
Proprietorship and Partnership by
HUF

Q1. Whether HUF can do a business in its own name? 

 HUF can be a Proprietor of one or more than one Business concerns. 

 Separate name can be kept of HUF business entity. 

 No tax Audit of HUF business if Turnover within Rs. 1 crore (F.Y. 201 2-1 3). 

 Business Income Computation @ 8% without books of account in case 
turnover is upto Rs. 1 crore – The Presumptive Basis. 

Q2. Can a Karta of HUF become partner in a firm?

The Hon’ble Supreme Court in Ram Laxman Sugar Mills vs. CIT [1967] 
66 ITR 613 observed that a HUF is undoubtedly a “Person” with in the meaning 
of section 2(31), it is however not a juristic person for all purposes and cannot 
enter in to an agreement of partnership either with another HUF or Individual. It 
is open to the manager of a Joint Hindu family, as representing the family, to 
agree to become a partner with another person. And therefore any remuneration 
received by Karta would be the personal income of Karta and not the income of 
the HUF as there is no real connection between the investment of the assets of 
HUF and remuneration received by Karta.

Q3. Whether the amount received by Karta from partnership firm as 
remuneration is assessed in the hands of HUF?

The remuneration received by Karta as representative of HUF cannot be treated 
as income of the HUF. Remuneration will be income of HUF only when there is 
direct nexus between family funds and remuneration paid.

In Brij Mohan vs. CIT 201 ITR 831 (1993), the Supreme Court held that 
where the receipt is a compensation made for the services rendered and not for 
the return of investment, it is to be treated as individual income of the partner.

However, where members of HUF become the partners in a firm by investment of
family funds & not because of any Special Services rendered by them, then the 
income will belong to HUF. {Lachman Das Bhatia & Sons vs. Commissioner 
of Income-tax [2007] 162 Taxman 118 (Delhi)} {D.N. Bhandarkar v. CIT 
158 ITR 724 Kar (1986)}

Once the character of an individual has been treated differently than H UF for the
purposes of interest, there is no reason as to why that would not extend to the 
salary and bonus paid to such partners on account of their personal services 
rendered to the firm in contra-distinction to their capacity as representatives of 
HUF .



Therefore, the same reasoning would apply to the cases where payment in the 
form of salary and bonus has been made to a partner in his individual capacity in
contra-distinction to his representative character of the HUF. [CIT v. Unimax 
Laboratories [2007] 164 Taxman 373 (P & H)].

Q4. Whether deduction is available to partnership firm u/s 40(b) in 
respect of salary or commission paid to a partner who was a partner in 
representative capacity of HUF.

As per Section 40(b)(i)

“in the case of any firm assessable as such, —

any payment of salary, bonus, commission or remuneration, by whatever name 
called (hereinafter referred to as “remuneration”) to any partner who is not a 
working partner”

Partner of a firm is an individual even if he is partner as a representative of HUF

 Where assessed-firm paid salary to a partner who was actively engaged in 
conducting affairs of business of firm, it was to be held that requirement of
Explanation 4 to Section 40(b) stood complied with, and, thus, assessed-
firm would be entitled to deduction in respect of salary paid to said partner
even though he was a partner in representative capacity of HUF. [P. 
Gautam & Co. vs. JCIT [2011] 14 taxmann.com 79 (Ahd.)]

 Salary paid to working partner even though as Karta of HUF, is received as
individual and as working partner, hence allowable as deduction while 
computing income of firm. [CIT vs. Jugal Kishor & Sons [2011] 10 
taxmann.com 82 (All.)]

 It is individuals of HUF who indirectly become partner in firm in which HUF 
is said to be partner and therefore provisions of Section 40(b) that 
prohibits deduction of payments of commission to any partner who is not a
working partner, in computing income under the head PGBP, will not be 
applicable. Therefore deduction of any commission payable to any 
individual of HUF shall be allowable. [CIT v. Central Scientific 
Instrument Corporation [2010] 1 DTLONLINE 149 (All.)]

Q5. Whether the Salary income of wife of Karta is club in the Income of 
HUF?

Where a person is a partner in a partnership firm not in his individual capacity 
but as the karta of the Hindu undivided family, the income accruing to his 
wife on account of her being a partner in the same partnership firm cannot 
be included in the total income of such person in an individual assessment or in 
the assessment of the Hindu undivided family. [CIT v. Om Prakash [1996] 217
ITR 785 (SC) See also CIT v. Ram Krishna Tekriwal [2005] 274 ITR 266, 
Satish Chand Gupta v. CIT [2007] 160 Taxman 224 (All.)].

In the case of Pratap H. Desai (HUF) v. ACIT [2009] 118 ITD 29 (Pat.) it 
was held that: 



Assessee was a partner in a firm which was dissolved with effect from 1-1-1999 
and its business was taken over by the assessed in the capacity of a HUF – the 
assessed sought to set-off loss of the said firm against the profit of his business 
as HUF

Section 78(2) prohibits carry forward and set-off of losses of one person by 
another person except when the other person receives the losses by inheritance.
Section 78 shows that where succession to business is by inheritance, then loss 
will be allowed to be set-off and not otherwise.

Therefore, assessee was not entitled to set-off of losses of firm against his 
individual income


