Assessement of Firms: 

Section 187Where at the time of making an assessment u/s 143 or u/s 144, it is found that a change has occurred in the constitution of a firm, the assessment shall be made on the firm as constituted at the time of making the assessment. In other words, there will not be a separate assessment of firm even when there is a change in the constitution of the firm.
Section 188A provides that every person who was, during the previous year, a partner of a firm and the legal representative of any such person who is deceased, shall be jointly and severally liable along with the firm for the amount of tax, penalty or other sum payable by the firm for the assessment year 
Section 88 provides that where a firm carrying on a business or profession is succeeded by another
firm, and the case is not one covered by section 187, separate assessments shall be made on the
predecessor firm and the successor firm in accordance with the provisions of section 170.
Section 170 the predecessor firm shall be assessed in respect of the income of the previous year in which succession took place up to the date of succession. The successor firm shall be assessed in respect of the income of the previous year after the date of succession
Section 189, where any business or profession carried on by a firm has been discontinued or where a firm is dissolved, the Assessing Officer shall make an assessment of the total income of the firm as if no such discontinuance or dissolution had taken place, and all the provisions of this Act, including the provisions relating to the levy of a penalty or any other sum chargeable under any provision of this Act, shall apply, so far as may be, to such assessment. Tax Liability as per sec188A
Sec :187 There is a change in the constitution of the firm:-
(a) Cease or admission (b) Change in Share of Partners (C) Partnership is not dissolved and the business is continued by the re-constituted partnership,
1) A firm consists of 3 partners A, B & C. A retires from the firm on 31st July, 2014. This will be a case covered u/s 187 & 188A
(2) A firm consists of 3 partners A, B & C. A dies and as per partnership deed his son is taken as
partner. u/s 187. u/s 188A.
(3) A, B and S are three partners in a firm. A dies and there is nothing in the partnership deed as to
what will happen if there is a death of a partner u/s 189.
(4) A and B are two partners of the firm. C joins the firm and B retires. u/s187 & 188A.
(5) A firm consists of 3 partners A, B & C. All the three partners go out and an entirely new set of
partners say X, Y and Z come in. section 188.
Example: A partnership firm consisting of A, B, C & D was formed on 1.4.1999. Partner C retired on
17.6.2009 and E was taken in as partner on that very date. B retired on 15.10.2011 and F was taken in as partner on that date. The firm is dissolved on 15.9.2015.
In this case A, B, C & D are jointly and severally liable from assessment year 2000-2001 to 2009-10. E is also jointly and severally liable for assessment year 2010-11. For assessment year 2011-12 to 2012-13 A, B, E & D shall be jointly and severally liable. F is also jointly and severally liable for assessment year 2012-13. A, F, E & D shall be jointly and severally liable for assessment years 2012-13 to 2016-17.
Example: A, B & C a partnership firm is succeeded by X, Y & Z on 31.10.2015. In the case A, B & C shall be assessed in respect of income upto 31.10.2015 and X, Y & Z shall be assessed in respect of income after 31.10.2015.  According to section 189 & Section 188A
(1) A, B & C are three partners of a firm. The partnership deed provides that on the death of a partner,the firm shall be dissolved. 187(2) section 189.
(2) A, B and C are three partners in a firm, A dies and there is nothing in the partnership deed as to
what will happen if there is a death of a partner. In this case the firm will be dissolved and it will be
covered under section 189. Section section 170 

Assessement of HUF

1. A single person, male or female, cannot constitute a Hindu Undivided Family
2. A joint family may consist of a single male member with his wife and daughter(s) and it is not
necessary that there should be two male members to constitute a joint family. On demise of the Karta, his major son will become the Karta of the family.
3. Gift can be made to HUF by anyone including stranger for the benefit of HUF as a whole. The family as a whole shall be assessed to tax in respect of income from such property under the status HUF.
4. Amount received by the family on death of individual cannot be treated as property of HUF. Compensation amount is individual asset of assesse and shall pass on to legal heirs on individual capacity. Hence, such income is assessable in the hands of legal heirs and not HUF.

The following are female heirs of a Hindu male specified in Class I of the Schedule:-
(i) Widow;
(ii) Daughter;
(iii) Mother;
(iv) Widow of a predeceased son;
(v) Daughter of a predeceased son;
(vi) Daughter of a predeceased daughter;
(vii) Daughter of a predeceased son of a predeceased son;
(viii) Widow of a predeceased son of a predeceased son.

Conditions:
(i) There should be a coparcenership
(ii) There should be a joint family property which consists of ancestral property, property acquired with the aid of ancestral property and property transferred by its members.
Taxable income shall be computed as follows :
Step 1 -  Income (5Heads)
Step 2 – Deduct Loss (CY & PY) Sections 70 to 78. 
Gross Total Income
Step 3 - Deductions specified under Chapter VI
Step 4 - Rounding off - The balance should be rounded off to the nearest ` 10. 
Net Income or TaxableIncome

Calculation of Tax Liability:
Step 1 – Determine Net Income and tax payable thereon at the slab rate.
Step 2 – surcharge @ 12% if Total Income >1 Crore.
Step 3 – Add  EC & SHEC
Step 4 – Deduct rebate u/s 86, 90,90A and 91
Step 5 – Add interest payable (if any)
Step 6 – Deduct amount of prepaid taxes paid (Advance Tax, Tax Deducted at Source, etc.)
Amount of Tax to be paid

Note: (i) From the Assessment Year 2013-14, tax payable (i.e. amount arrived at Step 3) cannot be less than 18.5 percent of “Adjusted Total Income” in some Specified Cases.

Problems:
1. Business: Food Grains
Karta Manages business
HUF Pays Salary to Karta
Can HUF Claim payment made as deduction from profits of business?

Payment is allowable as expenditure while computing Income of HUF
Salary paid shall be allowed as deductions if following conditions satisfied.
· Remuneration should be pad under valid agreement
· It should be of interest,& expedient for the business of the family.
· Payment should be genuine and not excessive

2. HUF Owns property and let out to a firm where Karta is a partner. No rent charged. Can HUF be charged for income from house property?
The HUF can claim exemptions under head ‘IHP’ as it is using the house for the purpose of business or profession.However, If Karta is a partner in his individual capacity, there won’t be any identity as the income from house property is taxable in the hands of HUF and income from business is taxable in his individual assessment.If Karta is a partner in his individual capacity, then HUF is assessable in regards to Income from house property.

3. A Hindu Undivided Family (Mr. W is Karta, X, Y and Z are coparceners) carries on cloth business in Bhutan. X comes to India and starts a cloth business at Mumbai in partnership with some other persons. The capital contributed by X to this firm is found to have come from the family. Subsequently, Y joins the firm as partner. Later on another business is started at Varanasi with the same persons and one outsider as partner. Z joins this firm. The Assessing Officer wants to treat the family as resident on the ground that its coparceners are partners in firms.Is the Assessing Officer legally correct? Solution Under the Law of Partnership, the Hindu Undivided Family as such could exercise no control over the management of a firm in which some of its coparceners were partners, even if capital contributed by coparceners was found to have come from the family. The partnership is a contractual partnership and is governed by the Indian Partnership Act, 1932. The partnership is between the coparcener individually and the other partners and not between the family and other partners.control and management over the firm‘s business lies in the hands of individual coparceners and not in the hands of the family. The Assessing Officer is, therefore, not justified while holding the HUF as resident in India.




Assessment of LLP:
Tax Advantages:
 (i) it is not subject to Minimum Alternate Tax;
(ii) it is not subject to Dividend Distribution Tax (DDT); and
(iii) it is not subject to surcharge.
(iv) It is not subject to Wealth Tax.
Taxable income shall be computed as follows :

Step 1: Determine the Residential Status of the Firm u/s 6(2). 
Step 2: Determine the Income chargeable to tax u/s 5.
 Step 3: Compute the Total Income of the Firm. 
Step 4: Compute Tax Liability at 30% Plus Education Cess @ 2% Plus SHEC @ 1%. 
Step 5: Consider the application of AMT, and the final amount of Tax Payable.
Step 1 -  Income (5Heads)
Step 2 – Deduct Loss (CY & PY) Sections 70 to 78. 
Gross Total Income
Step 3 - Deductions specified under Chapter VI
Step 4 - Rounding off - The balance should be rounded off to the nearest ` 10. 
Net Income or TaxableIncome

Calculation of Tax Liability:
Step 1 – Determine Net Income and tax payable thereon at the slab rate.
Step 2 – surcharge @ 12% if Total Income >1 Crore.
Step 3 – Add  EC & SHEC
Step 4 – Deduct rebate u/s 86, 90,90A and 91
Step 5 – Add interest payable (if any)
Step 6 – Deduct amount of prepaid taxes paid (Advance Tax, Tax Deducted at Source, etc.)
Amount of Tax to be paid

Note: (i) From the Assessment Year 2013-14, tax payable (i.e. amount arrived at Step 3) cannot be less than 18.5 percent of “Adjusted Total Income” in some Specified Cases.
Sec:140 The return of income of LLP Signed & verified by ‘designated partner’
For any unavoidable reason he could not sign, then return can be signed by any partner of LLP

LLP Liquidated, Liability of partners in terms of Tax due:
Every person who was a partner of the LLP at any time during the relevant previous year are jointly and severally liable for payment of tax unless he proves that non-recovery cannot be attributed to any gross neglect,misfeasance or breach of duty on his part in relation to the affairs of the IIP.Sec 167C has been amended with effect from June 1, 2013 to clarify that the expression "tax due" includes penalty, interest or any other sum payable under the Act.






AOP/BOI
Any payment of interest, salary, bonus, commission or remuneration by the AOP/BOI to a member is not allowable as deduction. Where interest is paid by AOP/BOI to a member who has also paid interest to the AOP/BOI, the amount of interest to be disallowed will be limited to the net amount of interest paid by the AOP/BOI. [Sec. 40(ba)]
Tax Rates :

	Members With
	Shares Determinate
	Share Indeterminate

	No Taxable income
	At the rates applicable to individual
	At the maximum marginal rate

	Taxable Income
	At the maximum marginal rate
	At the maximum  taxable marginal rate.



** Maximum Marginal Rate means the rate of tax (including surcharge, if any) applicable to the highest slab of income in case of individuals. 
The amount of tax calculated shall be increased by a surcharge at the rate of 12% of such income tax in case the total income exceeds  1 crore. However, Income Tax payable  shall not exceed the total amount payable as income tax on a total income of 1 crore by more than the amount of income that exceeds  1 crore.

Ascertainment of member’s share in AOP/BOI where shares are determinate and its taxability [Sec.67A, 86 & 110]
Total income of the AOP/BOI
Less:
1.  Interest, salary, commission or other remuneration paid to any member
2. Balance apportionable to the members in proportion to their shares
3. Share of income allotted to a member
Add:
1. Salary, interest, commission or other remuneration received by
the member of the AOP or BOI
Total share
Less: Interest paid on capital borrowed for the purpose of investment in the AOP/BOI
Net assessable share income

Tax-treatment in the three cases is discussed below: AOP or BOI
	
	@Maximum Marginal Rate or Higher Rate
	Slab Rates

	[bookmark: _GoBack]Chargeable to Tax
	Share of profit of a member is exempt from tax. 
	it is not to be included in the total income of the member[Sec. 86(a)]
	The share of profit of a member from AOP or BOI is to be included in the total income of the member only for rate purposes.
	The member is entitled to a rebate of tax on the entire share of profit at the average rate of tax applicable to total income. [Sec. 86(b)].


	Not Chargeable To Tax
	The share of profit of a member from AOP or BOI is included in his total income and he will pay tax on it. He is not entitled to any rebate of tax on such profits [Proviso to Sec. 86(b)]







Tax Liabilitv of J K Associates. AOP: 
1. Taxable income 
As K's income, other than that from the AOP, exceeds the basic exemption limit, the AOP shall pay tax at maximum marginal rate of 30.9% (i.e. 30% plus education cess@2% plus secondary and higher education cess@l%). Thus the tax payable by AOP =600000 *30.9% =185400
Tax liability of J and K [i.e Individual Assessment]: Situation # 1:
	Particulars
	 
	Rs.

	Share of profit from AOP
	Exempt
	Exempt

	Income from other sources
	 
	 

	Total Income
	 
	6.90,000

	Tax liability
	Nil
	68,000

	Education cess@200 + SHEC@100
	Nil
	2,040

	Total tax payable
	Nil
	70,040



2.No Taxable Income
Since none of the members have income, other than income from the AOP, exceeding the basic exemption limit, the AOP would be taxed at the rates applicable to an individual. Therefore, the AOP's tax liability = Rs.51 500/-[image: ]

Tax liability of J and K [i.e Individual Assessment]: Situation # 2:

	Particulars
	
	RRs.

	Share of profit from AOP
	3.60,000
	2.40.000

	Income from other sources
	
	1.20,000

	Total Income
	
	

	Tax liability
	26,000
	16,000

	Education cess@20/0 +SHEC@1%
	780
	480

	Total tax payable
	26,780
	16,480

	Average rate of tax *[26,780+460,000]; 16480/360000
	5.8200
	4.580 0

	Total tax liability
	26,780
	16,480

	Less: Rebate under section 86 in respect of share of profit from AOP(360000 5.82%]; 240000*4.58]
	
	

	Tax liability of members
	5,828
	5,488

	Tax liability of members rounded US 288-B
	5,830
	5,490





Assessment of Companies:
Carry forward and set off of losses in case of certain companies [Section 79]
A change in voting power or Shareholding of more than 49% has taken place between two relevant dates the last day of previous year in which set off is claimed and the last date of the previous year in which the loss was incurred), the assesse will not be entitled to claim set off of such losses.
This provision shall not apply to a change in the voting power consequent upon:
· Death of a shareholder, or
· On account of transfer of shares by way of gifts to any relative of the shareholder making such gift. 
· Any change in the shareholding of an indian  subsidiary of a foreign company arising as a result of amalgamation or demerger of a foreign company subject to the condition that 51% of the shareholders of the amalgamating or demerged foreign company continue to remain the shareholders of the amalgamated or the resulting foreign company.
· Section 79 applies to all losses, including losses under the head Capital Gains. However, provisions do not affect the set off of unabsorbed depreciation which is governed by section 32(2). 

Deemed dividend [Section 2(22(e)]Any payment by closely held company which the public are substantially interested,of any sum by way of advance or loan to a shareholder holding not less than 10% voting power or  shareholder is a member or a partner and in which he has substantial interest or any payment by such company on behalf or for the individual benefit of such shareholder, to the extent to which company in either case possesses accumulated profit .

Liability of directors of private company in liquidation [Section 179]In case of Non-Payment of tax , every person who was a director of the private company during the relevant previous year shall be jointly and severally liable for payment of such tax unless he proves that the non-recovery cannot be attributed to any gross neglect, misfeasance or breach of duty on his part in relation to the affairs of the company
“Specified foreign company” means a foreign company in which the Indian company holds 26% or more in nominal value of the equity share capital of the company.The principal officer of the company is required to file the return of total income of the company on or before 31st October of the assessment year. A company is assessed like any other assessee. However,
its liability differs in two respects:
(1) No exemption limit: A company does not enjoy any exemption limit.
(2) Flat Rate of Tax: A company pays income-tax at a flat rate instead of slab rate.
MAT(Minimum Alternate Tax)If Tax on total income in respect of any Previous Year is less than 18.5 per cent of its book profit, such book profit shall be deemed to be the total income of the assessee and the tax payable for the relevant Previous Year shall be 18.5% of such book profit.
2. The Profit and Loss Account should be prepared in accordance with Parts II and III of Schedule III of the Companies Act, 2013



Rates of income-tax for the assessment years 2016-17 are as under:
[image: ]
1 Crore story
Education cess: Education cess @ 2% shall be levied on the total tax (including surcharge) payable by
the assessee.
SHEC: SHEC @ 1% shall be levied on the total tax (including surcharge) payable by the assessee. In
other word SHEC shall be half of education cess.
MAT CREDIT Sec 115JAA
· Credit allowed MAT less tax as per normal provisions
· Period 7 assessment years
· Set off in which year Tax is payable under normal provisions [i.e., when MAT NA]
· Credit eligible for setoff Tax under normal provisions less MAT of such asst year











G. CORPORATE DIVIDEND TAX or DDT [Sec 115O – 115Q] applicable only for domestic company
· 1. Payable : When declared/distributed/paid dividend (interim or final) except for 2(22)(e)
· Dividend
·  Rate: @17.64706% plus surcharge @12%
· (w.e.f 1.10.14) plus education cess @ 2% plus SHEC @ 1% of the amount so declared, distributed or paid.
· 3. Amount of dividend shall be reduced by amount of dividend if
· a) Received from subsidiary
· b) Subsidiary has paid CDT
· c) Receiver company is not subsidiary of any company
· Subsidiary = holding > 50% in nominal value of equity
· 4. Time Limit – 14 days from the date of declaration/distribution/payment
· 5. CDT Not allowed as deduction
· 6. Does not apply to SEZ units
· 7. Consequences on failure
· a) Interest @ 1% from date of failure
· b) Deemed to be assessee in default
· c) Penalty = unpaid tax u/s 271C
· d) Prosecution 3months – 7 years
TAX ON INCOME DISTRIBUTED TO UNIT HOLDERS Sec 115R – 115T
1. Payable : On distribution of income by UTI/MF other than 
a) Distributed by administrator of specified undertaking
b) To unit holder of equity oriented funds
2. Time Limit – within 14 days
3. Rate
Fund Type Unit Holder Rate
Money market / liquid fund Any person 25%
Any other fund Individual / HUF
Any other Person
12.5%
20%
Add: 10% + [2%+1%]
4. Return of income distribution within 15th Sep of every year to be files [in Form 63/63A]
5. Not allowed as deduction
6. Consequences on failure Interest @ 1%, deemed assessee in default and provisions of collection
& recovery shall apply
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1 | Short Term Capital Gain on equity shares in a company or units of an equity oriented 15%
fund where the fransaction is chargeable to securities fransaction tax

2 | Tax on Long Term Capital Gains 20%
Where the Long Term Capital Gains is covered by section 115AB, 115AC or 115AD, 10%
3 | Tax on winnings from lotteries, cross word puzzles, races including horse races, etc. 30%

4 | Tax onincome by way of dividends declared, distributed or paid by a specified foreign 15%
company [Section 115BBD]

5 | Tax on any otherincome:

Domestic company 30%

Foreign company:

Royailty received from Government or an Indian concern in pursuance of an agreement | 50%
made by it with the Indian concern after March 31, 1961 but before 1 April, 1976 or
fees for rendering technical services in pursuance of an agreement made by it after 29"
February, 1964 but before 1¢ April, 1976 and where such agreement has in either case
been approved by the Central Government

for any otherincome 40%

Surcharge: The amount of income-tax computed as above shall be increased by a surcharge of 5% in
case of domestic companies and 2% in case of foreign companies provided the totalincome of such
domestic/foreign company exceeds %1 crore.




