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CHAPTER – 3
EXEMPTED INCOMES
(INCOME, WHICH DO NOT FORM PART OF TOTAL INCOME)
 [SECTIONS 10, 10A, 10B AND 11 TO 13A]

SECTIONWISE COVERAGE

	Sections
	Particulars
	Class note

	10 (1)
	Agricultural Income 
	

	10 (2)
	Sum received by a member from HUF
	

	10(2A)
	Share of profit of a partner from a firm
	

	10(7) *
	Allowances or perquisites outside India
	

	10(10D)
	Amount received under a Life Insurance Policy
	

	10(16)
	Scholarships granted to meet the cost of education
	

	10(17)
	Daily and Constituency allowance, etc. received by MPs & MLAs 
	

	10(17A)
	Award or Reward
	

	10(19)
	Family pension [of armed forces personnel killed in action]
	

	10(19A)
	Annual value of one palace of the ex-ruler
	

	10(20)
	Income of a local authority 
	

	10(23A)
	Income of professional association/institution
	

	10(23D)
	Income of notified mutual funds
	

	10(32)
	Income of minor clubbed in the hands of a parent
	

	10(34)
	Dividend to be exempt in the hands of the shareholders
	

	10(35) *
	Income from units to be exempt in the hands of the unit-holders
	

	10(37) *
	LTCG on compulsory acquisition of agricultural land 
	

	10(38) *
	Capital gain arising from sale of shares and units
	

	10A
	Income of newly established industrial under-takings in FTZ 
	

	10B
	Special provision in respect of newly established 100% EOU
	

	11
	Income from property held for charitable or religious purposes
	

	12
	Income of trusts or institutions from contributions 
	

	13
	Sections 11 and 12 not to apply in certain cases
	

	13A
	Income of political parties
	

	Note: * To be discussed x’haustively under the respective heads.
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EXEMPTED INCOMES: PART I
	
1. AGRICULTURAL INCOME [S. 2(1A) AND S. 10(1)]
1. Section 10 (1) of the Income-tax Act, 1961 exempts agricultural income from income tax.
2. The reason of exemption of agricultural income from Central taxation is that the Constitution gives exclusive power to make laws with respect to taxes on agricultural income to the State Legislature.
3. However, net agricultural income is added to the total non-agricultural income for the purpose of determining the income tax on non-agricultural income, although the agricultural income will remain fully exempt. - Partial Integration Scheme.
4. Agriculture Processing: Consists of two operations,
Basic operations: The basic operations involve expenditure of human skill and labour upon the land itself and not merely on the growths from the land. For e.g. tilling of land, sowing of seeds and adding manure.
Subsequent operations: Besides the basic operations, there are certain subsequent operations, which are performed after the produce sprouts from the land. For e.g. Digging the soil around the growth and removal of undesirable undergrowths.
5. The term agricultural income has been defined u/s 2(1A) in following manners: 
a. Rent or Revenue derived from land;
b. Income derived from such land by agricultural operation or processing.
c. Income derived from farm house situated within the vicinity of the land.
d. Income derived from sapling or seeding grown in the nursery irrespective of the fact whether basic operations have been carried out on the land. 
6. Explanations:
4(a): Any Rent or Revenue derived + from land situated in India + 	used for agricultural purposes.
4(b): Income from agricultural operation or processing + on land situated in India.
4(c): Income derived from farm house + within the immediately vicinity of the land + uses the building as dwelling house/store.
7. Non-agricultural income:
· Income from sale of forests, trees, wild grass, fruit & flowers grown spontaneously
· Income from breeding of livestock, dairy farming, poultry farming, fisheries
· Income of cold storage from preservation of potatoes
· Income from supply water
· Profit on sale of standing crops
· Dividend received from a company carrying on agricultural operations
· Commission earned by a broker for selling agricultural produce
· Income of salt produced by flooding the land with sea water
· Interest received by a money-lender in the form of agricultural produce.
8. Disintegration of income which is partly agricultural & partly business income:
	Growing & Manufacturing of:
	Under Rule
	Agricultural %
	Non agricultural %

	Tea 
	8
	60
	40

	Coffee (Normal) 
	
7B
	75
	25

	Coffee (Highly processed)
	
	60
	40

	Rubber 
	7A
	65
	35

	In any other case
	7
	For disintegrating a composite business income, the Market Value of any agricultural produce, raised by the assessee or received by him as rent-in-kind. And utilized as raw material in his business, is deducted.



9. Partial Integration Scheme is applicable only for Individual, HUF, AOP/BOI and A.J.P.
10. Conditions for applicability of Partial Integration Scheme: 
(i) If Non-Agricultural Income > Rs. Maximum exemption limit; and 
(ii) If Agricultural Income > Rs. 5,000   
11. Computation of Tax: Partial Integration Scheme
(i) Compute tax on (Non Ag. Income + Ag. Income)  
(ii) Compute tax on (Maxi. Exemption limit + Ag. Income)
(iii) Compute amount [Step (ii) – Step (i)], as income tax  
(iv) Add Education & SHE cess @ 2% & 1%.

	Note: Land - situated in India, rural land or urban land, assessed to land revenue/local rate.
Note: Urban Agricultural Land means the land which is situated within the jurisdiction of a Municipality/Cantonment Board having population not less than 10,000 or within notified distance upto maximum of 8Kms from the limits of such Municipality/Board.

2. INCOME OF POLITICAL PARTIES [U/S 13A]:
     Following incomes are exempt in the hands of political parties:
(a) Income under the head house property,
(b) Income under the capital gains,
(c) Income under the head other sources and
(d) Income by way of voluntary contribution from any person. 
Conditions to be fulfilled for claiming exemption:
(i) Party should be registered with the Election Commission of India as a political party.
(ii) Party should maintain separate books of accounts as to enable the AO to assess.
(iii) Party should maintain a record of voluntary contributions ˃ Rs. 20,000 with details.
(iv) The accounts of the party are audited by a CA.
Note: Registered Political Party: The Representation of People Act, 1951(RPA) and Election Commission of India.




















EXEMPTED INCOMES: PART II 
3. INCOME OF A CHARITABLE INSTITUTION: SECTION 11 & 12
1. Section 11: Income derived from a property held for religious or charitable purpose.
2. Section 12: Income of a charitable institution by way of donations/contributions.
3. The definition of charitable purpose has 6 aspects, viz.
a. relief of the poor, 
b. providing education, 
c. medical relief,
d. preservation of environment (including watersheds, forest and wildlife)
e. preservation of monuments or places or objects of artistic or historic interest and
f. advancement of any other object of general public utility
4. Conditions to be satisfied for claiming exemption under section 11:
a. Trust must have been created for any lawful purpose;
b. Such trust-must is for charitable or religious purposes;
c. The property should be held under trust by such charitable or religious trust/institution.
d. Audit report to be submitted in Form No.10B along with the return of income.
e. The trust must get registered with the CIT within the prescribed time.
f. The charitable trust should satisfy the following further conditions: 
· It should not be created for the benefit of any particular community or caste; 
· No Part of its income is use for the benefit of the author or trustees or their relatives
· The property should be held wholly for charitable purposes.
5. Exemption Provisions:
a. Income derived from property held under trust wholly for charitable or religious purposes is exempt to the extent such income is applied in India for such purposes. Conditions are:
· Accumulation allowed upto 15% of such income
· Accumulation in excess of 15% allowed subject to certain-conditions being satisfied
b. Income derived from property held under trust wholly for charitable or religious purposes is exempt to the extent such income is applied outside India for charitable purposes (religious trust not covered).	 Conditions are:
· The purpose of the trust is to promote international welfare in which India is interested.
· Further General or Special order of Board for exemption is necessary
· No accumulation allowed.
· Accumulation is not exempt.
c. Voluntary Contribution forming part of Corpus is also exempt if there is a specific direction that such contribution to form part of corpus of the trust or institution
6. For claiming full exemption at least 85% of the income should be applied during the previous towards the purpose for which the trust has been created.
7. Income applied during the previous year for this purpose includes the following:
a. income actually applied for charitable religious purpose in India during the previous year,
b. income deemed to have been applied for charitable religious purpose in India during the previous year
8. Income ‘deemed to have been applied’ during the previous year for charitable or religious purposes, if the income so applied during the previous year falls short of 85% of the income derived during the year.
· It may be either for the reason that whole or part the income has not been received during the RPY or for any other reason, then the charitable trust has been given the option to spend such income for charitable or religious purposes in the following manner:
· Either during the previous year in which the income is so received or in the immediately following previous year.
9. To avail the facility of the above extended period of application of income, the trust has to exercise an option in writing.
· If such option is exercised by the trust, such income shall be deemed to have been applied for charitable and religious purposes during the previous year in which the income is earned, though it is actually spent at a later date.
Procedure for exercise of option:
10. For claiming the above benefit, the trust has to exercise an option in writing that such income may be deemed to be income applied to the relevant charitable purpose during the previous year in which the income was derived. 
11. Accumulation of income in excess of 15% of the income earned [Section 11(2)]:
· Assessee is allowed to accumulate upto 15% of the income earned during the year for application for charitable or religious purposes in India in future.
· If the assessee wants to accumulate or set apart the income in addition to 15% of the income, he can do so if certain conditions are satisfied. Conditions to be satisfied are:
· Such assessee should give a notice, in writing, in the prescribed form [F. No. 10] and manner, to the Assessing Officer specifying the purpose and the period for which the income is being accumulated or set apart. Such period should not exceed 5 years in any case.
· The money so accumulated or set apart should be invested or deposited in the form or mode specified in section 11(5).
12. Business income: Exemption is not available in relation to any profit and gains of business of a trust, unless the business is incidental to the attainment of the objectives of the trust and separate books of account are maintained in respect of such business.
13. Capital gains: The gains arising from transfer of a capital asset, is deemed to have been applied to charitable or religious. If the whole net consideration is used to acquire new capital assets. If only part of the net consideration is so utilized, such gains, as equals the excess of the amount so utilized over the cost of the transferred asset is deemed to have been applied for charitable or religious.
14. Cases when income shall NOT be exempt u/s. 11 - [Section 13]
a. The income from the property held under a trust for private religious purposes, which does not ensure for the benefit of the public;
b. The income of a charitable trust or institution created for the benefit of any particular religion, community or caste. Exception: Trust formed for the benefit of scheduled castes; backward classes; scheduled tribes or women & children.
c. Any income of a trust used directly or indirectly for the benefit of the author, founder, manager or any person who has made a substantial contribution to the trust and relative of any such person. 
15. Anonymous Donations:
· The term "anonymous donation" is defined to mean any voluntary contribution, where the person receiving such contribution does not maintain a record consisting of the identity of the person making such contribution indicating the name and address of the person and such other particulars as may be prescribed.
· Taxation of Anonymous Donations: Anonymous donations received by certain types of charitable trusts / institutions are NOT taxable only to the extent of the higher of [ 5% of the total income of such trust or Rs. 1,00,000 ] As these would not be treated as anonymous donations. Anonymous donations will be taxed @ 30% (plus EC/SHEC).

16. Registration: Registration u/s 12AA will be granted from 1st day of the financial year in which the application for registration is made. The Commissioner will not more be empowered to condone the delay in application for registration. The Commissioner has power to cancel the registration of the trust by an order in writing if he is satisfied that the activities of trust are not genuine or are not being carried out in accordance with the objects of the trust.
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