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Illustration 1 

What do you understand by the term double taxation?  Discuss the connecting factors which 

lead to double taxation of an income.  [6 Marks, Dec.2020] 

 

Solution 

The taxability of a foreign entity in any country depends upon two distinct factors, namely, whether 

it is doing business with that country or in that country.  Internationally, the term used to determine 

the jurisdiction for taxation is “connecting factors”.  There are two types of connecting factors, 

namely, “Residence” and “Source”.  It means a company can be subject to tax either on its residence 

link or its source link with a country.  Broadly, if a company is doing business with another country [i.e. 

host/source country], then it would be subject to tax in its home country along, based on its residence 

link.  However, if a company is doing business in a host/source country, then, besides being taxed on 

the home country on the basis of its residence link, it will also be taxed in the host country on the 

basis of its source link. 

Meaning of Double Taxation:  It means taxation of the same income in more than one country i.e. :- 

a) In the country in which the income is earned [source of income rule or host rule or economic 

attachment rule]. 

b) In the country in which person is resident [residence rule or home rule or personal attachment 

rule]. 

Broadly there are 2 types of double taxation namely: (i) Jurisdictional Double taxation (ii) Economic 

Double Taxation: - 

 Jurisdictional double taxation: “International juridical double taxation (ii) Economic Double 

Taxation – comparable taxes in two [or more] States on the same taxpayer in respect of the same 

subject matter and for identical periods”. 

 

Accordingly, when source rules overlap, double taxation may arise i.e. tax is imposed by two or more 

countries as per their domestic laws in respect of the same transaction, income arises or is deemed 

to arise in their respective jurisdictions.  This is known as “jurisdictional double taxation”. 

 

In order to avoid such double taxation, a company can invoke provisions of Double Taxation Avoidance 

Agreements [DTAAs] [also known as Tax Treaty or Double Taxation Convention – DTC] with the host 

/ source Country, or in the absence of such an agreement, an Indian company can invoke provisions of 

section 91, providing unilateral relief in the event of double taxation. 
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Example:  Company [ICO is a resident of India.  It has set up a branch in UK.  Here, India would be 

the country of residence for ICO, whereas UK would be the country of source.  UK would tax the 

profits earned by the branch of ICO located in UK, whereas ICO would be taxed on worldwide basis 

in India, including profits of its UK branch.  However, ICO can claim relief in respect of taxes paid in 

UK while filing its tax return in India under the Indo-UK Double Taxation Avoidance Agreement. 

 

 Economic double taxation: ‘Economic double taxation’ happens when the same transaction, item of 

income or capital is taxed in two or more states but in hands of different person [because of lack 

of subject identity]. 

 

Example: When one state attributes an income/capital to its legal owner whereas the tax law of other 

state attributes it in the hands of the person in possession or having economic control over the income, 

it leads to economic double taxation. 

Tax on distributed surplus by a company which is taxed in the hands of the company distributing such 

surplus, while the other jurisdiction taxes the said income from distribution in the hands of the 

shareholder. 

 

Illustration 2 

What is double taxation relief?  Explain the types of double taxation relief.  OR Explain the 

term “Bilateral Relief” in the context of Double Taxation Avoidance Agreement. 

 

Solution 

Double Taxation Relief: 

1) Meaning of Double Taxation:  Double Taxation means taxation of the same income in more than one 

country i.e. –  

a) In the country in which the income is earned [source of income rule or host rule or economic 

attachment rule]. 

b) In the country in which person is resident [residence rule or home rule or personal attachment 

rule]. 

2) Kinds of relief:  To prevent this hardship of double taxation, relief can be provided mainly in two 

ways: 

a) Bilateral Relief:  The Government of two countries enter into DTAA for avoidance of double 

taxation by devising mechanism to grant relief as per mutual agreement. 

b) Unilateral Relief:  In case when there is no DTAA between two counties, relief can be provided 

by home country in respect of income taxed on the basis of source rule in some other country.  

Thus, this relief is known as unilateral relief.  
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3) Agreements of bilateral relief may be of two kinds: 

a) Exemption method:  Under this method, the income from various specified sources which are 

likely to be taxed in both the countries is taxed only in one of the two countries. 

Tax credit method:  Under this method, the assessee is liable to have his income taxed in both the 

countries.  The home country calculates tax after including the income earned in source country.  

Thereafter, the home country allows deduction of the tax paid in source country from the tax payable 

in its country. 

 

Illustration 3 

Mr. Beeta, aged 30 years, resident in India and a musician derived income of Rs. 5,00,000 from 

concerts performed outside India.  Tax of Rs. 1,00,000 was deducted at source in the country where 

the concert were given by Mr. Beeta.  India does not have any agreement with that country for 

avoidance of double taxation.  India income of Mr. Beeta during the year was of Rs. 3,00,000.  Work 

out of the amount of tax payable and relief due to him under section 91 for the Assessment Year 

2022-23. 

 

Solution 

Computation of Total Income and Tax Liability of Mr. Beeta  : 

Particulars Rs. Rs. 

Indian Income 3,00,000  

Foreign Income 5,00,000  

Total Taxable Income  8,00,000 

Tax including HEC  75,400 

Average rate of tax in India [Rs.75,400 + 8,00,000 x 100) 9.43%  

Foreign tax rate [Rs. 1,00,000/ Rs. 5,00,000 x 100] 20%  

Doubly Taxed Income 5,00,000  

Relief u/s. 91 [on Rs. 5,00,000 @ 9.43%] i.e. rate 9.43% or 20% whichever 

is lower 

 47,125 

          Tax Payable  28,280 
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Illustration 4 

1. Mr. Kamesh, an individual resident in India furnishes you the following particulars of income earned 

in India.  Country “X” and Country “Y”  for the previous year 2021-22.  India has not entered into 

double taxation avoidance agreement with these two countries. 

Particulars Rs. 

Income from profession carried on in India 7,50,000 

Agricultural income in Country “X” [gross] 50,000 

Dividend received from a company incorporated in Country “Y” [gross] 1,50,000 

Royalty income from a literary book from Country “X”[gross] 6,00,000 

Expenses incurred for earning royalty 50,000 

Business loss in Country “Y” [Proprietary business] 65,000 

Rent from a house situated in Country “Y” [gross] 2,40,000 

Municipal tax in respect of the above house [not allowed as deduction in country “Y”]  

 10,000 

 

Note :  Business Loss in Country “Y” not eligible for set off against other incomes as per law of that 

country. 

The rates of tax in Country “X” and Country “Y” are 10% and 25% respectively. 

Compute total income and tax payable by Mr. Kamesh in India for Assessment Year 2022-23.  [7 

Marks, Nov. 2015] 

 

Solution 

Compute total income and tax payable by Mr.Kamesh in India for A.Y. 2022-23 (amount in ₹) 

Income from House Property   

Rent from a house situated in Country “Y” ( gross) 2,40,000  

Less: Municipal tax in respect of the above house ( not allowed as 

deduction in country “Y” 

10,000  

Net Annual Value 2,30,000  

Less: Standard deduction – 30% on NAV 69,000 1,61,000 

Profits and Gains of Business or Profession   

Income from profession carried on in India 7,50,000  

Business loss in Country :Y” ( Proprietary business) -65,000 6,85,000 

Income From other Sources   

Agricultural income in Country “X” (gross) 50,000  

Royalty income from a literary book from Country “X” [₹ 6,00,000 - ₹ 

50,000] 

5,50,000  
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Dividend received from a company incorporated in Country “Y” (gross) 1,50,000 7,50,000 

  15,96,000 

 

Illustration 5 

Usha, aged 50 years, a resident in India for the previous year 2021-22 receives professional fee of 

Rs. 6,50,000 for rendering services outside India.  Tax of Rs. 1,20,000 was deducted at source in 

the country with which India does not have any double taxation avoidance agreement.  She incurred 

Rs. 1,60,000 as expenditure for earning this fee.  She has income from other sources in India 

amounting to Rs. 2,50,000 and she deposited Rs. 1,40,000 towards Public Provident Fund.  Compute 

the tax liability and relief under section 91 of the Income-tax Act, 1961.  [Modified 5 Marks] 

 

Solution 

Computation of Total Income of Usha : 

Particulars Rs. Rs. 

Foreign Income [Profits and Gains of Business or Profession]   

Professional fees   

Less: Expenditure incurred 6,50,000  

Indian Income [Income from other sources] 1,60,000 4,90,000 

                               Gross Total Income  2,50,000 

Less : Deduction u/s. 80C [PPF deposit]  7,40,000 

  1,40,000 

Total Income  6,00,000 

 

Computation of tax payable: 

Particulars Rs. Rs. 

Income tax on total income  32.500 

Add: Health & Education Cess @ 4%  1.300 

                                    Total Tax  33.800 

Indian Rate of Tax [Total tax + Total income x 100] 5.63%  

Foreign Rate of Tax [Rs.1,20,000 + Rs. 6,50,000 x 100] 18.46%  

Doubly Taxed Income 4,90,000  

Less: Relief u/s. 91 to the extent of the lower of –   

(i) Doubly taxed Income x Indian Rate of tax 27,693  

(ii) Doubly Taxed Income x Foreign Rate of Tax 90,462 27,603 

Tax payable [rounded off to nearest Rs. 10]  6,200 

 


