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CHAPTER 1
GENERAL

Q.1 What is a Partnership? 1

Q.2 What is a Limited Liability Partnership (LLP)? 2

Q.3 What is the difference between a Partnership 2
and a Limited Liability Partnership?

Q.4 How to register a Partnership Firm? 3

Q.5 How to register a Limited Liability Partner- 4
ship?

Q.6 What are the consequences of non-registra- 4
tion of a Partnership Firm?

Q.7 Can the Partners of an unregistered Part- 4
nership Firm sue for enforcing their rights
under other Acts?

Q.8 Who can become a Partner? 5
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Q.9 What is the maximum number of Partners 5
a Partnership Firm and a Limited Liability
Partnership can have?

Q.10 Can a Hindu Undivided Family (HUF) become 6
a Partner in a Partnership Firm or LLP?

Q.11 Who represents the Hindu Undivided Family 6
in a Partnership Firm?

Q.12 Can a company become a Partner? 7

Q.13 Can a Trust become a Partner? 7

Q.14 Can two companies enter into a Partnership? 8

Q.15 Can two Partnership Firms enter into a 8
Partnership?

Q.16 Can a Partnership deed be amended? 9

Q.17 Can a Partnership deed be amended retro- 9

spectively?

Q.18 Can a Partnership Firm purchase immovable 10
property?

Q.19 Can Partners assign their property to the 10
Partnership Firm?

Q.20 Can a Coparcener enter into a partnership 11
with the Hindu Undivided Family in their
individual capacity?

Q.21 Can a Minor be a Partner? 11

Q.22 Can a Firm be a pass-through entity? 11

Q.23 Does the doctrine of piercing/lifting/poking 12
the corporate veil applicable to Partnership
Firms?

Q.24 Is the principle of ‘Substance over Form’ 12
applicable to Partnership Firms?

Q.25 Are the provisions of General Anti-Avoidance 12
Rules (GAAR) applicable to Partnership Firms?

Q.26 Are provisions of Black Money (Undisclosed 13
Foreign Income and Assets) and Imposition
of Tax Act, 2015, applicable to Partnership
Firms?
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Q.27 Can the principle of mutuality apply to 13
Partnership Firms?

Q.28 Can a Partnership Firm purchase agricul- 13
tural land?

Q.29 Who is a “person” under the Indian Part- 14
nership Act, 19327

CHAPTER 2
OPERATIONAL ISSUES

Q.30 Which method of accounting should be 15
adopted by a Partnership Firm?

Q.31 Does the method of accounting have any 15
bearing on Income-tax Act, 1961 (Act)?

Q.32 Can a Partnership Firm start its operations 16
prior to registration of the Firm?

Q.33 What are ‘Book Profits’? 16

Q.34 How to compute Book Profits under the 16
Income-tax Act, 19617

Q.35 Can Capital gains form part of Book Profits? 17

Q.36 Can Income from other sources form part 17
of Book Profits?

Q.37 Will advance money received in the course of 18
business be considered for the purpose of
determining “book profits”?

Q.38 What is the limit on remuneration under 18
section 40(b)(v) of the Income-tax Act, 19617

Q.39 Can the remuneration received by a Part- 19
ner attract section 40A(2) of the Income-tax
Act, 1961?

Q.40 What would amount to excessive remuner- 19

ation drawn by a Partner?
Q.41 Can a Partner draw a salary? 20

Q.42 Can salary paid to a partner be disallowed 20
in the hands of the Partnership Firm?
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Q.43 Can a Firm pay salary to a Hindu Undivided 20
Family (HUF) which is a Partner in the
Partnership Firm?

Q.44 Can a Partnership Firm pay commission to 21
its Partners?

Q.45 Can commission paid to a partner be disal- 21
lowed in the hands of the Partnership Firm
under section 40A(2) of the Income-tax Act,

19617

Q.46 Can a Partnership Firm pay commission to a 22
Hindu undivided family, which is a Partner
in the Partnership Firm?

Q.47 Can a Partnership Firm pay bonus to its 22
Partners?

Q.48 Can bonus paid to a partner be disallowed 23
in the hands of the Partnership Firm?

Q.49 Can a Partnership Firm pay interest to its 23
Partners?

Q.50 Can interest paid to a partner be disallowed 23
in the hands of the Partnership Firm?

Q.51 Can a Partnership Firm pay interest on the 24
Partner’s current account?

Q.52 Can a Partnership Firm pay interest on the 24
deposits made by the HUF and not by the
Individual Partner?

Q.53 Will deduction on payment of interest on 25
partner’s capital be allowed where the
income is computed on presumptive basis?

Q.54 What is the maximum rate of interest 25
allowed to a Partner?

Q.55 Can a Firm receive interest on loan advanced 25
to a Partner?

Q.56 Can a Partnership Firm set-off interest pay- 26
able and receivable from a Partner?

Q.57 Can remuneration or salary be disallowed in 26
a best judgment assessment under section
144 of the Income-tax Act, 19617
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Q.58 What is the rate of tax applicable to a Part- 27
nership Firm?

Q.59 Are provisions of Minimum Alternate Tax 27
(MAT) applicable to a Partnership Firm?

Q.60 Can a Partnership firm be a charitable 28
organization?

Q.61 Can a Partnership firm make donations? 28

Q.62 Are there any taxes on distribution of profits 28
to the Partners?

Q.63 Are provisions of section 2(22)(e) of the 29
Income-tax Act, 1961 i.e., deemed dividend
applicable to Partnership Firms?

Q.64 Where addition is made in the hands of the 29
Firm on substantive basis, can the same
addition be made in the hands of the Part-
ner on protective basis?

Q.65 Can a Partner claim deduction for expenses 30
against remuneration received from the
Partnership Firm?

Q.66 Can a Partnership Firm give discounts to its 30
Partners?

Q.67 Whether the provisions of presumptive taxa- 30
tion are applicable to the remuneration and
interest received by a Partner?

Q.68 Does a Partner have to pay tax on the share 31
of profits received from the partnership firm?

Q.69 Whether premium paid on keyman Insurance 32
Policy a deductible expense for a Partnership
Firm or a Limited Liability Partnership?

Q.70 What is the difference between a Partner- 32
ship firm/Limited Liability Partnership doing
business and a Partnership Firm/Limited
Liability Partnership in profession?
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CHAPTER 3
ISSUES ON RESIDENCY

Q.71 How to determine the residential status of 33
a Partnership Firm under the Income-tax
Act, 1961?

Q.72 How to determine the residential status of 33
a Limited Liability Partnership?

Q.73 How to determine the residential status of 34
a Partnership Firm and a Limited Liability
Partnership under the Foreign Exchange
Management Act, 1999?

Q.74 What is a Foreign Limited Liability Part- 34
nership?

Q.75 Can a Non-Resident be a Partner in a Part- 35
nership Firm?

Q.76 Can a Firm have a majority of Non-Residents 35
as Partners?

Q.77 Can remuneration be paid to Non-Resident 36
Partners?

Q.78 Can interest be paid to Non-Resident Part- 36
ners?

Q.79 What are the regulations on Foreign Direct 37
Investment into a Partnership Firm?

Q.80 Can the management and control of a Part- 37
nership firm/Limited Liability Partnership
be outside India?

Q.81 Are the provisions of Place of Effective Man- 38
agement (PoEM) applicable to Partnership
Firms/Limited Liability Partnership?

Q.82 Can Foreign Firms have Permanent Estab- 38
lishment (PE) in India?

Q.83 Can the existence of a Partner as an agent 39
of a Firm result in Agency Permanent
Establishment?
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Q.84 Are the provisions of Transfer Pricing appli- 39
cable to Partnership Firms/Limited Liability
Partnerships?

Q.85 What are the situations where Transfer 39
Pricing is applicable to Partnership Firms/
Limited Liability Partnerships?

Q.86 Does the residential status of the Managing 42
Partner matter?

Q.87 What are the consequences in change in 42
the residential status of a Partnership Firm/
Limited Liability Partnership?

Q.88 Can residents invest in a Foreign Partner- 42
ship Firm?

Q.89 Whether fee received by Non-resident Partner 43
outside India on behalf of the Partnership
Firm situated in India, taxable?

Q.90 Can an unregistered Partnership Firm make 43
an Overseas Direct Investment?

Q.91 Can Partnership Firm/Limited Liability Part- 43
nerships make overseas direct investment
under the Automatic Route?

Q.92 Can the partners of a partnership firm hold 43
shares of the overseas Joint Venture (JV)/
Wholly Owned Subsidiary (WOS) for and on
behalf of the firm?

Q.93 Can a Foreign Firm purchase agricultural 44
land?

CHAPTER 4
COMPLIANCES

Q.94 Does a Partnership Firm need to acquire a 45
Permanent Account Number (PAN)?

Q.95 When does a Partnership Firm/Limited 45
Liability Partnership have to file its Annual
Return?
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Q.98
Q.99
Q.100
Q.101
Q.102
Q.103

Q.104

Q.105

Q.106

How does a Partnership Firm maintain its
books of account?

Who signs the Income-tax returns of the
Partnership Firm?

Does a Partnership Firm/Limited Liability
Partnership have to be audited?

Do Partners in a Partnership Firm have to
be Audited?

What are the consequences in failure to get
the accounts audited?

Does a Partnership Firm/Limited Liability
Partnership have Advance-tax compliance?
Does a Partnership Firm/Limited Liability
Partnerships have to Deduct tax at Source?
Does a Partnership Firm have to Collect
tax at Source?

Do Partnership Firms/Limited Liability Part-
nerships have to prepare a Transfer Pricing
Study Report?

Does a Partnership Firm/Limited Liability
Partnerships require registration under
Goods and Services Tax Act, 2017 (GST)?
Are there any specific compliances for a
Limited Liability Partnership?
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46

46

47

47

48

48

48

49

49

50

50

REGISTRATION AND INCEPTION OF A PARTNERSHIP FIRM/

Q.107

Q.108

Q.109

LIMITED LIABILITY PARTNERSHIP

How is Capital Introduced in a Partnership
Firm/Limited Liability Partnership?

Is section 68 of the Income-tax Act, 1961
i.e., Cash credits, applicable on introduction
of Capital?

Whether “source of source” rule under sec-
tion 68 of the Income-tax Act, 1961 appli-
cable to Partnership Firm/Limited Liability
Partnerships?
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Q.110 Are provisions of Benami Transactions (Pro- 54
hibition) Act, 1988 applicable on introduction
of Capital in a Partnership Firm?

Q.111 Can there be two Partnership Firms with 54
the same Partners?

Q.112 Whether revaluation of assets on contribu- 56
tion to a Partnership Firm, taxable in the
hands of the Partner?

Q.113 What are the tax implications of revaluation 57
of stock-in-trade at the time of introducing
stock-in-trade as a capital contribution?

Q.114 What is the advisable number of Partners 57
in a Partnership Firm?

Q.115 Should the Partnership deed have any clause 58
so as to protect itself from dissolution?

Q.116 Does the profit-sharing ratio be as per the 58
Capital Contribution of the Partners?

Q.117 Do all the Partners have to be paid interest 59
according to their Capital Contribution?

Q.118 Do all the Partners have to be paid interest 590
at the same rate?

Q.119 Can a Partner assign their immovable prop- 59
erty in the name of the Partnership Firm?

Q.120 Will assignment of immovable property in 60
the name of the Partnership Firm amount
to Transfer?

Q.121 Whether assignment of stock-in-trade by a 60
Partner in the name of the Partnership Firm
amounts to Sale?

Q.122 Can a share in the partnership Firm be 60
allotted to a Partner without any Capital

Contribution?
Q.123 What are Professional Firms? 61
Q.124 Can a Firm be a Joint Venture? 61

Q.125 Can a Special Purpose Vehicle be a Part- 61
nership Firm?
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CHAPTER 6
SECTION 9B OF THE INCOME-TAX ACT, 1961

Q.126 What is section 9B of the Income-tax Act, 63
19617

Q.127 When was section 9B of the Income-tax Act, 63
1961 introduced?

Q.128 Whether section 9B of the Income-tax Act, 64
1961 passes the test of Constitutional
Validity?

Q.129 Can section 9B of the Income-tax Act, 1961 64
have retroactive applicability?

Q.130 When is section 9B of the Income-tax Act, 64
1961 applicable?

Q.131 Whether section 9B of the Income-tax Act, 65
1961 applicable on cash payment?

Q.132 How to compute ‘Capital Gains’ or ‘Profits & 65
Gains’ under section 9B of the Income-tax
Act, 19617

Q.133 How is Fair Market Value of the asset or 65
stock in trade computed?

Q.134 What is a specified entity? 66
Q.135 Who is a specified person? 66

Q.136 Are there any guidelines issued by the Cen- 66
tral Board of Direct Taxes for the purpose
of section 9B of the Income-tax Act, 19617

Q.137 Whether deeming sections like section 43CA, 66
section S0C or section 56(2)(x)(b) applicable
to transactions covered under section 9B of
the Income-tax Act, 19617

Q.138 Whether section 9B of the Income-tax Act, 67
1961 applicable to distribution of assets
without reconstitution or dissolution of the
specified entity?

Q.139 Whether section 9B of the Income-tax Act, 67
1961 is applicable to payment made to legal
heirs of the deceased specified person?
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Q.140 Who is liable to pay tax under section 9B 68
of the Income-tax Act, 19617?

Q.141 Whether section 9B of the Income-tax Act, 68
1961 is applicable to distribution of rural
Agricultural Land?

Q.142 Can the Assessing Officer assess a Firm 69
after dissolution as per section 189(1) of
the Income-tax Act, 19617

Q.143 Whether deduction claimed under section 69
29 of the Income-tax Act, 1961 will be
applicable to ‘Profits & Gains’ computed as
per section 9B of the Income-tax Act, 19617

Q.144 Whether Cost of acquisition/Cost of 69
improvement will be applicable as deduction
to ‘Capital Gains’ computed as per section
9B of the Income-tax Act, 1961?

Q.145 How is Capital Gains on transfer of self-gen- 70
erated assets and self-generated goodwill as
per section 9B of the Income-tax Act, 19617

Q.146 Will the Specified entity get the benefit under 70
section 48(iif) of the Income-tax Act, 19617

CHAPTER 7
SECTION 45(4) OF THE INCOME-TAX ACT, 1961

Q.147 What is section 45(4) of the Income-tax 71
Act, 19617

Q.148 When was section 45(4) of the Income-tax 71
Act, 1961 introduced?

Q.149 What is the difference between the erstwhile 72
section 45(4) of the Income-tax Act, 1961
and the new provision?

Q.150 Whether section 45(4) of the Income-tax 72
Act, 1961 passes the test of Constitutional
Validity?

Q.151 Can section 45(4) of the Income-tax Act, 73
1961 have retroactive applicability?
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Q.152 When is section 45(4) of the Income-tax Act, 73
1961 applicable?

Q.153 Whether section 45(4) of the Income-tax Act, 73
1961 applicable on dissolution?

Q.154 Who is liable to pay tax under section 45(4) 73
of the Income-tax Act, 19617

Q.155 Does section 45(4) of the Income-tax Act, 74
1961 override section 45(1) of the Income-tax
Act, 19617

Q.156 How are Gains computed under section 45(4) 74
of the Income-tax Act, 19617

Q.157 Whether revaluation of capital accounts to be 75
considered for the purpose of computation
of Capital Gains under section 45(4) of the
Income-tax Act, 19617

Q.158 What are the implications if the Capital 75
account balance is negative?

Q.159 Can self-generated Goodwill or self-gener- 75
ated assets be revalued for the purpose of
section 45(4) of the Income-tax Act, 19617

Q.160 Whatis self-generated Goodwill and self-gen- 76
erated assets?

Q.161 Whether section 45(4) of the Income-tax 76
Act, 1961 operates exclusive of section 9B
of the Income-tax Act, 19617

Q.162 Whether the Capital Gains under section 76
45(4) of the Income-tax Act, 1961, Long-
term or short-term Capital Gains?

Q.163 What is section 48(iii) of the Income-tax 77

Act, 1961?
Q.164 How are assets revalued? 77
Q.165 How to claim the benefit of revaluation of 77
assets?

Q.166 Whether depreciation is allowed on the 78
amount of revaluation?

Q.167 How and when to file Form 5C? 78
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Q.168 Whether any share of profits is to be con- 78
sidered for the purpose of section 45(4) of
the Income-tax Act, 19617

Q.169 Whether revaluation of stock in trade is 79
accounted for the purpose of section 45(4)
of the Income-tax Act, 19617?

Q.170 Whether section 45(4) of the Income-tax Act, 79
1961 is applicable to Slump Sale?

Q.171 Whether section 45(4) of the Income-tax 79
Act, 1961 is applicable to payments made
to the legal heirs of the specified persons?

Q.172 Whether the specified entity can claim the 80
benefit of deduction under section 54EC
and section 54EE of the Income-tax Act,
1961 on Capital Gains under section 45(4)
of the Income-tax Act, 19617

CHAPTER 8
INTERPLAY BETWEEN SECTION 9B &

SECTION 45(4) OF THE INCOME-TAX ACT, 1961
Q.173 When will both provisions be applicable? 81
Q.174 Which section will be made applicable first? 81
Q.175 What is the impact of ‘gains’ and ‘profits’ 81

computed as per section 9B of the Income-tax

Act, 1961 on computation under section
45(4) of the Income-tax Act, 19617

CHAPTER 9
ADMISSION OF A PARTNER

Q.176 How to admit a Partner? 82

Q.177 Can a Partner be admitted at any time 82
during the year?

Q.178 Does admission of a Partner amount to 82
reconstitution of the Firm?

I-35



Contents

PAGE

Q.179 Does a ‘Retirement cum Admission’, where 83
the profit-sharing ratios of other partners
remain unchanged, also amount to recon-
stitution of the Firm?

Q.180 Can the share in a Partnership firm be 84
valued?

Q.181 Are provisions of section 56(2)(x) of the In- 84
come-tax Act, 1961 applicable to a share
in a Partnership Firm?

Q.182 Do the assets of a Firm have to be revalued 84
upon admission of a Partner? If yes, is there
a tax incidence?

Q.183 s section 9B of the Income-tax Act, 1961 84
applicable on admission of a Partner?

Q.184 Is section 45(4) of the Income-tax Act, 1961 85
applicable on admission of a Partner?

Q.185 Do the Partners have to prepare a fresh 85
Partnership Deed every time a new Partner
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existing deed suffice?

Q.186 Is there any specific compliance for a Limited 85
Liability Partnerships (LLP) on admission
of a Partner?

CHAPTER 10
RETIREMENT OF A PARTNER

Q.187 How does a Partner retire from a Partner- 87
ship Firm?

Q.188 Can a Partner retire at any time of the year? 87

Q.189 Who determines the nature of pay-out on 87
retirement?

Q.190 Does retirement of a Partner amount to 88
reconstitution of the Firm?

Q.191 Does retirement amount to dissolution of 88
the Partnership Firm?
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trade received by a Partner after retirement?
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