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	Heads of Income Description
	House Property

	

	What is Taxable
	Annual Value of building and land appurtenant thereto of the owner and deemed owner-Sec-22,25AA,25B,&27

	When it is Taxable
	The previous year in which the assesses is the owner of the property

	
	Except Arrear of rent and Unrealized rent year of receipts-Sec-25B, and Sec 25AA

	




How much taxable

	Gross Annual Value       
Less: Municipal tax paid
Net Annual Value     
Less: Deduction U/s 24
a) 30% of NAV
b)Interest on borrowed Capital

Add:70% of Arrears  of rent received 25B

Add: Unrealized rent received- Sec 25AA


Taxable income 

	 Xxx
 xxx

	
	
	XXX


	
	
	xxx
xxx


	
	
	xxx

xxx


	
	
	XXX


	Rate at which it is taxable
	Normal Rate



BASIC CONDITION:SEC-22
1) There must be a property consisting of any building or land appurtenant thereof
2) Assessee should be the owner (including the deemed owner)
3) Such property should not be used for the purposes of any assessable business or profession carried on by the Assessee.
4) Annual value of the property is assessed to tax only in the hands of the owners
5) Sub letting is taxable as business income or as income from other sources
6) Owner includes legal owner, beneficial owner and deemed owner
7) Income from house property is the only head of income which is chargeable to tax only notional basis.

    WHEN PROPERTY INCOME IS NOT CHARGEABLE TO TAX

1. Income from Farm house Sec.10(1)
2. One palace 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

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 off 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

FUNDA

GROSS ANNUAL VALUE- SEC-23

STEP-1: Municipal Value 
					HIGHER		LOWER
          Fair Rent value

				        Standard Rent

Calculation of reasonable expected rent(RER) of the property, being higher of a) GMR  or b) Fair rent
RER cannot exceed Standard rent

STEP-2: Actual Rent -  Unrealized Rent
Calculate Actual Rent Receivable for the year(less) current year Unrealized rent

STEP-3:  STEP-1   	HIGHER
	       			
      STEP-2

Step-1 or Step-2 whichever is higher

STEP-4: Vacancy loss during the year

STEP-5: Step-3  less  Step-4  = GROSS ANNUAL VALUE

EXAMPLE:
								AMOUNT IN ‘RUPEES’
	Municipal value         
	52000
	100000
	60000
	75000
	180000

	Fair rent                     
	60000
	102000
	68000
	70000
	185000

	Standard rent               
	NA
	90000
	70000
	60000
	175000

	Actual rent receivable
	55000
	95000
	70000
	
	168000

	Unrealized rent            
	-
	-
	5000
	-
	42000

	Period of vacancy          
	-
	-
	-
	8  MONTHS
	1 MONTHS

	GROSS ANNUAL VALUE
	60000
	95000
	68000
	24000
	161000



FIND the Gross Annual Value in the case of the following properties:

SOLUTION
(1) Since Rent Control Act is not applicable, GAV will be the highest of
municipal value, fair rent and actual rent. Hence, the GAV will be Rs. 60,000.

(2) GAV cannot exceed the standard rent or actual rent, whichever is higher.
Therefore, GAV will be Rs. 95,000.

(3) Actual rent receivable will be reduced by the amount of unrealized rent i.e. Rs.
72,000 – Rs. 5,000 = Rs. 67,000. Now, GAV will be the highest of municipal
value, fair rent and actual rent, subject to the maximum of standard rent. Hence,
GAV will be Rs. 68,000.

(4) GAV will be the actual rent receivable adjusted by the loss due to vacancy i.e.
Rs. 72,000 – Rs. 48,000 = Rs. 24,000.
(5) Actual rent receivable will be reduced by the amount of unrealized rent and
loss due to vacancy i.e. Rs. 1, 68,000 – Rs. 42,000 = Rs. 1, 26,000.
Now, we will take the highest of municipal value, fair rent and actual rent, subject
to the maximum of standard rent. So, GAV will be Rs. 1, 75,000 reduced by the
loss due to vacancy i.e. Rs. 1, 75,000 – Rs. 14,000 = Rs.1, 61,000


Composite rent: composite rent = Rent for building + Rent for assets/ Charges for various Services
	COMPSITE RENT

	CASE
	When rent is separable
	When rent is not separable


	
	Property is acceptable by tenant without amenities
	Property is not acceptable by tenant without amenities
	Property is acceptable by tenant without amenities

	Property is not acceptable by tenant without amenities



	Treatment income 
shall be taxable under the 
head




	

Rent from property =“income from house property”
Rent from amenities=
“Profit & gain of business or profession or income from the other sources”
	Total income”(after deduction of actual exepenses) =
“Profit & gain of business or profession” or “ income from  other sources”(after deduction of actual exepenses)

	Total income”(after deduction of actual exepenses) =
“Profit & gain of business or profession” or               “ income from  other sources”








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 a part of rent if borne by tenant.
(iv) Non-refundable deposit will be included in rent received on prorate basis but refundable deposit cannot be included in rent received.
(v) Advance rent is not a part of rent received.

	
TYPE OF HOUSE PROPERTY




	LET OUT HOUSE PROPERTY
	
	SELF- OCCUPIED PROPERTY

	Gross Annual Value     
	XXX
	
	Gross Annual Value     
	NIL

	Less: Municipal Taxes                    
	XXX
	
	Less: Municipal Taxes                    
	NA

	Net Annual Value                        
	XXX
	
	Net Annual Value                        
	NIL

	Less: Deduction under Sec.24     
	XXX
	
	Less: Deduction under Sec.24     
	

	1.Standard Deduction(30% of NAV                    
	XXX
	
	1.Standard Deduction(30% of NAV                    
	NIL

	2.Interest on borrowed capital      
	XXX
	
	2.Interest on borrowed capital      
	Xxx

	Income from house property
	XXX
	
	Income from house property
	(XXX)




DEDUCTION U/S 24
There is two type of deduction allowed under this section
1) STANDARD DEDUCTION
This deduction is notional in nature and allowed for all house property  which is let out during the previous year

Quantum of deduction : 30% of the Net annual value .This is the flat deduction and should be given if the assessee has not incurred any expenditure in regards of house property

2) INTEREST ON BORROWED CAPITAL

If the loan is taken on the purchase of repairs Renovation Extentension or purchase of a house property then any interest paid on the amount borrowed is allowed as deduction

The following points have to be considered for the purpose of deduction
a) The loan amount should be used for the house
b) It is allowed on paid as well as if it is outstanding
c) Interest paid outside india without deducting tax at sources would not be allowed
d) Penal interest charged by the lender for default in payment of interest is not allowed as deduction
e) Commission paid for arranging a loan is not allowed as deduction
f) Loan taken for paying the previous loan is also eligible for deduction
g) Money can be borrowed from any person, institution or bank

Ceiling limit on deduction allowed for interest on borrowed loan

FOR A LET OUT PROPERTY

There is no ceiling on fixed for interest paid on loan borrowed for a property which is let out on  rent . Any amount paid is allowed as deduction.

FOR SELF OCCUPIED PROPERTY


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 then 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 then deduction will be available only Rs.30000/-


INTEREST ON BORROWED CAPITAL(SPECIAL)
	            Interest payable on amount borrowed for the purpose of purchase, construction, renovation, repairing, extension, renewal or reconstruction of house property can be claimed as deduction on accrual basis. For the purpose of calculation interest on loan divided into 2 parts.
	Interest for pre construction period
	Interest for post construction

	a)  Date on which loan was taken
b) Completion of construction immediately prior to 31st march.
c)  Repayment of loan
Elaboration: b) or c) whichever is earlier i.e. (d) and calculate the month between (a) and (d) i.e. (e) and then 
Amount of loan x amount of % x (e)/5 
** Interest for pre construction period will be accumulated and claimed as deduction over a period of five equal installment commencing from the date of completion of construction.(construction completed year+ 4 future years)
	

The period starts from the beginning of the year in which construction is completed and continues until the loan is repaid .Interest for such period is allowed in the respective years.



ELABORATION OF INTEREST ON BORROWED CAPITAL

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 is paid outside India than TDS must be deductible by payer of Interest.
e) Loan for the purpose of purchases, construction,  repair, renewal and 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.

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.
· It is taxable even if  the house is not owned, or deemed to be 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)

Unrealized rent belonging to the period prior to previous year 2001-2002 sec-25A taxable amount shall be positive of
 (Recovery of unrealized rent – earlier deduction claimed- earlier deduction allowed)
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 to be 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)

Unrealized rent belonging to the previous year 2001-02 onwards, sec-25AA taxable mount shall be positive value of [ recovery of unrealized rent+(actual rent receivable- unrealized rent)-Gross annual value]

	IF THE FOLLOWING CONDITIONS ARE SATISFIED THEN UNREALISED RENT IS DEDUCTED FROM ACTUAL RENT.

	· The tenancy is bonafied

	· The defaulting tenant is compelled to vacate the house property

	· The defaulting tenant is not in possession of any other property of the landlord

	· The assessing officer is satisfied that the reasonable steps have been taken and the unrealized rent could not be recovered.

	· The assessee has taken the step for the recovery of rent.

	· The ITO is satisfied that the same are legitimate and that there are no chance that the rent is recovered.




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%)
· It is taxable even if house is not owned, or deemed to be owned, by the assessee in the year of recovery.
· Re computation of the P/Y (in which unrealized rent related)

Arrear of rent like enhancement in rent with retrospective effect) from such property not charged to income tax in any previous year shall be taxable as under.
70% of (recovery of arrear rent +(actual rent receivable – unrealized rent)
Co-Ownership (U/S 26)
· If property is co-owned by two or more persons.
· The share of co-ownership is definite.
· Then the share of each such person shall be included in his income 
· If the property is self occupied by co-owner then NAV will be NIL & each of the co-owner shall be entitled for deduction of Rs.30,000/Rs.1,50,000/-

Deemed owner (Sec-27)
· Transfer to spouse or minor child
· The holder of impartiable estate
· A person who acquired a property u/s 53A of the transfer of the property Act.
· Lessee of building
Foreign Property
	Assessee
	Condition for taxability

	Ordinary Resident
	Always taxable

	Not ordinary  resident or non resident
	Income must be received in India


Disputed ownership: person who is in receipt of income or who enjoys the possession of the property is assessable to tax.
House property in a foreign country: As per sec 22 a resident assessee is taxable in respect of annual value of property situated in a foreign country, in case of resident but not ordinary resident and Non-resident depends on residential status i.e income is received in India during the previous year. Annual value will be computed as if the property is situated in India. Foreign currency should be converted into Indian rupees in TT Buying Rate on last date of P.Y.Any tax or expenses incurred towards earning such income shall be allowed as a deduction.

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: - Assessee can take only one house for the purpose of self occupied. It depends on assessee. If more than one house then other houses are deemed to be as let out. (Only applicable on Individual & HUF)
4. Fully utilized 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 then it will not covered under income from House property. If we have received any sum than it will be covered 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 be NIL, Municipal tax will be NIL, statutory deduction will be NIL and   Interest on borrowed capital will  be deductible.

CASE

SELF OCCUPIED PROPERTY:
The annual value of such house or part of the house shall be nil.
· If an assessee occupies more than one house property as self occupied , he is allowed to treat only          one house as self occupied at his option.
· The remaining self occupied house property shall be treated as deemed to be let out ut net annual value of one self occupied house property  at the choice of the assessee. Is taken as nil.
· He can choose that house property as self occupied through which tax liability can be reduced. interest on loan U/s 24(b) shall be allowed as under.
Deemed to be let out house property:
(A) where the assessee occupies more than one house property as self occupied or has more than one un occupied property, then for any one of them, benefit u/s 23(2) can be claimed as the choice of the assessee .and remaining property or properties shall be treated as deemed to be let out and shall be treated same as let out hose property.

Partly self occupied and partly let out.
Case.1 area wise partly self occupied and partly let out: in this case a house property consist of two or more independent units and one or more of which is self occupied and remaining units are let out
Treatment: self occupied portion and let out portion shall be treated as two separate house.i,e unit –A and unit-B income of both units shall be computed separately.
Case-2 time wise partly self occupied and partly let out. 
 In such case the house property is self occupied by the assessee for part of the year and let out for remaining part of the year
Treatment: in such case assessee will not get deduction for the self occupied period and income will be computed as if the property is let out throughout the year.
 Reasonable expected rent (RER) shall be taken for the full year but the actual rent receivable (ARR) shall be taken only for the let out period.
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