w HIdIQ.

Problems on residential stotus and tax incidence
34-P1 X ond Mrs. X are foreign citizens. They come 1o India on October 15, 2024 for a visit of 270 days. In th,, ,
previous years, they ore in Indio as follows :

X Mrs. X
2023-24 265 doys 310 doys h
2022-23 26 doys 240 doys
2021.22 25 doys 4 doys
2020-2] 120 doys 208 doys
2019-20 30 doys 75 days
2018-19 20 doys 360 doys
2017-18 100 days 240 days
2016-17 5 doys 195 doys .
2015-16 6 doys 176 days 3
2014.15 130 days 146 doys
During the previous year 2024-25, X ond Mrs. X have the following incomes :
X Mrs. 1
Rs. Rs P
Interest on company deposit in India 1,40,000 2,40,0 |
Income deemed to be earned in India 62,000 1,55,0
Income from business situated in Nepal ond controlled from India (40 per cent
is received in India and 60 per cent is received outside Indio) 84,000 98,001
Salory (after standord deduction) received in Indio for service rendered outside India 92,000 86,00}
Interest received from the Government of India (received outside India) 1,58,000 46,007
Interest received from o foreign company outside India (on capital which is "
utilised outside India) 80,000 25,00 §
Interest received from o foreign company outside India (on loan which is E&
utilised for doing business in India) 68,000 92,007 ° |
Royalty received in India from the Government of India 9,10,000 6,05,00C ¢
Royalty received in Indio from a non-resident in respect of technology
used by such person outside India 48,000 37.00C ‘
The following information is also available : q
, Place of birth Year of birth i
X Delhi 1951
Mrs. X : Bombay ' 1952
Father of X Muscot 1922
Mother of X Kathmandu 1925
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Problems on residential status and tax incidence Problem 34-P2
7 Ploce of birth Yoor of buth
Grandfathers of X Mexico ond Dubai 1893
Grandmothers of X Taipei ond Lagos 1895
Father of Mrs. X Dubai 1926
Maother of Mrs. X Belfost 1927
Grondfathers of Mrs, X Chicage and Muscol 1901
Grondmothers of Mrs, X Karachi and Dubai 1902

Find out the residential stotus and gross fotal income of X and Mrs. X for the ossessment year 2025-26.
SOLUTION : X and Mrs. X are foreign citizens, While Mrs. Xis a person of Indian ongin [her grandmother wos bornm
n undivided Indio (Karachi)], X is not @ person of Indian origin (X or his parents or grandparents was not bom in
undivided India).

X and Mrs. X can become resident in India only if they safisfy any of the following basic conditions

X Mrs. X
Presence of X in Presence of X in Presence of Presence of
India during India during Mrs. X in India Mrs. X in India
2024-25 April 1, 2020 ond during 2024-25 during April 1,
Moarch 31, 2024 2020 and March
31, 2024
Condition 1 182 days — 182 days -
Condition 2 60 doys 365 doys Non-functional

As X satisfies basic condition 2, he is a resident in India. However, he is unable 1o satisfy one of the additional
conditions (he is not resident in ot leost two out of preceding 10 yeoars). X is, therefore, resident but not ordinarily
resident in India for the ossessment year 2025-26. Mrs. X is a non-resident in India, as she is not in India for ot least
182 days during the previous year 2024-25.

Net income of X and Mrs, X shall be determined as follows :

X Mrs X
(Resident but not |  (Non-resident)
ordinarily resident)

Rs. Rs,
Interest on company deposits in India 1,40,000 2,40,000
Income deemed fo be earned in India 62,000 1,55,000

Income from business in Nepal

- 40% received in India 33,600 39,200
- 60% received oulside India (as business is controlled in Indio) 50,400 >
Salary from outside India 92,000 86,000
Interest from Government of Indio 1,58,000 46,000
Interest from foreign company (borrowed money is utilised outside Indio) —_— o
Interest from a foreign company (borrowed money is ufilised in India) 68,000 92,000
Royalty from the Government 9,10,000 6,05,000
Royaliy received in India 48,000 37,000
Gross total income 15,62,000 13,00,200

34-P2 X furnishes the following particulars of his income earned during the previous year relevant to the assessment
year 2025-26 :

Rs.
1. Inferest on German Development Bonds (one-sixth is received in India) 36,000
2. Income from agriculture in Pakistan, received there but later on Rs. 86,000 is remitted to India 3,41,000
3. Interest from property in USA received outside India [Rs. 92,000 is used in Conada for meefing
the education expenses of X's son in Canada and Rs. 2,48,000 is later on remitted to India] 3,40,00(
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Incomne-tax - Residential status and tax imcadence

4 income eamed bom butmess i on which 15 controlisd boem New Deths (e 70,000 1 recened

» indu)

5 Dwidend pand by on Indan compony on May 10, 2024 bt received outyde indio

&. Past untoned proft of 2021-22 brought 12 India in Moy 2024

7. Peohts bom o business n New Delts and monoged kom outsds indio (47 per cant of the proft

15 recewed ovtude Indio)
8 Profts on sole of o buslding in lndio but recened i Nepol

9. Pension kom a lormer employer in Indho, received i kron (amount net of standord deduction)
10. G#t m kareign cumency kom a fend receved in Indio on September 4, 2024
Find out the gross losal income of X : (i) if he is resident and ardinenly resdent i India, [i} f be is resdent but ripe
ordingnly resident in Indro, ond (&) f he s non-resident for the assesyment yeor 202524,

s

£y

4,05 .0,
1Lv5.800
2, 10008

2.8
1874007,
2. 15,00
86,000

SOLUTION :
Pesident Resident o
ond bust not residesy
resdant resdent (
Ps. Rs. A
4] (2 ) 4 i
1. Interest on German Development Bonds : |
Q One-sixth is laxable on receip! basis 6,000 6,000 6,000
Q Five-sicths is taxable in the cose of resident ond ordinanly i
resident on accrual basis 30,000 - A, i
2. Income from agriculture in Pakistan : !
O Income occrved and received outside India 3,41,000 i i |
3. Income from property in USA received outside India : }
Q Income received outside India 3,40,000 i 5
4. Income eamed from o business in lran controlled from
New Delhi :
Q@ Rs. 70,000 is taxable on receipt basis 70,000 70,000 | 70,000
Q Balance is not taxable in the case of non-resident 3,35,000 3,35,000 ke
5. Dividend paid by an Indion company
Q Income deemed to accrue or arise in India 1,95,800 1,95,800 | 1,95,800
6. Past untaxed profit brought o India :
Q Not income of the previous year 2024-25, hence, not toxable — - —
‘ 7. Profit from a business in New Delhi and managed
from outside Indio :
Q Income accrued in India 92,000 92,000 92,000
8. Profit on sale of a building in India but received in Nepal
0 Income deemed to accrue or arise in India 18,74,000 | 18,74,000 [18,74,000
9. Pension from an Indian former employer received in Iron :
0 Income deemed to accrue or anise in India 2,15,000 | 2,15,000 | 2,15,000
1 0. Gift in foreign currency
Q Now taken as income 80,000 80,000 | 80.000
= Sross fotal income 35,78,800 | 28,67,800 |25,32,800
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Problems on computation of capital gains
188-PT On March 31, 2025, X sells the following :

\
1 Date of Sale Cost of r Year of {N

sale proceeds acquisition purchase
Rs. Rs.

Preference shares August 10, 2024 4,90,000 4,61,063 2003-04 1,80,000

Agricultural land in rural area May 25, 2024 | 30,00,000 2,30,000 1983-84 3,40,00p
{outside the municipal limits)

/ Agriculiurel lond in urben area June 10, 2024 | 51,00,000 | 14,111,476 2006-07 2,00,000

i Debentures (listed) April 10, 2024 5,17,900 2,30,615 2003-04 1,80,000

Personal cor July 1, 2024 1,25,000 70,000 2007-08 NA
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Problems on computallon of capiral gains Problemn 188.p2

i 31 2025 (being the due date of furishing retumn of inceme), 1 deponns 2. 20,00 05D urdes saction 548
‘o v emphion in fulure by purchasing agriculturol land. By withdrowsng hom e Bepent eecoues, he

P . lurol land for Rs. 27,00,000 1l June 9, 2024 esurning thet the incremg of S Form cbes seurons

) oYl
~ “:‘:;;ﬂm 2024.25 ond 2026-27 is Rs. 86,000 ond Fs. 1,972,000, tesgactely, find o tasshle iy
W e Qssess™e! Yeans 2025.26 and 2027-28.

"“ UTION | Previovs Year 2024-25 (assessment yeor 2025-24)
S

Rural Urban Shores Dobar. I Ferver)

\- a.y\“’ g 09"(0‘ ogric b tures o
torol land | turol lord
RS, p H ’3_ ’ 3 14 ?
30,00,000 | 5100000 | 4956500 | 5,17.900 | 1.25000
-~ proveeds NA | 1411476 | 441043 20415 NA

| assels
- pm\o\ car ore not cop"a. ;
"‘, -sonsmgo" soloo“h’” is not .
,’pk e o 36,88,524 223,937 287,285 -t
> " ion 54B — | 30,00,000 - 5% Fo
os= * Exmption under sect
2 e 6,868,524 28,937 247,285 —_
e under the heod “Copill goins” T
:: from oqher sources 26,000
—omew A 10,90,744
0:; !‘i Deducio” under sections 80C to 80U Ni
goss v 10,90,750
SN 27 (assessment yeor 2027-28)
’ 26-
prev '°°'$ dy:ars!?'gd in bank account on July 31, 2025 20,00,000
:“‘ . \“:mo 5:1 utilised for purchase of agricultural land within 2 years from sole of ogricultural land
Less : 000
1+~ up to June 9, 2—-———7'00
Lomg-term copital goin e
COme from other sources 192,000
I kb o 4.92,000
#88-P2 Discuss the following :

1. X acquired a plot of land on June 30,2001 for Rs. 1,10,000. The funds invested were borrowed ot the rote of 9
per cent per annum (the amount was repaid by X on March 31,2005). X sells the plot of land on September 30, 2024
£ Rs. 25,00,000. Whatwill be the amount of capital gains for the assessment year 2025-26 ?Can X cloim deduction
of ground rent paid by him?

2_ XY & Co., 0 partnership firm, owns a house property which is utilised by partners for their residence. On June 30,
2024, the firm sells the property at a long-term capital gains of Rs. 1,20,000. Can the firm or partners cloim exemption
wnder section 547 -

SOLUTION : 1. Capital gains is computed after deducting cost of acquisition from the amount of sale consideration.
The cost of acquisition may include an expenditure incurred ofter the date of acquisition, e.g., interest on funds
borrowed for payment of purchase consideration—CIT v. Mithilesh Kumori [1973] 92 ITR 9 (Delhi).

In this case, land was purchased during 2001-02. The date of payment of interest is not given. Most probably inferest
will be payable on the last day of the previous year. Interest liability for the previous year 2001-02 will be Rs. 7,425
foayable on March 31, 2002). Similarly, interest payable on March 31, 2003, March 31, 2004, March 31, 2005
will be Rs. 9,900 every year. Present value for these payments on March 31, 2002 will be added to the cost of
acquisition of Rs. 1,10,000. There is no prescribed factor for calculating present value. It may be calculated on the
basis of cost inflation index which is notified for calculating long-term capital gains as follows —

Present value on March 31, 2002
for interest payable in future

Rs.
Inferest payable on March 31, 2002 (Rs. 7,425 x 100 + 100) 7,425
! Interest payable on March 31, 2003 (Rs. 9,900 x 100 + 105) 9,429 \
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Prablem 188-P) Secveme e - Cupetal gaing

1 o : Present value en paorch 71 . /’/£
3' for inderest poyobie o fstsey
'} “ . Ry
Wt oyl on Menh 31, 2004 s 9,900 » 100 + 107} 9.062 *"‘;
bternst povable on Maxch 31, 2005 (s 9.900 « 100 & 11 8,76} .
R e 34,473 ey
lwcﬁNo_-—-«—.- — e e aes . TS ‘
Camputonan of copad gan - '
>
Fu wolve o compdesohon 255 7y
Lot Conr of aoguation fuoy of vogestion Ry 110,000 + Ry 34,698) A g
Lung teeeh copdd o 2344 ,:{4

X ¢t thann dodvebion of ground rnt bom lorg lerm copdal gains 08 ground rent CoNsitutes o expeeraies -,
weumen hov the pupase of the manterance of copial asset ond not bor the purpose of ts o qustion—C17 ¢ Al -,
Kot [1973] 92 4TR 9 Do), .
O Benolt under sachan 34 cun be evoded ondy £ the house property is owned by on indimdual or Hindy oot
farwly Thershore, the b caanot caim deduction under secfon 54 Moreover, the partners of the fom cla Comeg,
cloem tha bane®t of secion 54 o3 the Waryherr of the asset is the frm ond not the portners.

188-P3 X ons 1.0 0orthy pand shares i @ company. These shares hove been forfested by the comparsy for nne
paymiet of coll money, Xwanty & chum Rs. 8,000 (i.e., amaunt padd of the hime of applicotion ond ofiotmens. =,
shavt fent Copel kans 15 the cham of X enobly 7

SOLUTION : The tarterture of partly pad shares because of non-payment of coll money is in accordance watfe Gricios,
2910 35 in Table A of Schedyle | of the Companies Act, 1956, Under rule 7 of Table A, a person becomes s,
of @ compony a3 000 03 the shares have been olfotted to him. The holder of such shares is olso entitted o recems
within 3 months of oliotment, relevont share certficate. Therefore, it can be said that X wos legal owner of sharm,
ot the tme of fadaihre. The pomt foe considerotion i whether fodeiture of shares omounts 1o o “transfer” wrde
section 2(47). Transfer in reloton ta capitol osset includes “the exfinguishment of any rights therein”. The Guyars
High Court in CIF v, Vanva S& M (P) ad [1977] 107 ITR 300 hos held thot the expression “fhe extingusishmms=
of ony rights therein” in secton 2{47) covers every possible ransaction which results in the destruchion, anmbsictce
aatinchion, temination, cessation or cancellation, by satisfaction or otherwise, of all or any of the bundle of rigisg—
qualitalive or quanhtative~—which the ossessee has in a capital asset, whether such asset is corporeal or incorporses.
ia the given problem, X's nights in the shares are undoubledly extinguished, There is, therefore, transfer of capetal
ynder section 2(47) ond, occardingly X is entitled o claim shart-term copital loss of Rs. 8,000.

188-P4 X 13 ¢ partner in a firm, ACo., olong with three other persons. On December 31, 2024, the firm is disschved
and X tokes over the following ossefs :

Plant and machinery | Residenticl hiowuse
(depreciation is premises {no
cloimed by the depreciation is
firm) daimed)
Rs. Rs.

Fair market volue of assets on December 31, 2024 6,50,000 48,00,000
Agreed volue of assets faken over by X os per dissolution deed 4,60,000 18,50,000
Cost of ocguisiion (*os per section 50) 3,10,000* 6,00,000
Yeor of ocquisition 1990 1990
Fair market volue on Apnil 1, 2001 — 15,31,200

Discuss whether A Co. is liable for tox on any copital gains. Will X be able to claim depreciation in respect of plont
ond machinery on Rs. 6,50,000?

SOLUTION : Section 9B charges tax on surplus arising from the transfer of capital asset by a firm to pariners o=
dissolution of the firm or otherwise. It is taxable in the previous year in which the transfer takes place. For this purpose,
fair market value of the asset on the dote of such transfer is deemed to be the value of consideration received-or
accrving as a result of fronsfer.
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. ined g3 yrdet
Wi Wptat gains ©f i e vl b dete”” ki

the date of ronsher (0973 1908 et gy g

o

s Mkt value of assels on ' o
sk Cogt o!u;cq\imn (*as per section 50, fair

‘ : "
::-m ‘::.:’ {*surplys arising O sale/transler of deprecictle o9 s dyq,,
ool guin, as per section 50‘ 3?\
’ \ it ! 48 -
A ssessee i entiled for depreciation on actual costinthe st yeor crdondy, d;:; ) \_Q

. In the given problem Xis enfilled to claim depreciafion in respect o ),
::: ;s- 4.60.%)&, being the cost incurred by it on the dcquisition of osset ol ";:;ndm on
2+ established by the lncome-tax Dﬁpodm*‘)'*\dhwd\aup(u it Qebergr B Whbon of e bem, Unigy:
wo travd, collusion and inflation and deflofion of volues for ulerior = by
wecessarily be its cost fo him of the fime of dissolvfion whethes m: “m‘, U of e m’ :,o o' 'I_ e

nde—Kalooram Govindromy. CIT[1965) 57 ITR33S(SC). Onthe syrencg " ¢ Gischsion deed or
) Noroin Agorwolov. CIT (1970175 TR T has hed ot on e iy #3721 o.wm‘;"c::

vine valuation, the cost to the partnerwho utlises the d """( A esiats gre Groced
m:‘t:“g;nm' Therefore, X is entitled for depreciation on s, 4m i busines, iy e m%
5 X purchased in 2002-03, 42,000 (non-listed) shores of o compa
:::‘,: o(qz‘,ling controlling interestof the company. In 2024-25, he sells m,:.: ‘::: z %mm Vit o
walue of Rs. 45 per share. On account of this sale, X wans to clgim copiolloss of B, 123 iO,lmﬂ e e ™
year 2025-26. TheAssessing Officerfinds thot X had purchased the shoyes 200 0301 h eclfs 100pes
when the market value of the shares was Rs. 76 per shore, According fo he Oficer, e €470 priee e
Rs. 24 per share wos paid by X fo acquire the controlling rights of the company. The wo Officer, Meﬁ,:
determines the amount of loss ot Rs. 13,02,000, excluding the extro price of s. 24 per shove Is the Asessing Office,
legally comect?
SOLUTION : Controlling interest is an incidence arising from holding o poriculor mumber of o€t i 0 COMParTY
It connot be separately acquired or transterred. It flows from the foct thot o number of shores ore held by @ pergon
1§ for acquiring that number of shares, a person is required to pay mere fhon the market prce ond the Yonsacsior
is genuine, then the cost of acquisition is that which has actuolly been paid. lis not right fo conclude thot contreffing
interest is a distinct capitol asset which can be acquired or transferred independently of the shares. Theretore
the view of the concerned Assessing Officer is not legally correct—Moharoni Ushadevi v. CIT 1982} 8 Taxmean 9
(MP).
188-P6 A cor in personal use for about 6 years is sold o a profit of about Rs. 58,000. Will the gain be faxable
SOLUTION : The point for consideration is whether a car used for personal purposes is o “copital asset” within f
definition of the ferm in section 2(14). According fo this definition, “capital asset” excludes “personal effects”, th
is to say, “movable property (including wearing apparel and fumiture, but excluding jewellery) held for personal u
by the assessee or any member of his family depending upon him. There isno court decision on the question whett
a car is a “personal effect” with reference fo this definifion. According o Block's Low Dictionary, “persona! effec
means “articles associated with person as property having more orless infimate relofion fo person of possessor” . 1
Random House Dictionary of the English Language gives the meaning as *privotely owned arficles consisfing chi
of clothing, toilet items, etc., for intimate use by an individual®, The Cydopaedic Low Dicfionary interprets the w
as such tangible property as is carried out about the person. According to Words ond Phrases, the term design
aricles associated with the person orsuch tangible property asiswom or carried out by the person. In H.H. Maha
Rana Hemant Singhijiv. CIT[1976] 103 ITR 61, the Supreme Court observed that “the Legisloture intended only
artidles to be included in the definifion which are infimately and commonly used by the assessee” . Since the expres
*personal effects” is imprecise and it has not been exhaustively defined in the Adt, it moy be taken to inclu
conveyance. According to this opinion, there can be notax on the capital gain resuliing from the sale of a convery:
which has been taken to cover a scooter, a car and even an aeroplane. There are ot least four judgments of ¢
in other Commonwealth countries, which lend support fo the construction of “personal” or “household” effec
including motor cars :

Australia - “I feel no difficulty about the word ‘effects’ being sufficient o cover @ motor car, even Gpart
authorities,”— Re. Tormey, Tormey v. Tormey [1935] VLR 300. “If o horse-drawn corrioge is @ household ¢
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¢ of the property on April 1, g p °

:Rs
1 of the second floor i 2012.1‘;0,000

80,00,000 (expenses incurreg c;n
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¢ Full value of comsaderatan IO};]/ .‘
. Lo e |
{W\wc{uwt.\hn V029 §
+ Rodeved cost of emprovement [ Ao 7] zx’)b-l’ ;
\ Expeodtuwy on traasfer lﬁyz §
| Looagterm capaal gma {Neer 3) et
Nooes - T

lCadm-c(twv&nukniLml.u&h«bw:hlmwcl !
of acguinten s R, 10,89 000 (ce, Rs. 300000 X CHl of 2024-25 - 363 + Cll of 200102 - 100} :
2 Cant of construction of first floor is not taken into consideration (as the expenditure was incurred oy,
10 Aprd 1, 2001 ) Cest of comstruction of secuad {loor of Rs. 150,000 shall be converted into mdexed «o..
of improvesnent which cumes 1o Rs. 227,250 (ie. Rs. 150,000 X Cll of 2024-25:363 = Cllof 2012-13 25,
3 Lang term capital gain of Ry, 66,28 750 is chargeable 1otax at the rate of 20%(+ SC + HEC) under serte,,,
112 Sunce the pruperty is transferred befare July 23, 2024, X does not satisfy conditions mentioned i pay
186.1.3. He does nut have any option 1o pay tax at the rate of 12.5% (without considering indetaniy,,
benetu)

® Case study 2 - X, @ resident individual, purchases a hosse property on June 1, 1995 for Rs. 2.60 1506, fee
ies i the year 200304 and property is imherited by Mrs. X Mrs. X transfers the property on December 5.
2024 for Rs. SOM0,000 Fasr market value of the property on April 1, 2001 is Rs. 6,00.000. Expenses cns.
transfer incurred by Mrs. X is Rs. 100,000 Cost of improvement incurred by X during 2002-03 is Rs. 40,005
Likewrse, improvement expenditure incurred by Mrs. X during 2017-18 is Rs. 1,40,000.

Comypatanion of capital gain and tax lisbility - In the given case, capital asset is transferred after July 22
2024. Generally, indexation benefit is not available if the transfer takes place on or after July 23, 2024.
However, an exception is provided in section 112 [which is narrated in para 186.1-3] 1o pay Lax at the race
of 20% (with indexation benefit) or 12.5% (without indexation). Tax liability of Mrs. X will be calculated
as follows -

Without indexation | With indexatsses z
(tax rate 125%) |  (1ax rate 20%; |
Full value of consideration 50,00,000 50,00,000 g
Less: ! {
Cost of acquisition (being cost to the previous owner or fair }
market value on April I, 2001, whichever is higher) 6,00,000 = ; 1
Indexed cost of acquisition (Rs. 6,00,000 X CII of 2024-25 : 363 + i
CII of 2001-02 : 100) A 21,78,000 i _
Cost of improvement (Rs. 40,000 + Rs. 1,40,000) 1,80,000 . ¥
Indexed cost of improvement (Rs. 40,000 X CII of 2024-25 : 363 + £
ClI of 2002-03 when improvement took place : 105 + }
Rs. 1,40,000 x CII of 2024-25 : 363 = CII of 2017-18 : 272) - 325,124 |
Expenses on transfer 1,00,000 1,00.000
Long-term capital gain 41,20,000 23,96,876
Tax on long-term capital gain at the rate of 12.5% of Rs. 41,20,000 5,15,000 -
Tax on long-term capital gain at the rate of 20% of Rs. 23,96,876 - 4,79375
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