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INCOME FROM HOUSE PROPERTY
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SEC 23	 DETERMINATION OF ANNUAL VALUE 
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(a) STANDARD DEDUCTION @ 30% ON ANNUAL VALUE
(b) INTEREST ON CAPITAL BORROWED
SEC 25 	AMOUNTS NOT DEDUCTIBLE IN CASE OF INTEREST PAID OUTSIDE INDIA WITHOUT TDS 
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& AA 	UNREALISED RENT REALISED SUBSEQUENTLY
SEC 25B	ARREARS OF RENT	
SEC 26 	PROPERTY OWNED BY CO-OWNERS OR JOINT OWNERS
SEC 27 	OWNER / DEEMED OWNER DEFINITIONS



INCOME FROM HOUSE PROPERTY
Basis of charge of income under this head is Annual Value of the house property which is the inherent capacity of the property to earn income. Tax under this head is on notional basis, as generally tax is not on receipt of income but on the inherent capacity of the property. Owner of house property will be assessed under IHP even if the HP is not let-out during the year.
A. CHARGING SECTION 22: CONDITIONS TO BE SATISFIED FOR INCOME TO BE TAXED UNDER IHP
(1) Property must consist of buildings or land appurtenant thereto (in the form approach roads, courtyards, gardens, cattle shed etc)
· Vacant plot is not land appurtenant thereto
· Income from well within the house is not land appurtenant thereto as it is not necessary for enjoyment of the house
· Display on the roof of the building cannot be taxed under IHP but under IOS as it is not part of the building
(2)  (
No Exemption of Rs. 1500/- u/s 10(32) can be availed in case of transfer to minor child
)Assessee must be the owner of the house property i.e. is a person who is entitled to receive income in his own right
· Registered ownership is not necessary
· Income from subletting will not be taxed under IHP
· In case of any dispute in title of property the person who is in receipt of income will charged to tax
· DEEMED OWNER U/S 27]
(i) Transfer to spouse or minor child
An individual transfers a HP to his/her spouse or to his/her minor child (NOT BEING A MARRIED DAUGHTER) without adequate consideration
NOTE: If a person transfers house property to his sons wife without adequate consideration he will not be treated deemed owner under section 27 but the income arising from such HP will be clubbed in the hands of the person who transferred under section 64(1)(vi)
If an individual makes cash gift to his wife and wife purchases a house property from that money the individual will not be deemed owner of the HP u/s 27(i) but the income from such HP will be clubbed in the hands of individual u/s 64(1)(iv)
(ii) Holder of impartible estate (not relevant after Hindu succession act)
(iii) Property held by a member of co-operative society/company/AOP i.e., who has been allotted or leased under the house building scheme of the society company or AOP
(iv) Property acquired under a power of attorney Sec 53A of Transfer of Property Act
(v) Person who has acquired a right in a building under sec 269UA(f)
· Right is acquired under the following situations
· Lease for rental for not less than 12 years (whether fixed or extended)
· Exception: extension made from month to month or any period less than 1 year shall not be covered.
· Where the property is leased for a period of more than 12 years lessee will be treated as owner of the house property (Sec 269UA (f) read with Sec 27)
(3) Property should not be occupied by the owner for his own business or profession
· Letting out for business purposes is use for business purposes(buildings occupied by employees /directors) therefore not taxed under IHP
· Property of partner used by the firm to carry on business. Two contrary views were expressed by High Courts
 (
Madras, Orissa, Allahabad High Courts
Not included in the hands of Partner
) (
Karnataka High Court
Included in the hands of Partner
)


· PROPERTY OF HUF LET OUT TO PARTNERSHIP FIRM

	PROPERTY OF HUF USED BY PARTNERSHIP FIRM 

	
	

	Where HUF is a partner in the firm through Karta (where part was let-out)
	Where a member is partner in firm in his individual capacity

	
	

	Not assessed in the hands of HUF as IHP
(part which was let-out is not assessable)

	Assessed in the hands of HUF as IHP






MISCELLANEOUS POINTS:
· Property held as stock in trade or engaged in the business of letting out for rent shall be chargeable under IHP
· Income from subletting is not chargeable under IHP
· Income from building constructed on lease hold land shall be assessed under IHP even though the asseseee is not the owner of the land
B.  (
Gross Annual Value
xxx
Less:
 Municipal Taxes [proviso to sec 23]
(xxx)
Irrespective of the year in which liability was incurred
Must be actually paid by the assessee
No relevance to method of accounting employed
In case of HP outside India Local Taxes paid in that country will be allowed as deduction
Net Annual Value
xxx
Less:
 Deductions u/s 24
Standard Deduction @ 30% on NAV
(xxx)
Interest on Borrowed Capital
(xxx)
Income from House Property
xxx
)CALCULATION OF INCOME FROM HOUSE PROPERTY









NOTE: REFUND OF MUNICIPAL TAXES CANNOT BE TAXED UNDER ANY HEAD. IT CANNOT BE TAXED EVEN UNDER IHP AS THERE IS NO SPECIFIC PROVISION FOR TAXING THE SAME
C.  (
Municipal Rental Value [MRV]
Fair Rental Value [FRV]
Higher 
of the above subject to
 Standard Rental Value under Rent Control Act
= Expected Rental Value [ERV]
[or]
Actual Rent Received or Receivable [ARR]
Higher of the Above is GAV
Where ARR is less than ERV ONLY Due to Vacancy then GAV = ARR
ARR will be less than ERV due to vacancy only if,
)GROSS ANNUAL VALUE [GAV] 







NOTE: 
· In case let out property is vacant during the whole of the previous year then GAV of that HP will be NIL
· Unrealised rent will be reduced from ARR if the following conditions are satisfied
(i) Tenancy is bonafide
(ii) Defaulting tenant has vacated or steps have been taken for his vacation
(iii) Defaulting tenant is not in occupation of any other HP of the assessee
(iv) Assessee has taken all reasonable steps to institute legal proceedings for the recovery of unpaid rent or satisfies the AO that legal proceedings will be useless
(v) Non refundable deposit will be included in rent received or receivable on pro rata basis
(vi) If tenant has undertaken the cost of repairs the same will be added to rent received or receivable to arrive at Annual Value
(vii) Notional Interest on refundable deposit taken for the purpose of compensating short payment or nonpayment of rent may form part of rent received or receivable

D. INTEREST ON BORROWED CAPITAL (
Interest
 [23(
b
)]
)

 (
House Property Let Out
) (
Self Occupied House Property
)

 (
No Limit
) (
Maximum of Rs
 
30
000/-
) (
Maximum of Rs
 150000/-
)	
 (
Three 
Conditions
Capital borrowed 
on or after
 01-04-99
Assessee 
furnishes a certificate
 from the lender specifying the amount of interest for 
purpose of acquisition or construction
 only
Such acquisition or construction shall be completed 
within 3 years
 from the 
end of the financial year
 in which it is borrowed
) (
In any Other Case
Capital borrowed before 01-04-99
Capital borrowed on or after 01-04-99 for repair renewal, reconstruction
Capital borrowed on or after 01-04-99 but does not satisfy the conditions mentioned in first box
)



 (
Pre construction period Interest is allowed in 5 equal installments
P
eriod commencing on the 
date of borrowing
 and 
ending on March 31
 immediately prior to 
The date of completion of construction 
/
 acquisition 
or
 
Date of repayment of loan
 
whichever is earlier
)

OTHER GENERAL POINTS:
· Interest is calculated on accrual basis
· Interest on loan taken to repay the original loan is allowed as deduction
· Principal amount paid is allowed as deduction u/s 80C [Chapter VI A]
· Interest on unpaid interest is not allowed
· Amount shall be utilized for construction or acquisition of HP otherwise it is not allowed
· Person borrowed can only claim and not his successors
· Loan obtained on Provident Fund shall be allowed to the extent the amount of PF not contributed by him (i.e., contributed by employer)

E. NAV OF ONE SELF OCCUPIED HOUSE PROPERTY SHALL BE TAKEN AS ‘NIL [SEC 23(2)]
CONDITIONS
(1) HP is in the occupation of owner for his residential purposes 
(2) Such property cannot be occupied by the owner by reason of the fact that owing to his employment, business or profession carried on at some other place he has to reside at that place in a building not owned by him
NOTE: if the HP is let out to the employer and employer in turn allots the HP for his residence it will not be treated as self occupied HP
BENEFIT IS AVAILABLE FOR ONLY ONE HP AT THE OPTION OF THE ASSESSEE [SEC 23(4)]
THE ABOVE BENEFIT SHALL BE WITHDRAWN IF [SEC 23(3)]
(1) Such HP is let out for whole or part of the previous year or
(2) Any other benefit is derived from the HP

F. AMOUNTS NOT DEDUCTIBLE FROM INCOME FROM HOUSE PROPERTY [SEC 25]
(1) Interest paid outside India without deducting TDS and
(2) In respect of which there is no person in India who may be treated as an agent under Sec 163

G.  (
Un realised Rent Subsequently Realised 
)
 (
R
ealised
 in Asst. Year 2002-03 or Later [Sec 25AA]
) (
R
ealised
 in Asst. Year 2001-02 or Earlier [Sec 25A]
)
		
 (
Taxed in the year of Receipt only to the extent it has not been included in the Annual Value earlier 
Circular No. 14/2001
 
) (
Taxed in the year of Receipt without any deductions under Sec 23 & 24
)
 (
Taxed even if the assessee is not the owner of the HP
)


 Can assessee claim standard deduction of 30%? As there is no specific provision in sec 25AA as in 25A standard deduction can be claimed (see Footnote) [footnoteRef:2] [2:  CIRCULAR 14/2001 A new section 25AA has been introduced to provide that in cases where unrealised rent has not been included in the actual rent receivable (AND CONSEQUENTLY THE ANNUAL VALUE) for any previous year, and subsequently any amount in respect of such rent is realised by the assessee, the amount so realised shall be charged to tax as income from house property for the previous year in which it is realised, even if the assessee is no longer the owner of the house property in that previous year.] 

H. ARREARS OF RENT RECEIVED [SEC 25B]
· Taxable in the year of receipt
· 30 % deduction available
· Taxable even if the assessee is not the owner of HP

I.  (
Composite Rent
)


 (
Rent includes rent of letting out of building and letting out of other assets
) (
Rent includes rent of building and charges for other services
)



 (
Letting of Two are Not
 
Separable 
) (
Letting of two are separable 
) (
Charges for other
 services 
) (
Rent of building 
)


 (
IHP
 
) (
PGBP / IOS
 
) (
PGBP / IOS
 
) (
IHP &PGBP / IOS
)




 (
When payee is 
Individual / HUF
@ 
15%
When payee is 
any other Person
@ 
20%
)
J. POINTS RELATED TO HOUSE PROPERTY
· Sec 194 I TDS on Rent if it exceeds Rs. 120000/- P.A.
· A club owns a house property and it provides recreational and refreshment facilities exclusively to its members and their guests and not available to non members. Runs on no profit -no loss basis and members are not entitled to any share in profits. Surplus is used for maintenance and development of the club.
Business is governed by principle of mutuality. Not only surplus of the business, but also the annual value of the club is exempted from income tax. CHELMSFORD CLUB (SC)
· Holder of Impartible estate cannot be assessed under HUF
· Property Income in the following cases are exempt
(1)Income from Farm House (2)Annual Value of one palace of ex-ruler (3)PI of Local Authority (4)approved scientific research association, University, or other Educational Institution, Hospital or other medical Institution (5)Trade Union (6)Charitable Purposes (7)Political Party (8)Used for own business or profession (9)one, self occupied property





AGRICULTURAL INCOME
· Agricultural Income is Exempt from Income u/s 10(1) 
· Exemption is available only if the land building is used for agri. Purposes
· Net Agri. Income is calculated for the limited purpose of  integration of agri. Income with non-agri. income
· Income from sale of forest trees, fruits and flowers growing on land naturally and spontaneously without any human intervention is not agricultural income [CASE LAW]
Definition of Agricultural Income Sec 2(1A): Means [Land must be in India] [Given in brackets provisions applicable for calculation of Income under respective source]
(a) Any rent or revenue derived from land which is situated in India and is used for agri. Purposes [IOS]
(b) Any Income derived from such land by agri. Operations including processing of agri. Produce [PGBP]
(c) Income attributable to farm house subject to the following conditions [IHP]
· Building is situated in the immediate vicinity of the land
· Used as dwelling house store house as out building
· Land is assessed to land revenue or local rate (or)
Alternatively the building is situated on or in the immediate vicinity of the land which is situated outside the urban areas
SEGREGATION OF PARTIALLY AGRI. & PARTIALLY BUSINESS INCOME
	RULE
	PARTICULARS 
	% BUSINESS INCOME
	% AGRICULTURAL INCOME

	8
	Growing & Manufacturing Tea
	40
	60

	7A
	Manufacture of Rubber
	35
	65

	7B
	Growing & Curing Coffee in India
	25
	75

	7B
	Growing, Curing, ROASTING & GROUNDING of Coffee
	40
	60

	7
	ANY OTHER CASE ONLY Market value of agri produce raised by the assessee or received as rent in kind and utilized as raw material in the business shall be deducted.
Expenses which are not apportionable between agri & non agri activities are allowed as deduction in full


NOTE: Income for the above purpose shall be calculated as per the normal provisions of the act and later bifurcated on the above basis
PARTIAL INTEGRATION OF AGRI INCOME WITH NON-AGRI INCOME
WHEN APPLICABLE ?
· Individual, HUF, BOI, AOP, or artificial juridical person
· Agricultural Income Exceeds Rs 5000/- & Non Agri. Income exceeds the basic exemption limit
STEP 1  Compute net agri. Income
STEP 2  Calculate tax on Agri & Non Agri Income
STEP 3  Calculate tax on Agri. Income by increasing the income by the first slab of income for which nil                      
             rate is charged [Ind - 110000, Sr. Citizen - 185000. Women - 135000]
STEP 4  STEP 2 LESS STEP 3
             LESS: REBATE U/S 88E
             ADD: SURCHARGE + E.CESS


DOUBLE TAXATION RELIEF


 (
Section 91
Relief (
Where DTAA with other countries does not exist)
) (
Section 90
DTAA
)


SEC 90
· PURPOSES FOR WHICH DTAA AGREEMENTS CAN BE ENTERED BY CENTRAL GOVERNMENT
(1) GRANTING RELIEF in respect of doubly taxed incomes or Income tax 
(2) AVOIDANCE OF DOUBLE TAXATION of income under the laws of respective countries
(3) EXCHANGE OF INFORMATION for prevention of evasion or avoidance of income tax, or investigation of cases of such evasion or avoidance under the laws of respective countries
(4) RECOVERY OF INCOME TAX
· CHARGE OF TAX WHEN DTAA EXISTS - when DTAA exists then in respect of the assessee covered by the DTAA the provisions of such DTAA or of Income Tax whichever is most beneficial shall apply

SEC 90A ADOPTION BY CENTRAL GOVT. OF AGREEMENTS BETWEEN SPECIFIED ASSOCIATIONS FOR DOUBLE TAXATION RELIEF
(i) Specified association may enter into DTAA with any Specified association in the Specified Territory outside India.
(ii) Such DTAA shall be applicable if the same is adopted by the Central Government by Notification in the Official Gazette.
(iii) Specified association means any institution, association or body, whether incorporated or not, functioning under any law and which may be notified. Specified Territory means area outside India and notified as such by Central Government

SEC 91 RELIEF WHERE NO DTAA EXISTS
Conditions for claiming relief
(1) Person claiming is resident in India in that PY
(2) His income in respect of which relief is claimed, accrued or aroused outside India and it is not deemed to accrue or arise in India
(3) He proves that he has paid tax on such income by deduction or otherwise in other country
Then relief = Lower of the Following



[or]



DTI – Doubly Taxed Income [Income actually taxed in India as well as in foreign Country]
IIT – Indian Income Tax 
Go Through the Problem in BANGAR – Pg. 13.2



ASSESSMENT OF CO-OPERATIVE SOCIETIES
DEFINITION:
· Society registered under Co-Operative Societies Act, 1912 or any other law for the time being in force in any state for the registration of Co-Operative Societies.
· For Income Tax purposes Regional Rural Banks under RRB Act are deemed to be Co-Operative Societies

TAX RATES
	Up to Rs. 10000
	10%

	10001 to 20000
	20%

	Above 20000
	30%


SURCHARGE IS NIL
E.CESS – 2%, SHEC – 1%

SPECIAL PROVISIONS FOR CO-OPERATIVE SOCIETIES
DEDUCTION IN RESPECT OF CO-OPERATIVE SOCIETIES [SEC 80P]
Types of Income of Co-Operative Societies eligible for deduction

(1) INCOME OF BANKING BUSINESS
· Co-Operative societies providing credit facilities to its members. Means a society whose main objective is to loans or other credit facilities to its members
· 07-08 onwards NA to Co-Operative banks [Primary Agri. Credit Society & RRBs can claim]
· Selling of Goods on credit shall not be eligible as it is not in the nature credit business
(2) COTTAGE INDUSTRY
· Society engaged in cottage industry can claim deduction of profits attributable from such activities
· Cottage Industry- Meaning
· Carried on small scale, small capital, small no. of workers and limited turnover.
· It should not be required to be registered under Factories Act
· Should be owned and managed by the society
· Activities should be carried by its members and their families, means outside labour should not be hired. Member means shareholder
· Should carry on activity of manufacture, production or processing. Should not be engaged in trading
(3) MARKETING OF AGRICULTURAL PRODUCE
· The marketing functions involve EXCHANGE FUNCTIONS such as buying and selling PHYSICAL FUNCTIONS such as transportation, processing and storage, and COMMERCIAL FUNCTIONS such as standardization, financing, market intelligence etc.
(4) PURCHASE OF AGRICULTURAL IMPLEMENTS
· whole of income from purchase of agri. implements, seeds livestock or other articles intended for the purpose of supplying them to its members is eligible
· sale can be to non members but the deduction is not available to the extent of such profits
(5) PROCESSING OF AGRICULTURAL PRODUCE
Income from the processing of agricultural produce without the aid of power of its members is deductible
(6) COLLECTIVE DISPOSAL OF LABOUR
· Deduction is available only when the earning of the society is through the utilization of actual labour of its members
· Conditions for deduction – Voting rights should be restricted to
(1) Individuals, who contribute their labour
(2) The co-op societies which provide financial assistance to the society
(3) The state government
Note: persons other than above may be members but should not have voting rights
(7) FISHING & ALLIED ACTIVITIES
Include catching, curing, processing, preserving, storing and marketing of fish or the purchase of materials and equipment in connection therewith for the purpose of supplying to its members
Restriction on Voting rights same as in point (6)
(8) PRIMARY SOCIETY ENGAGED IN SUPPLY OF MILK, OIL SEEDS FRUITS, ETC
CONDITIONS
(1) Society is a primary society engaged in supply of milk….
(2) Milk… are grown or raise by its members
(3) The produce is supplied to
· Federal co-op society		engaged in the business of supplying milk…
· Government or Local authority	…
· Govt. Co. or Statutory Corp		engaged in the business of supplying milk…
(9) INCOME FROM OTHER ACTIVITIES
Income from any other activity either independently or in addition to the above shall be eligible for the following amount of deduction
· In case of consumer co-op society		Rs 100000
· In any other case				Rs 50000
Eg. Income from letting out of shops, Interest on deposits made in govt. securities by the banking business not part of income of banking business hence not deductible under point (a) but available under this clause
(10) INTEREST/DIVIDEND FROM INVESTMENTS IN ANY OTHER CO-OPERATIVE SOCIETY
(11) LETTING OF GODOWNS OR WAREHOUSES FOR THE STORAGE, PROCESSING OR FACILITATING THE MARKETING OF COMMODITIES
(12) INTEREST ON SECURITIES/PROPERTY INCOME [ OTHER THAN HOUSING/URBAN CONSUMERS SOCIETY/SOCIETY CARRYING ON TRANSPORT BUSINESS/ENGAGED IN MANUFACTURING OPERATIONS WITH AID OF POWER]

GENERAL POINT’S ON DEDUCTION
(1) Deduction in respect of business income shall be available after claiming deductions under 80IA
(2) Deduction is on net computed income
(3) Unabsorbed losses/depreciation should first be set off
(4) Where income is partly exempt and partly chargeable expenses should be proportionately claimed
SPECIAL PROVISIONS FOR COMPUTING DEDUCTIONS IN THE CASE OF BUSINESS REORGANIZATION OF CO-OPERATIVE BANKS [W.E.F 2008-09 AY] SEC 44DB
Deduction u/s 32, 35D, 35DD, or 35DDA allowable to
(1) PREDECESSOR BANK [PROPORTIONATE DEDUCTION]


(2) SUCCESSOR [PROPORTIONATE]


INSERTIONS BY FINANCE ACT, 2007 EFFECTIVE FROM ASSESSMENT YEAR 2008-09
The following are not capital asset [with reference to Co-Operative Banks]
· Any transfer of capital asset to amalgamated/Resulting Co-Operative Banks
· Allotment of shares in amalgamated/resulting Co-Operative Bank
Conditions
(i) Transfer is made in consideration of allotment to him of shares in the amalgamated/resulting Co-Op bank
(ii) Conditions of Sec 44DB are satisfied 

 (
AMALGAMATION
All assets and liabilities are taken over by the amalgamated Co-Op bank
Members holding 75% or more in voting rights become members of amalgamated Bank
Shareholders holding 75% or more in value shall become shareholders of the amalgamated bank
) (
DEMERGER
All assets and Liabs are taken over by the resulting Bank
Assets and liabilities are transferred at book values
Consideration is made in the form of membership on proportionate basis
75% shareholders in value shall become shareholders in resulting Bank
Transfer is under going concern basis
Transfer is in accordance with conditions specified by the Central Govt.
)





CARRY FORWARD AND SETOFF OF LOSS AND DEPRECIATION – WHEN PERMITTED IN THE HANDS OF AMALGAMATED/RESULTING CO-OP BANK -SEC 72AB
(1) Predecessor has been engaged in the business in which loss was incurred for 3 or more years
(2) Predecessor has held at least 3/4th of the book value of Fixed Assets as on the date of reorganization Continuously for a period of 2 years
(3) Successor holds at least 3/4th of the book value of Fixed Assets continuously for a period of 5 years succeeding the date of reorganization
(4) Successor continues the business of the predecessor for a period of 5 years









 (
Private
 Trust
)ASSESSMENT OF TRUSTS
 (
Non Discretionary
 Trust
 [Sec 161]
) (
Discretionary
 Trust
 
Sec 164(1)
) (
Written
 Trust
) (
Charitable Trusts
[Sec 11, 12]
) (
Public
 Trust
)

 (
Oral
 Trust
[Sec 164A]
)




 (
Sec 61-
Revocable Transfer of assets
 Sec 62 
section 61 when not applicable
 Sec 62 
Meaning of Revocable transfer
)



