist of any building or lands appurtenant (relating to something, relevant) thereto.

b) Assesses  should be owner of property  (Owner mean legal owner and deemed owner (income of subletting is part of other sources)
Deemed owner Sec.27 :-

· Property transferred to spouse or minor child:- Transfer by individual a property to spouse or child without monetary consideration but not including arrangement of live apart and transfer to married/daughter, if individual  transfer cash to spouse and spouse purchased a house property than owner will be spouse but income from this H.P. include in transferor u/s 64(1)

· Holder of impartibly asset

· Property held by a member of Co-operative society/Co./AOP.
· A person who has acquired a property under a power of attorney. Transaction under section 53A of the transfer of property act.

· A person who has acquired right in a building u/s 269 UA (f) not less than 12 years.

(c) Property should not be occupied by the owner of his own business or profession e.g. 

· Residential quarters for workers and employee provide by owner for residential purpose but for the purpose of run the business smoothly.

· If few rooms provide by owner to nationalize bank, post office, police station, central excise dept., railway staff, for the purpose of run the business smoothly.
Applicability of Sec.22 in certain typical cases.

(i) House property in a foreign country - As per Residential Status u/s 6 & u/s 5.
· ROR- Taxable as per H.P. Head

· RNOR- Taxable as per H.P. Head but rent must be received in India.
· NR-Taxable as per H.P. Head but rent must be received in India.
(ii) Disputed ownership; - The income shall be taxable in the hand of recipient.

(iii) Property held as a stock in trade:-Taxable in H.P. Head.

(iv) Composite Rent:- Rent received with other facilities

· If it is separable than rent will be covered in H.P. Head and other Facilities income covers in Other Sources Head.

· If it is not separable:-Than all receipt will be cover in other sources head.
WHEN PROPERTY INCOME IS NOT CHARGEABLE TO TAX

1. Income from Farm house Sec.10(1)

2. One place of an ex-ruler. Sec.10(19)A

3. Property income of a local authority Sec.10(20)

4. Property income of  an approved Scientific research association Sec.10(21)

5. Property income of an Education Institution and Hospital Sec.10(23)C

6. Property income of a Trade Union. Sec.10(24)

7.  Property income of a Political party Sec.13A
8. Property held for Charitable purpose Sec.11

Computing income from house property
Gross Annual Value                    

 xxx
Less: Municipal Taxes                    
(xxx)
Net Annual Value                        

 xxx
Less: Deduction under Sec.24     


1. Standard Deduction                    
(xxx)
2. Interest on borrowed capital      
(xxx)
Income from house property

xxxxxx
Computation of Gross Annual Value (GAV) u/s 23(1);-
a) Expected rent: - Municipal value or fair rent (Whichever is higher but higher value can not exceed Standard Rent.

b) Rent received: - D (1) Rent received mean 12 month rent received or receivable.

                                 D(2) Unrealised rent 

                                 D(3).Rent of vacancy period.

                                 D(4) Rent of self occupied period

                                 D means net rent received D(1)-{D(2)+D(3)+D(4)}

Gross Annual Value:-

(i)  If D is excess from expected rent than D is GAV
(ii) If D is less than from expected rent than there will be three situations.

(a) Because of vacancy (D+D(3)>Expected rent and d is lower than from expected                

(b) Partially because of vacancy and other: - D+D(3) is expected rent – D(3).

(c) Because of other:- D is < Expected rent than (GAV is expected rent)

Municipal Tax:-

It is levied by any local authority in respect of the house

(i) Municipal tax including service tax
(ii) Municipal tax paid by owner not paid by tenant

(iii) Municipal tax related of past year current year and next year but paid in previous year.

(iv) If municipal tax paid in percentage we will calculate on municipal value.

(v) If property situated in foreign country Municipal tax levied by foreign authority are deductible.

Statutory Deduction/Standard Deduction u/s 24(a):- 

a) 30% of net annual value is deductible irrespective of any expenditure incurred by the tax payer.
b) If net annual value is negative than standard deduction shall be NIL.

Note:-

(i) Liabilities payable by tenant paid by owner is deductible in rent.

(ii) Liabilities payable by owner paid by tenant added in rent.

(iii) Repair & Maintenance & Municipal tax is not apart of rent if bear by tenant.

(iv) Non-refundable deposit will include in rent received on prorate basis but refundable deposit cannot be including in rent received.

(v) Advance rent is not a part of rent received.

Interest on borrowing capital u/s 24(b)

i) Interest on pre-construction  period/Capital interest:-

a) Date of borrowing to date of repayment of loan.

b) Date of borrowing to 31st March immediately prior to the date of completion of construction or date of acquisition.

“Pre-construction period mean (a) or (b) whichever is short period.
“Interest will be calculated on this period, and deduction will be available in 5 equal installments continuously from constructed or acquisition year.

ii) Revenue interest: - Interest on loan of previous year deduction will be available in previous year either paid or not.

a) Interest is deductible on accrual basis.

b) Interest on unpaid interest is not deductible.
c) Brokerage on unpaid interest is not part of interest.
d) If interest paid outside India than TDS must be deductible by payer of Interest.

e) Loan for the purpose of purchases, construction, and repair, renew reconstruction of the house property.

f) Interest on a fresh loan taken to repay the original loan for the aforesaid purpose is allowable as a deduction.
 Deduction of interest
i) If let out property: - Capital as well as revenue int. is deductible.

ii) If P.P.:- Capital as well as revenue int. is deductible.

iii) If self occupied:-  If loan taken before the date of 1.4.1999 for the purpose of purchase, construction, repair, renew than maximum allowable deduction Rs.30000/- (Capital+ Revenue)

a. If loan taken on or after 1st April 1999 for the purpose of purchase or construction and construction should be completed within three years from the end of financial year in which the loan taken. Than deduction will be maximum Rs.1,50,000/- (Capital+ Revenue)

b. If loan is taken on or after 1st April 1999 for the purpose of repair and renew than deduction will be available only Rs.30000/-

Type of House Property

1. Fully let out property in previous year:- As per above computation.
2. Partly let out and partly self occupied in previous year:- As per above computation.

3. Fully self occupied in previous year: - Only one house assessee can take for purpose of self occupied. It depends on asseessee. If more than one house than other house deemed to be as a let out. (Only applicable on Individual & HUF)

4. Fully utilsed in Business or Profession: - Not part of house property income. It will be covered in B & P Income Head.

5. If any house which is not completed and not ready for purpose of use in previous year: Than it will not covered under income from House property. If we have received any sum than it will be cover in Income from other sources head.

6. If house is ready for rent but tenant is not available for rent:- Than GAV is NIL, Municipal tax will be deductible, statutory deduction NIL, Interest on loan will be deductible.
7. If house is vacant due to service on another place:-

· He has to reside at the other place in a building not owned by him.

· This property not actually let out during whole previous year and no other benefit is derived from the above property.

· GAV will NIL, Municipal tax will be NIL, statutory deduction will be NIL and Interest on loan will be deductible.
Unrealized Rent

Rent is due but not received from tenant in previous year:
1. Unrealized rent was allowed as deduction in the P/Y 2000-01 or earlier    (U/S 25A)

· Amount recovered is taxable in the P/Y in which it is recovered.
· If is taxable even if house is not owned, or deemed owned, by the assessee in the year of recovery.

· Expenses of recovery are not deductible.
· Amount recovered Minus (Bad Debts-Bad debts allowed by AO)
2. Unrealized rent of the P/Y 01-02 or subsequent year is collected subsequently (25AA)

· Amount recovered is taxable in the P/Y in which it is recovered.
· It is taxable even if house is not owned or deemed owned by the assessee in the year of recovery.

· Expenses of recovery are not deductible.
· Re-computation of the P/Y (in which unrealized rent related)

Arrears of Rent Received (U/S 25B)

· Assessee has let out any building or land appurtenant thereto.
· Received any amount by way of arrears of rent from such property, not charge to income tax for any previous year.

· Deemed to be income of the P/Y in which such rent is received.

· Statutory deduction applicable (30%)

· If is taxable even if house is not owned, or deemed owned, by the assessee in the year of recovery.

· Re computation of the P/Y (in which unrealized rent related)
Co-Ownership (U/S 26)
· If property is co-owned by two or more person.

· The share of co-ownership is definite.

· Than the share of each such person shall be included in his income 
· If the property is self occupied by co-owner than NAV will be NIL & each of the co-owner shall be entitled for deduction of Rs.30,000/Rs.1,50,000/-
                                          ------------------------------
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