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BEFORE WE BEGIN….. 

BoS – Value added Study Materials 

The Board of Studies is the department which serves as the Institute’s interface with 
its students.  BoS leaves no stone unturned to provide the best-in-class services to 
you in terms of value-added study materials wherein the concepts and provisions 
are explained in lucid language with illustrations and examples to aid 
understanding the application of concepts and provisions.  Test Your Knowledge 
Questions at the end of each chapter contain questions which will hone your 
analytical skills. BoS also publishes Saransh wherein the concepts and provisions 
are presented in attractive colours in the form of tables, diagrams and flow charts 
for facilitating easy retention and quick revision of topics, Revision Test Papers to 
assist you in revising your concepts and updating yourself and Mock Test Papers 
to enable you to assess your level of preparedness for the examination. 

Professional Knowledge and Skills required at Intermediate Level  

At the Intermediate Level, you are expected to not only acquire professional 
knowledge but also the ability to apply such knowledge in problem solving.  The 
process of learning should also help you inculcate the requisite professional skills, 
i.e., the intellectual skills and communication skills, necessary for achieving the 
desired professional competence.   

Significant Components of Income-tax Law 

Taxation is one of the core competence areas of chartered accountants. The subject 
of “Taxation” at the Intermediate level is divided into two sections, namely, Section 
A: Income-tax law and Section B:  Goods and Services Tax. Income-tax is a direct 
tax i.e., it is a tax levied directly on the income of a person. Income-tax law, at the 
Intermediate level, largely involves application of provisions of the Income-tax Act, 
1961 in problem solving. The tax laws of the country undergo significant changes 
every year on the passing of the Finance Act of that year. Apart from these 
significant amendments ushered in every year through the Finance Act, 
notifications and circulars are also issued from time to time by the Central Board 
of Direct Taxes (CBDT), the statutory authority in charge with the administration of 
direct taxes, to implement the provisions of the Act and clarify issues regarding the 
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meaning and scope of certain provisions. Thus, the Income-tax Act, 1961, the 
Income-tax Rules, 1962, circulars and notifications issued by the CBDT are the 
significant components of income-tax law.  

Scope of Coverage of the subject – Read the Syllabus along with Study Guidelines 

The syllabus of the subject “Income-tax law” has to be read along with the Study 
Guidelines. The Study Guidelines specify the topic-wise exclusions from the 
syllabus. The provisions of the excluded sections are not discussed in the Study 
Material. However, a reference may have been made to these sections at certain 
places either by way of a footnote or otherwise, wherever required.  As regards 
section 10, the Study Guidelines specify the topic-wise inclusions. 

Know the relevant Finance Act and Assessment Year applicable for Examination 

This Study Material on Income-tax law is based on the provisions of income-tax law 
as amended by the Finance Act, 2025, and the significant notifications and circulars 
issued and legislative amendments made upto 15th July, 2025.  The computational 
problems have been solved on the basis of the provisions of income-tax law 
applicable for A.Y.2026-27. The Study Material is, therefore, relevant for May, 2026, 
September, 2026 and January, 2027 examinations. The amendments made by the 
Finance Act, 2025, latest notifications/circulars are indicated in italics/bold italics 
in the Study Material. 

The significant notifications/circulars issued and other legislative amendments, if 
any, made upto 31.10.2025, 28.2.2026 and 30.6.2026 but not covered in this 
material, relevant for May, 2026, September, 2026 and January, 2027 examinations, 
respectively, will be webhosted as Statutory Update at the BoS Knowledge Portal. 

Framework of the Study Material – Two Modules with Five Sections comprising 
of Nine Chapters 

Efforts have been made to present the complex law of income-tax in a lucid manner. 
Care has been taken to present the chapters in a logical sequence to facilitate easy 
understanding by the students. The nine Chapters in the Study Material are 
grouped into five Sections, namely, Sections I to V and weightages are assigned to 
each Section. The Section-wise weightages and Skill-wise weightages would be 
webhosted separately at the BOS Knowledge Portal. The Study Material is divided 
into two modules - Module 1 comprises of chapters covered in Sections I and II 
and Module 2 comprises of chapters covered in Sections III, IV and V. 
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Module Section Chapters 

1 Section I Chapter 1  Basic Concepts 

Chapter 2  Residential Status and Scope of Total 
Income 

Section II Chapter 3  Heads of Income 

2 Section III Chapter 4  Income of other persons included in 
assessee’s total income 

Chapter 5 Aggregation of Income, Set-off and Carry 
Forward of Losses 

Chapter 6 Deductions from Gross Total Income 

Section IV Chapter 7 Advance Tax, Tax Deduction at Source and 
Tax Collection at Source 

Chapter 8 Provisions for filing Return of Income and 
Self-assessment 

Section V Chapter 9 Income-tax Liability - Computation and 
Optimisation 

Special features of the Study Material – Section Overview, Scenario and 
Crossword Puzzle 

Each of the five Sections begin with a Section Overview followed by an interesting 
Scenario. Crossword Puzzles have been included in Sections I to IV.  These are the 
special features of this Study Material. 

 Elements of 
each Section 

About each Element 

1. Section 
Overview 

In order to ensure that you have an enhanced learning 
experience, Overview of each Section is given before the 
chapters in that section. The Section Overview contains a 
broad description of the provisions which would be 
covered in the chapters comprised therein. 
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2. Scenario   In each Section, learning commences with a Scenario which 
is essentially a story which is later divided into components 
and "Points to Ponder" are raised in respect of each 
component thereof to instill curiosity and interest in you. 
After reading the Scenario and the “Points to Ponder” 
raised in respect thereof, you are expected to read the 
chapters in that Section, analyze the tax consequences and 
write your responses in the space provided in the last 
column of the table against the respective Scenario 
component.  By relating the various components of the 
Scenario to the relevant provisions of income-tax law, you 
would be able to grasp the provisions quickly and 
appreciate the application of the provisions in different 
situations. 

The Scenario in Section V comprising of “Chapter 9 
Income-tax Liability – Computation and Optimisation” 
requires integration of your learning in the first eight 
chapters to compute the total income and tax liability of 
an individual under the alternative tax regimes by filling up 
the blank spaces in the income computation sheet and tax 
computation sheet forming part thereof. Thereafter, based 
on the computation, you are required to write your 
response as to which tax regime is more beneficial for the 
individual.  Through this exercise, you will be able to 
effectively comprehend the manner of computation of 
total income and tax liability under the alternative tax 
regimes.   

3.   Crossword 
Puzzle 

There is no doubt that use of gamification will make 
learning more interesting. In order to make learning of 
income-tax law more engaging and enjoyable, Crossword 
puzzles have been included in Sections I to IV, which you 
have to solve after reading the Chapters in the Section.  
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Framework of Chapters – Uniform Structure comprising of specific components 

The various chapters/units of each subject at the Intermediate level have been 
structured uniformly and comprises of the following components: 

 Components of 
each Chapter 

About the component 

1. Learning 
Outcomes 

Learning outcomes which you need to demonstrate after 
learning each topic have been detailed in the first page of 
each chapter/unit. Demonstration of these learning 
outcomes would help you to achieve the desired level of 
technical competence 

2. Chapter 
Overview   

As the name suggests, the flow chart/table/diagram given 
at the beginning of each chapter would give a broad 
outline of the contents covered in the chapter. 

3. Proforma for 
computation of 
income under 
different heads 

Chapter 3 Heads of Income has five units, each unit dealing 
with a particular head of income. Units 1,3,4 and 5 begin 
with a detailed proforma for computation of income under 
that head.  The proforma has been given separately for 
computation under the default tax regime and optional tax 
regime in Units 1 and 3. 

4.   Content The concepts and provisions of income-tax law are 
explained in a student-friendly manner with the aid of 
examples/illustrations/diagrams/flow charts. Diagrams 
and Flow charts would help you understand and retain the 
concept/provision learnt in a better manner. Examples and 
illustrations would help you understand the application of 
concepts/provisions. These value additions would, thus, 
help you develop conceptual clarity and get a good grasp 
of the topic. 

5. Let us 
Recapitulate 

 A summary of the chapter is given at the end to help you 
revise what you have learnt. It would especially facilitate 
quick revision of the chapter the day before the 
examination. 
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6. Test Your 
Knowledge   

The questions and answers at the end of each chapter 
would help you to apply what you have learnt in problem 
solving, and, thus, sharpen your application skills. In effect, 
it would test your understanding of concepts/provisions as 
well as your ability to apply the concepts/provisions learnt 
in solving problems and addressing issues.  

We hope that these student-friendly features in the Study Material makes your 
learning process more enjoyable, enriches your knowledge and sharpens your 
application skills. 

Happy Reading and Best Wishes! 
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SYLLABUS 

PAPER – 3 : TAXATION 
(One paper ─ Three hours – 100 Marks) 

SECTION A: INCOME TAX LAW (50 MARKS) 

Objective: 

(a) To develop an understanding of the provisions of income-tax law  

(b)  To acquire the ability to apply such provisions to solve problems and address 
application-oriented issues. 

Contents: 

1. Basic Concepts 

(i) Income-tax law: An introduction  

(ii) Significant concepts in income-tax law, including person, assessee, 
previous year, assessment year, income, agricultural income 

(iii) Basis of Charge  

(iv) Procedure for computation of total income and tax payable in case of 
individuals 

2. Residential status and scope of total income 

(i) Residential status 

(ii) Scope of total income 

3. Heads of income and the provisions governing computation of income under 
different heads  

(i) Salaries 

(ii) Income from house property 

(iii) Profits and gains of business or profession  

(iv) Capital gains  

(v) Income from other sources  
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4. Provisions relating to clubbing of income, set-off or carry forward and set-off 
of losses, deductions from gross total income 

5. Advance Tax, Tax deduction at source and tax collection at source 

6. Provisions for filing return of income and self-assessment 

7.  Computation of total income and income-tax payable by an individual under 
the alternative tax regimes under the Income-tax Act, 1961 to optimise tax 
liability 

Note: If any new legislation(s) are enacted in place of an existing legislation(s), the 
syllabus will accordingly include the corresponding provisions of such new 
legislation(s) in the place of the existing legislation(s) with effect from the date to 
be notified by the Institute. Similarly, if any existing legislation(s) on income tax law 
ceases to be in force, the syllabus will accordingly exclude such legislation(s) with 
effect from the date to be notified by the Institute.  

Further, the specific inclusions/exclusions in any topic covered in the syllabus will 
be effected by way of Study Guidelines every year, if required. Specific 
inclusions/exclusions in a topic may also arise due to additions/deletions made 
every year by the Annual Finance Act. 

SECTION B: GOODS AND SERVICES TAX (50 MARKS) 

Objective: 

(a) To develop an understanding of the provisions of goods and services tax law. 

(b) To acquire the ability to apply such provisions to address/solve issues in 
moderately complex scenarios. 

Contents: 

1. GST Laws: An introduction including Constitutional aspects 

2. Levy and collection of CGST and IGST 

(i) Application of CGST/IGST law 

(ii) Concept of supply including composite and mixed supplies 

(iii) Charge of tax including reverse charge 

(iv) Exemption from tax 

(v) Composition levy 
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3. Basic concepts of: 

(i) Classification 

(ii) Place of supply 

(iii) Time of supply 

(iv) Value of supply 

(v) Input tax credit 

4. Computation of GST liability 

5. Registration 

6. Tax invoice; Credit and Debit Notes; Electronic way bill 

7. Accounts and Records 

8. Returns 

9. Payment of tax 

Note – If any new legislation(s) is enacted in place of an existing legislation(s), the 
syllabus will accordingly include the corresponding provisions of such new 
legislation(s) in place of the existing legislation(s) with effect from the date to be 
notified by the Institute. Similarly, if any existing legislation ceases to have effect, 
the syllabus will accordingly exclude such legislation with effect from the date to 
be notified by the Institute. Students shall not be examined with reference to any 
particular State GST Law. 

Consequential/corresponding amendments made in the provisions of the Goods 
and Services Tax laws covered in the syllabus of this paper which arise out of the 
amendments made in the provisions not covered in the syllabus will not form part 
of the syllabus. Further, the specific inclusions/exclusions in the various topics 
covered in the syllabus will be effected every year by way of Study Guidelines. The 
specific inclusions/exclusions may also arise due to additions/ deletions every year 
by the annual Finance Act. 
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STUDY GUIDELINES 
Paper-3A: Income-tax Law 

List of topic-wise exclusions from the syllabus 

Topics of the 
Syllabus 

Exclusions  
(Provisions which are excluded from the 

corresponding topic of the Syllabus)  
1. Basic Concepts - 
2. Residential 

status and scope 
of total income  

Section 9A - Certain activities not to constitute business 
connection in India  

3. Heads of 
income and the 
provisions 
governing 
computation of 
income under 
different heads 

 

  Salaries - 
  Income from 

house property 
- 
 

  Profits and 
gains of 
business or 
profession 

1. Income computation and disclosure standards (ICDSs) 
notified under section 145 and the related provisions in 
the Income-tax Act, 1961; 

2. The provisions contained in the following sections given 
hereunder:  

   Section Particulars 
33AB Tea Development Account/ Coffee 

Development Account/ Rubber 
Development Account 

33ABA Site Restoration Fund  
35(2AB) Expenditure on scientific research on in-

house research and development facility by 
a company engaged in business of bio-
technology or manufacturing of article or 
thing etc. 
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35ABA Expenditure for obtaining right to use 
spectrum for telecommunication services 

35ABB Expenditure for obtaining licence to operate 
telecommunication services  

35CCA Expenditure by way of payment to 
associations and institutions for carrying 
out rural development programmes 

35CCC Expenditure on agricultural extension 
project 

35CCD Expenditure on skill development project 
35DD Amortisation of expenditure in case of 

amalgamation or demerger 
35E Deduction of expenditure on prospecting 

and development of certain minerals 
36(1)(ia)/ 
(vi)/(viia)/ 
(viii)/(xii)/ 
(xiv)/ (xvii) 

 

• Insurance premium paid by a Federal 
Milk Co-operative Society [Section 
36(1)(ia)] 

• Allowance for animals used for the 
purposes of business or profession, 
otherwise than as stock in trade [Section 
36(1)(vi)] 

• Special provision for bad and doubtful 
debts made by Banks, Public Financial 
Institution, State Financial Corporation, 
State Industrial Investment Corporation 
[Section 36(1)(viia)] 

• Deduction for Special Reserve created 
and maintained by Specified Entities 
engaged in eligible business [Section 
36(1)(viii)]   

• Deduction for expenditure incurred by 
entities established under any Central, 
State or Provincial Act [Section 36(1)(xii)] 

• Deduction of contribution by a public 
financial institution to Credit guarantee 
fund trust for small industries [Section 
36(1)(xiv)] 
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• Deduction of expenditure incurred by a 
co-operative society for purchase of 
sugarcane at price fixed by the 
Government [Section 36(1)(xvii)] 

40(a)(ib) Consideration paid or payable to a non-
resident for specified service on which 
equalization levy is deductible under 
Chapter VIII of the Finance Act, 2016 and 
such levy has not deducted or after 
deduction has not been paid on or before 
the due date of filing return of Income 

40(a)(iib) Any amount paid by way of royalty, licence 
fee, service fee, privilege fee, service 
charge, etc., which is levied exclusively on, 
or any amount appropriated, directly or 
indirectly, from a State Government 
undertaking by the State Government (SG) 

40(ba) Any payment of interest, salary, bonus, 
commission or remuneration by AoP or BoI 
to a member of such AoP or BoI 

42 Special provisions for deduction in case of 
business for prospecting etc. for mineral oil 

43C Special Provision for Computation of Cost 
of Acquisition of Certain Assets 

43D Special Provision in case of income of Public 
Financial Institutions, public companies etc. 

44 Insurance Business 
44A Special provision for deduction in the case 

of trade, professional or similar association 
44B to 
44DB 

• Special provision for computing the 
profits and gains of shipping business 
other than cruise shipping in case of 
non-residents [Section 44B] 

• Special provision for computing profits 
and gains in connection with the 
business of exploration etc., of mineral 
oils [Section 44BB] 

• Special provision for computing profits 
and gains of the business of operation of 
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aircraft in the case of non-residents 
[Section 44BBA] 

• Special provision for computing profits 
and gains of foreign companies engaged 
in the business of civil construction etc. 
in certain turnkey power projects 
[Section 44BBB] 

• Special provision for computing profits 
and gains of business of operation of 
cruise ships in case of non-residents 
[Section 44BBC] 

• Special provisions for computing profits 
and gains of non-residents engaged in 
business of providing services or 
technology for setting up an electronics 
manufacturing facility or in connection 
with manufacturing or producing 
electronic goods, article or thing in India 
[Section 44BBD] 

• Deduction of head office expenditure in 
the case of non-residents [Section 44C] 

• Special provisions for computing income 
by way of royalties etc.  in case of non-
residents [Section 44DA]  

• Special provision for computing deductions 
in the case of business reorganisation of co-
operative banks [Section 44DB] 

 

  Capital gains • Distribution of capital assets or stock in trade on 
dissolution or reconstitution of firm/AOP or BOI  
[Section 9B] 

• Receipts from unit linked insurance policy [Section 45(1B)] 

• Profits or gains arising from transfer made by the 
depository or participant of beneficiary interest in any 
securities [Section 45(2A)] 

• Introduction of capital asset as capital contribution in a 
firm/AOP or BOI [Section 45(3)] 
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• Distribution of money or capital assets on reconstitution 
of firm/AOP or BOI [Section 45(4)] 

• Taxability of capital gains in case of Specified Agreement 
[Section 45(5A)] 

Section Particulars 
2(42A) Sub-clauses consequent to excluded 

clauses of section 47, sub-clause (he) of 
clause (i) of Explanation 1 relating to 
period of holding of share(s) of a 
company acquired by non-resident on 
redemption of GDRs referred to in 
section 115AC(1)(b) and sub-clause (hg) 
relating to period of holding of unit or 
units in the segregated portfolio and 
sub-clause (hh) relating to period of 
holding of original units or units in the 
main portfolio. 

47(via)/(viaa)/ 
(viab)/(vic)/ 
(vica)/(vicb)/ 
(vicc)/(viia)/ 

(viiaa)/ 
(viiab)/ 
(viiac)/ 
(viiad)/ 
(viiae)/ 

(viiaf)/(xa)/ 
(xii)/(xiii)/ 

(xiiia)/(xiiib)/ 
(xiv)/(xv)/ 

(xvii)/ 
(xviii)/(xix)/ 

(xx) 
 

• Any transfer of a capital asset being a 
share or shares held in an Indian 
company, in a scheme of 
amalgamation, by amalgamating 
foreign company to the amalgamated 
foreign company [Section 47(via)] 

• Any transfer of a capital asset, in a 
scheme of amalgamation of a 
banking company with a banking 
institution [Section 47(viaa)] 

• Any transfer, in a scheme of 
amalgamation, of a capital asset, 
being a share of a foreign company 
[Section 47(viab)] 

• Any transfer in a demerger, of a capital 
asset, being a share or shares held in an 
Indian company, by the demerger 
foreign company to the resulting 
foreign company [Section 47(vic)] 
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 • Any transfer by a shareholder, in a 
business reorganisation, of a capital 
asset being a share or shares held by 
him in the predecessor co-operative 
bank if the transfer is made in 
consideration of the allotment to him 
of any share or shares in the 
successor co-operative bank or to the 
converted banking company [Section 
47(vicb)] 

• Any transfer in case of a demerger of 
a capital asset, being a share of a 
foreign company [Section 47(vicc)] 

• Any transfer of bonds of an Indian 
company or Global Depository 
Receipts purchased in foreign 
currency referred to in section 
115AC(1) [Section 47(viia)] 

• Any transfer, made outside India, of a 
capital asset being Rupee 
denominated bond of an Indian 
company issued outside India, by a 
non-resident to another non-resident 
[Section 47(viiaa)] 

• Any transfer of a capital asset, being 
GDR, rupee denominated bonds,  
derivative or other notified securities 
by a non-resident in foreign currency 
on a recognized stock exchange 
located in any IFSC [Section 47(viiab)] 

• Any transfer, in a relocation, of a 
capital asset by the original fund to 
the resulting fund [Section 47(viiac)] 
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 • Any transfer by a shareholder or unit 
holder or interest holder, in a 
relocation, of a capital asset being a 
share or unit or interest held by him 
in the original fund in consideration 
for the share or unit or interest in the 
resultant fund [Section 47(viiad)] 

• Any transfer of capital asset by IIFCL 
to an institution established for 
financing the Infrastructure and 
Development, set up under an act of 
Parliament and notified by the 
Central Government [Section 
47(viiae)] 

• Any transfer of capital asset by a 
public sector company to another 
public sector company notified by the 
Central Government or to the Central 
Government or to a State 
Government under a plan approved 
by the Central Government [Section 
47(viiaf)] 

• Any transfer of by way of conversion 
of Foreign Currency Exchangeable 
Bonds into shares or debentures of a 
company [Section 47(xa)] 

• Any transfer of land under a scheme 
prepared and sanctioned under 
section 18 of the Sick Industrial 
Companies (Special Provisions) Act, 
1985, by a sick industrial company 
which is managed by its workers’ co-
operative [Section 47(xii)] 
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 • Any transfer of a membership right by 
a member of recognised stock 
exchange in India for acquisition of 
shares and trading or clearing rights 
in accordance with a scheme for 
demutualization or corporatisation 
approved by SEBI [Section 47(xiiia)] 

• Any transfer of a capital asset or 
intangible asset by a private company 
or unlisted public company to a LLP 
[Section 47(xiiib)] 

• Any transfer of a capital asset or 
intangible asset where a sole 
proprietary concern is succeeded by a 
company [Section 47(xiv)] 

• Any transfer in a scheme for lending 
of any securities under an agreement 
or arrangement which is subject to 
SEBI guidelines [Section 47(xv)] 

• Any transfer of a capital asset being 
share of a SPV to a business trust in 
exchange of units allotted by the trust 
to the transferor [Section 47(xvii)] 

• Any transfer of unit or units by a unit 
holder under consolidated scheme of 
mutual fund [Section 47(xviii)] 

• Any transfer of unit or units by a unit 
holder under consolidated plan of 
mutual fund scheme [Section 47(xix)] 

• Any transfer of a capital asset, being 
an interest in a joint venture, held by 
a public sector company, in exchange 
of share of a company incorporated 
outside India by the Government of a 
foreign State [Section 47(xx)] 

47A Withdrawal of exemption in certain 
cases 
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49 • Sub-sections consequent to 
excluded clauses of section 47  

• Cost of acquisition of share(s) of a 
company acquired by a non-resident 
on redemption of GDRs referred under 
section 115AC(1)(b) [Section 
49(2ABB)] 

• Cost of acquisition of shares in case 
of business reorganization of a co-
operative bank [Section 49(2E)] 

• Cost of acquisition of a unit or units 
in the segregated portfolio [Section 
49(2AG)] 

• Cost of acquisition of the original 
units held by the unitholder in the 
main portfolio [Section 49(2AH)] 

• Cost of acquisition of capital asset 
transferred by holding to its 100% 
subsidiary Indian company or vice 
versa in case of attraction of section 
47A [Section 49(3)] 

• Cost of acquisition of an asset 
declared under the Income 
Declaration Scheme, 2016 [Section 
49(5)] 

• Cost of acquisition of specified 
capital asset to an assessee, being an 
individual or HUF under Land 
Pooling Scheme in case of transfer of 
reconstituted plot or land after the 
expiry of two years from the end of 
the financial year in which the 
possession was handed over to the 
assessee [Section 49(6)] 

©The Institute of Chartered Accountants of India



 
 

     xxi 

 • Cost of acquisition of capital asset, 
being share in the project referred 
under section 45(5A) [Section 49(7)] 

• Cost of acquisition of capital asset of 
entities in case of levy of tax on 
accreted income under section 
115TD [Section 49(8)] 

54G Exemption of Capital gains on transfer of 
assets in cases of shifting of industrial 
undertaking from urban area 

54GA Exemption of capital gains on transfer of 
certain capital assets in case of shifting 
of an industrial undertaking from an 
urban area to any SEZ 

55(2)(ab) Cost of acquisition in respect of capital 
asset, being equity share or shares 
allotted to a shareholder of a recognised 
stock exchange of India under a scheme 
for demutualization or corporatization 

 

  Income from 
Other Sources 

Section 56(2)(xii) – Specified sum received by a unit holder 
from a business trust during the previous year with respect 
to a unit held by him at any time during the previous year. 

4. Income of other 
persons included 
in assessee's total 
income 

Section 65: Liability of person in respect of income included in 
the income of another person 

5. Aggregation of 
income; Set-off, 
or carry forward 
and set-off of 
losses 

 

Section Particulars 
67A Method of computing a member’s share in 

income of association of persons or body of 
individuals 

72A Carry forward and set-off of accumulated 
business losses and unabsorbed depreciation 
in certain cases of Amalgamation/ Demerger, 
etc. 
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72AA Provisions relating to carry forward and set-
off of accumulated losses and unabsorbed 
depreciation of a – 
- banking company against the profit of a 

banking institution or a company 
subsequent to a strategic disinvestment 
under a scheme of amalgamation; or 

- one or more corresponding new bank with 
any other corresponding new bank; or 

- government company with any other 
government company under a scheme of 
amalgamation 

72AB Provisions relating to carry forward and set 
off of accumulated loss and unabsorbed 
depreciation in business reorganisation of 
co-operative banks 

78 Carry forward and set-off of losses in case of 
change in constitution of firm or succession 

79 Carry forward and set-off of losses in case of 
certain companies 

79A No set off of losses consequent to search, 
requisition and survey 

 

6. Deductions 
from gross total 
income 

Deductions in respect of certain income: 

Section  Particulars 
80-IA to 

80-IE 
Profit-linked deductions under Chapter VI-A 

80JJA Deduction in respect of profits and gains from 
business of collecting and processing of bio-
degradable waste. 

80LA Deduction in respect of certain incomes of 
Offshore Banking units and International 
Financial Services Centers 

80M Deduction in respect of certain inter-
corporate dividends 
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80P Deduction in respect of income of co-
operative societies 

80PA Deduction in respect of certain income of 
Producer Companies 

 

7. Advance tax, tax 
deduction at 
source and tax 
collection at 
source 

Section Particulars 
194E Payments to non-resident sportsmen or 

sports associations 
194EE Payments in respect of deposits under NSS 

194-IC Payment under specified agreement  

194LB to 
194LD 

• Interest income from Infrastructure Debt 
Fund [Section 194LB] 

• Income from units of business trust 
[Section 194LBA] 

•  Income in respect of units of investment 
fund [Section 194LBB] 

• Income in respect of investment in 
securitization trust [Section 194LBC] 

• Income by way of interest payable to non-
residents by Indian company [Section 
194LC] 

• Income by way of interest on certain bonds 
and Government securities payable to a 
Foreign Institutional Investor or a Qualified 
Foreign Investor [Section 194LD] 

194-O Payment of certain sums by e-commerce 
operator to e-commerce participant 

 194S Payment on transfer of Virtual digital asset 
195 Other sums (payable to non-residents) 

196A to 
196D 

• Income in respect of units of non-residents 
[Section 196A] 

• Income from units referred to in section 
115AB [Section 196B]  

• Income from foreign currency bonds or 
shares of Indian company [Section 196C] 
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• Income of Foreign Institutional Investors 
from securities [Section 196D] 

202 Deduction only one mode of recovery 
206CB Processing of statements of tax collected at 

source 
 

8. Provisions for 
filing return of 
income and 
self-assessment 

Sections 139(4A) to 139(4F) dealing with provisions for 
filing of return of charitable or religious trusts, research 
institutions, political party, university, college or other 
institution, business trust, investment fund.  

Section Particulars 
139(6) Particulars to be furnished with the Return 

139(6A) Particulars to be furnished with return of 
income in the case of an assessee engaged in 
business or profession 

139C & 
139D 

Power of CBDT to dispense with furnishing 
documents etc. with the return and filing of 
return in electronic form 

 

9. Income-tax 
liability - 
Computation 
and 
optimization 

Section 5A – Apportionment of income between spouses 
governed by Portuguese Civil Code 
Section 89A - Manner and year of taxation of income of a 
specified person accrued in a specified account 

List of topic-wise inclusion of clauses of section 10 in the syllabus 

 Topics of the 
Syllabus 

Inclusion 
(Provisions which are included in the Syllabus) 

1. Basic Concepts Agricultural income [Section 10(1)] 
2. Residential 

Status and Scope 
of Total Income 

- 

3. Heads of Income  
 Salaries Section Particulars 

10(5) Leave travel concession 
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10(6) Remuneration received by Individuals, who 
are not citizen of India  

10(7) Allowance payable outside India by the 
Government to a citizen of India 

10(10) Gratuity 
10(10A) Commutation of pension 

10(10AA) Leave Encashment 
10(10B) Retrenchment Compensation 
10(10C) Voluntary Retirement Receipts 

10(10CC) Income-tax paid by employer on non-
monetary perquisite 

10(11) Payment from Statutory Provident Fund or 
PPF 

10(12) Payment from Recognised Provident Fund 
10(13) Payment from Superannuation Fund 

10(13A) House Rent Allowance 
10(14) Special Allowance or benefit to meet 

expenses relating to duties or personal 
expenses 

10(18) Pension received by recipient of gallantry awards 
 

 Income from 
house property 

- 
 

 Profits and 
gains of 
business or 
profession 

Section Particulars 
10(2A) Share income of a partner 
10(30) Income of Tea Board  
10(31) Income of Rubber Board and Coffee Board 

 

 Capital Gains Section Particulars 
10(37) Capital gains on compulsory acquisition of 

agricultural land situated within specified 
urban limits 

10(43) Income received in a transaction of reverse 
mortgage 
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 Income from 
Other Sources 

Section Particulars 
10(4)(ii) Interest on moneys standing to the credit of 

individual in his NRE A/c 

10(10BC) Compensation received on account of 
disaster 

10(10D) Payment of maturity proceeds by LIC (other 
than ULIPs) 

10(15)(i)/ 
(vi)/(vii) 

Interest income arising to certain persons 

10(16) Educational scholarship 
10(17) Payment to MPs & MLAs 

10(17A) Awards for literary, scientific and artistic 
works and other awards by the Government  

10(19) Family pension received by 
widow/children/nominated heirs of armed 
forces members 

 

4. Income of other 
persons included 
in assessee's total 
income 

Minor's income included in the hands of parent 
[Section 10(32)] 

5. Aggregation of 
income; Set-off, 
or carry forward 
and set-off of 
losses 

- 

6. Deductions from 
gross total 
income 

Section Particulars 
10(11A) Payment from Sukanya Samriddhi Account 
10(12A) Payment from NPS Trust to an assessee on 

closure of his account or on his opting out            
of the pension scheme 

10(12B) Payment from NPS Trust to an employee on 
partial withdrawal 
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10(12BA) Payment from NPS Trust to an assessee, 
being parent or guardian of a minor, on 
partial withdrawal 

10(12C) Payment from Agniveer Corpus Fund to a 
person enrolled under Agnipath Scheme or 
to his nominee 

10AA Tax holiday for units established in SEZ 
 

7. Advance tax, tax 
deduction at 
source and tax 
collection at 
source 

- 

8. Provisions for 
filing return of 
income and self-
assessment 

- 

9. Income-tax 
liability - 
Computation and 
optimisation 

Amount received by a member from the income of HUF 
[Section 10(2)] 
 

Note - As far as the Income-tax Rules, 1962 are concerned, only the significant Rules 
included in the respective chapters of the Study Material as well as in the Statutory 
Update for May, 2026, September, 2026 and January, 2027 examinations, 
respectively, would be relevant at the Intermediate level.  Even in respect of those 
sections and rules which are included in the syllabus, the coverage is restricted to the 
extent of the content discussed in the Study Material and Statutory Update.    
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Highlights of Significant Changes in the Study Material 

This edition of the study material on Income-tax Law has been meticulously 
updated in line with the Income-tax Law, as amended by the Finance Act, 2025 
along with significant Notifications and Circulars issued upto 15.07.2025. It is 
specifically designed for A.Y. 2026-27 and is applicable for May 2026, September 
2026 and January 2027 examinations. 

The amendments made by the Finance Act, 2025, significant Notifications and 
Circulars issued upto 15.07.2025 have been incorporated in this material. 
Accordingly,  

 the content including tabular presentations, diagrams, flow charts etc have 
been added, deleted, modified on the basis of provisions of income-tax law 
applicable for A.Y. 2026-27.  

 Additionally, examples, illustrations given during the discussion and "Test 
Your Knowledge" questions have been updated, deleted or modified in 
accordance with these amendments. 

 Examples, illustrations and questions have been added in almost all the 
chapters.  

Chapters where major amendments/ changes have been incorporated are as 
follows: 

Chapter/ Unit 
Number 

Name of the Chapter/ Unit 

Chapter 1 Basic Concepts 
Unit 4 of Chapter 3 Capital Gains (Refer Note below) 
Unit 5 of Chapter 3 Income from Other Sources 

Chapter 6 Deductions from Gross Total Income 
Chapter 7 Advance Tax, Tax Deduction at Source and Tax Collection 

at Source 
Chapter 8 Provisions for filing Return of Income and Self Assessment 
Chapter 9 Income Tax Liability – Computation and Optimisation 

©The Institute of Chartered Accountants of India



 
 

     xxix 

Note: The provisions of period of holding for classifying capital asset as long term 
or short term, indexation benefit, tax rates for capital gains taxable u/s 112, 111A 
and 112A etc. have been amended by the Finance (No. 2) Act, 2024. Certain 
amendments were applicable with effect from certain date like 23.7.2024. 
Accordingly, both pre and post amended provisions were discussed in this unit. 
However, for May 2026, September 2026 and January 2027 examinations, the 
relevant previous year is P.Y. 2025-26. Therefore, this unit has been revamped to 
reflect only post amended provisions.   

While the amended provisions are distinctly highlighted in italics/bold and italics 
throughout the material for easy access and quick reference, the concise summary 
of some of the key amendments introduced by the Finance Act, 2025 are given 
here below: 

 Default Tax Regime [Section 115BAC] - The tax slabs under the Default Tax 
Regime have been restructured as follows: 

 Total income Rate of tax 
Upto ` 4,00,000 Nil 
From ` 4,00,001 to ` 8,00,000 5% 
From ` 8,00,001 to ` 12,00,000 10% 
From ` 12,00,001 to ` 16,00,000 15% 
From ` 16,00,001 to ` 20,00,000 20% 
From ` 20,00,001 to ` 24,00,000 25% 
Above ` 24,00,000 30% 

 Increase in limit of rebate under section 87A: The limit of total income for 
claiming rebate under section 87A is increased from ` 7 lakhs to ` 12 lakhs 
and corresponding, the limit of rebate from ` 25,000 to ` 60,000. It implies 
that the tax liability of a resident individual who is paying tax under default 
tax regime having total income upto ` 12 lakhs excluding income taxable at 
special rates u/s 111A, 112, 112A etc. will be Nil. Marginal relief will still be 
applicable for income marginally higher than ` 12 lakhs. 
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 Exemption from withdrawals from National Savings Scheme (NSS): 
Section 80CCA provides for a deduction for any amount deposited in the NSS. 
No deduction would be allowed in relation to such amount deposited on or 
after 1.4.1992.  

The NSS 1987 accounts are still operational, however due to the notification 
G.S.R.538E dated 29.8.2024 issued by Ministry of Finance through National 
Savings Scheme (Amendment) Rules, 2024, the balances at the credit of the 
subscribers of the National Savings Scheme on or after 1st October, 2024, 
would not earn any interest. 

Consequent to this notification, depositors who had intended to leave their 
NSS balances untouched for future use will lose interest benefit and be 
compelled to withdraw the balances, making these amounts taxable. 

Section 80CCA has been amended to provide exemption to the withdrawals 
made from National Savings Scheme (NSS) on or after 29th August, 2024, for 
any amount deposited under the scheme and the interest accrued thereon in 
respect of which a deduction has been allowed. 

 Deduction u/s 80CCD for contributions made to the NPS Vatsalya: 
Section 80CCD(1B) provides for an additional deduction of upto ` 50,000 in 
respect of contributions made by an individual to the National Pension 
System (NPS). The scope of this sub-section has been extended to include 
contributions made to NPS Vatsalya accounts. The NPS Vatsalya Scheme, 
enables parents and guardians to start a National Pension Scheme (NPS) 
account for their children. However, the aggregate deduction under section 
80CCD(1B), including contributions to both regular NPS and NPS Vatsalya 
accounts, shall not exceed ₹ 50,000 in a financial year. 

 Reduction in tax deduction at source (TDS) and tax collection at source 
(TCS) rates: The TDS and TCS rates in the following sections have been 
brought down:  

S. 
No 

Section Existing 
TDS/TCS Rate 

Revised 
TDS/TCS Rate 

1. 194D - Insurance 
Commission 

5% 2% 
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2. 206C(1) - TCS on timber or 
any other forest produce 
(not being tendu leaves) 
obtained under a forest 
lease and 

- TCS on timber obtained 
by any mode other than 
under a forest lease 

2.5% 2% 

3. Section 206C(1G) – TCS on 
remittance under LRS for 
purpose of education, 
financed by loan from 
financial institution referred 
to in section 80E 

0.5% after ` 7 
lakhs 

Nil 

 Increase in threshold limit for deduction or collection of tax at source: 
The threshold limit for requirement to deduct tax at source or collect tax at 
source under the following sections have been increased:  

S.No Section Existing Threshold 
limit (`) 

Revised 
Threshold limit 

(`) 

1. 193 - Interest on 
securities 

Nil 10,000 

2. 194 – Dividend for an 
individual shareholder 

5,000 10,000 

3. 194A - Interest other 
than  Interest on 
securities 

(i) ` 50,000 for 
senior citizen; 

(ii) ` 40,000 in case 
of others 

when payer is bank, 
cooperative society 
and post office 

(i) ` 1,00,000 for 
senior citizen 

(ii) ` 50,000 in 
case of others 

when payer is 
bank, co-
operative society 
and post office 
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(iii) ` 5,000 in other 
cases 

(iii) ` 10,000 in 
other cases 

4. 194B - Winnings from 
lottery, crossword 
puzzle etc. 

Aggregate of 
amounts exceeding 
` 10,000 during the 
financial year 

` 10,000 in 
respect of a single 
transaction 

5. 194BB - Winnings from 
horse race 

Aggregate of 
amounts exceeding  
` 10,000 during the 
financial year 

` 10,000 in 
respect of a single 
transaction 

6. 194D - Insurance 
commission 

15,000 20,000 

7. 194G - Income by way 
of commission, prize 
etc. on lottery tickets 

15,000 20,000 

8. 194H - Commission or 
brokerage 

15,000 20,000 

9. 194-I Rent ` 2,40,000 during 
the financial year 

` 50,000 per 
month or part of a 
month 

10. 194J - Fee for 
professional or 
technical services 

30,000 50,000 

11. 194K - Income in 
respect of units of a 
mutual fund or 
specified company or 
undertaking 

5,000 10,000 

12. 194LA - Income by way 
of enhanced 
compensation 

2,50,000 5,00,000 
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13. 206C(1G) – Remittance 
under LRS and overseas 
tour program package 

7,00,000 10,00,000 

 No TCS on sale of goods: In cases where the provisions of section 194Q 
(relating to tax deduction at source by the buyer) were previously not 
attracted and TCS under section 206C(1H) applied if conditions specified 
thereunder are satisfied. However, with effect from April 1, 2025, the 
provisions of section 206C(1H), which required the collection of tax at source 
(TCS) on the sale of goods, has been abolished. Consequently, only section 
194Q will now be relevant. 

As per section 194Q, the buyer is required to deduct tax at source at the rate 
of 0.1% on value of goods exceeding ` 50 lakhs in a financial year for the 
purchase of goods from a resident seller, provided the buyer's turnover 
exceeds ` 10 crores in the preceding financial year. 

 Removal of higher TDS/TCS for non-filers of return of income: Section 
206AB and 206CCA which requires deduction/ collection of tax at higher rate 
when the deductee specified therein is a non-filer of income-tax return have 
been omitted. 

 Extending the time-limit to file the updated return: Earlier, an updated 
return can be filed under section 139(8A) upto 24 months from the end of the 
relevant assessment year. The time limit for filing updated return has been 
extended to 48 months from the end of the relevant assessment year.  

Rate of additional tax payable in the above case 

Updated return filed after expiry of 24 
months and upto 36 months from the 
end of relevant assessment year 

60% of the aggregate of tax and 
interest payable 

Updated return filed after expiry of 36 
months and upto 48 months from the 
end of relevant assessment year 

70% of the aggregate of tax and 
interest payable 
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Apart from the above key amendments, the following notifications have been 
included in this edition of study material - 

S. 
No. 

Relevant 
Chapter/ Unit 

name 

Notifications Details 

1. Profits and 
Gains of 
Business or 
Profession 

Notification No. 
38/2025 dated 
23.4.2025 

Disallowance under section 37 
of expenses incurred to settle 
proceedings related to 
contraventions under certain 
Acts  

Notification No. S.O. 
1364(E) dated 
21.3.2025 

Revision in the definition and 
classification criteria for micro, 
small and medium enterprises 

2. Capital Gains Notification No. 
31/2025 dated 
7.4.2025 

Bonds issued by HUDCO 
notified as “Long-Term 
Specified Asset” for section 
54EC exemption 

Notification No. 
70/2025 dated 
1.7.2025 

CII of F.Y. 2025-26 notified 

Notification No. 
73/2025 dated 
9.7.2025 

Bonds issued by IREDA notified 
as “Long-Term Specified Asset” 
for section 54EC exemption 

3. Advance Tax, 
Tax Deduction 
at Source and 
Tax Collection 
at Source 

Notification No. 
36/2025 dated 
22.4.2025 

Luxury Goods notified for levy 
of TCS under section 206C(1F) 

4. Provisions for 
filing Return of 
Income and 
Self 
Assessment 

Notification No. 25 
and 26/2025 dated 
3.4.2025 

Notified date for intimation of 
Aadhaar Number by person 
who has been allotted PAN 
before 1.10.2024 on the basis of 
Aadhaar Enrolment ID 
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	SECTION I  - Inter Paper 3A.pdf
	Write your response after reading Chapter 1
	Points to Ponder
	Anisha is interested in knowing whether she and Abhinav would be assessees as per the Income-tax Act, 1961.   
	(1)
	Would Anisha and Abhinav be assessees under the Income-tax Act, 1961? 
	She wants to know whether the previous year for her father and her brother for the assessment year 2026-27 would be the same.  Would the previous year remain the same for both of them? If not, why?  
	(2)
	She is curious to know whether the following would be income under the Income-tax Act, 1961 –
	(3)
	(i) Profits from business of retail trade carried on by her father 
	(ii) Profits earned by her mother from business of sale of cakes, biscuits and cookies
	(iii) Salary earned by Abhinav from Beta Ltd.
	(iv) Lottery winnings of Abhinav
	(v) Dividend received by her father from Indian companies.
	Write your response after reading Chapter 1
	Points to Ponder
	She is keen to know whether surcharge would be levied on the total income of her mother and father.  Would surcharge be leviable? If so, at what rate?  Assume that their actual income is the same as the estimated income.
	(4)
	Anil’s father’s HUF consists of ancestral properties, the income from which is assessed as income of the HUF. Anisha finds the concept of HUF fascinating.  She is curious to know whether the wife, daughter-in-law and grandchildren would be members of a HUF, and if so, would they be co-parceners also.  She is also keen in knowing whether a married daughter would be a co-parcener of her father’s HUF.
	(5)
	(i) Who amongst the following are members of Anil’s father’s HUF?  
	1.  Anil’s mother
	2.  Asha and Reema
	3.  Abhinav, Anisha and Madhav
	(ii) Who amongst the following are co-parceners of Anil’s father’s HUF?
	1.  Anil’s mother
	2.  Asha and Reema
	3.  Nidhi
	4.  Abhinav, Anisha and Madhav

	Chp 1 - 23.4.2025
	CHAPTER OVERVIEW
	1. Introduction
	1.1 What is the meaning of tax?
	1.2 Why are taxes levied?
	1.3 Power to levy taxes
	1.4 Overview of Income-tax law in India
	Income-tax Act, 1961
	The Finance Act
	Income-tax Rules, 1962
	Circulars and Notifications
	Legal decisions of Courts
	2. CHARGE OF INCOME TAX
	3. Important Definitions
	3.1 Assessee [Section 2(7)]
	3.2 Assessment [Section 2(8)]
	3.3  Person [Section 2(31)]
	3.4 Income [Section 2(24)]
	3.5 India [Section 2(25A)]
	3.6 Agricultural income [Section 2(1A)]
	 The expenses of cultivation;
	 The land revenue or rent paid for the area in which it was grown; and
	 Such amount as the Assessing Officer finds having regard to the circumstances in each case to represent at reasonable profit.
	Agricultural Income
	Business Income
	Particulars
	(`)
	(`)
	(`)
	Sale of Sugar
	Business income
	25,00,000
	Sale Proceeds of sugar
	22,00,000
	Less: Market value of sugar-cane (70%)
	  1,50,000
	Less:  Manufacturing exp.
	1,50,000
	Agricultural income
	22,00,000
	Market value of sugarcane (70%)
	14,00,000
	Less: Cost of cultivation
	8,00,000
	Sale of sugarcane 
	Agricultural Income
	10,00,000
	Sale proceeds of sugarcane(30%)
	 5,00,000
	Less: Cost of cultivation
	   5,00,000
	13,00,000
	Business Income
	Agricultural Income
	Apportionment of income in certain cases
	Rule
	35%
	65%
	Income from sale of rubber products derived from rubber plant grown by the seller in India.
	7A
	Income from sale of coffee 
	7B
	25%
	75%
	- grown and cured by the seller in India
	40%
	60%
	- grown, cured, roasted and grounded by the seller in India
	40%
	60%
	Income from sale of tea grown and manufactured by the seller in India 
	8
	Would income derived from farm building situated in this area be treated as agricultural income?
	Population according to the last preceding census of which the relevant figures have been published before the first day of the previous year
	Shortest aerial distance from the local limits of a municipality or cantonment board referred to in item a.
	Area
	Yes
	9,000
	1 km
	A
	(i)
	No
	12,000
	1.5 kms
	B
	(ii)
	No
	11,00,000
	2 kms
	C
	(iii)
	Yes
	80,000
	3 kms
	D
	(iv)
	No
	3,00,000
	4 kms
	E
	(v)
	No
	12,00,000
	5 kms
	F
	(v)
	Yes
	8,000
	6 kms
	G
	(vi)
	Yes
	4,00,000
	7 kms
	H
	(vii)
	No
	10,50,000
	8 kms
	I
	(viii)
	Yes
	15,00,000
	9 kms
	J
	(ix)
	Example: Suppose A sells agricultural land situated in New Delhi for ` 10 lakhs and makes a surplus of ` 8 lakhs over its cost of acquisition. This surplus will not constitute agricultural income exempt under section 10(1) and will be taxable under se...
	Since X received remuneration under a contract for personal service calculated on the amount of profits earned by the company; such remuneration does not constitute agricultural income.
	Example: Y owned 100 acres of agricultural land, a part of which was used as pasture for cows. The lands were purely maintained for manuring and other purposes connected with agriculture and only the surplus milk after satisfying the assessee’s needs ...
	The regularity with which the sales of milk were effected and quantity of milk sold showed that the assessee carried on regular business of producing milk and selling it as a commercial proposition. Hence, it was not agricultural income.
	Example: In regard to forest trees of spontaneous growth which grow on the soil unaided by any human skill and labour there is no cultivation of the soil at all. Even though operations in the nature of forestry operations performed by the assessee may...
	Income from the sale of such forest trees of spontaneous growth does not, therefore, constitute agricultural income.
	For better understanding of the concept, certain examples of agricultural income and non-agricultural income are given below:
	Example: Agricultural income
	  Income derived from saplings or seedlings grown in a nursery.
	 Income from growing of flowers and creepers.
	 Rent received from land used for grazing of cattle required for agricultural activities.
	 Income from growing of bamboo.
	Example: Non-agricultural income
	 Income from breeding of livestock.
	 Income from poultry farming.
	 Income from fisheries.
	 Income from dairy farming.
	4. Previous Year and Assessment Year
	4.1 Assessment year
	4.2 Previous year
	4.3 Certain cases when income of a previous year will be assessed in the previous year itself
	5. UNDISCLOSED SOURCES OF INCOME
	6. RATES OF TAX, SURCHARGE & CESS
	The conditions for availing the benefit of this concessional rate are –
	(i) the transaction of sale of such equity share or unit should be entered into on or after 1.10.2004; and
	(ii) such transaction should be chargeable STT.
	Particulars

	7. Rebate for resident individuals  [Section 87A]
	In order to provide tax relief to the individual tax payers, section 87A provides a rebate from the tax payable by an assessee, being an individual resident in India.
	Rebate to resident individual paying tax under default tax regime u/s 115BAC
	(i) If the total income of the resident individual is chargeable to tax under section 115BAC and the total income of such individual does not exceed ` 12,00,000, the rebate shall be equal to the amount of income-tax payable on his total income for any...
	The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before allowing such rebate) on the total income of the assessee with which he is chargeable for any assessment year.
	ILLUSTRATION 9
	Mr. Raghav aged 26 years and a resident in India, has a total income of  ` 10,50,000, comprising his salary income and interest on bank fixed deposit. Compute his tax liability for A.Y.2026-27 under default tax regime under section 115BAC.
	SOLUTION
	Computation of tax liability of Mr. Raghav for A.Y. 2026-27
	(ii) If the total income of the resident individual is chargeable to tax under section 115BAC and the total income of such individual exceeds ` 12,00,000 and income-tax payable on such total income exceeds the amount by which the total income is in ex...
	The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before allowing such rebate) on the total income of the assessee.
	ILLUSTRATION 10
	SOLUTION
	Computation of tax liability of Mr. Pawan for A.Y. 2026-27
	Rebate to a resident individual paying tax under optional tax regime (normal provisions of the Act)
	If total income of such individual does not exceed ` 5,00,000, the rebate shall be equal to the amount of income-tax payable on his total income for any assessment year or an amount of ` 12,500, whichever is less.
	The amount of rebate under section 87A shall not exceed the amount of income-tax (as computed before allowing such rebate) on the total income of the assessee with which he is chargeable for any assessment year.
	Rebate is, however, not available in respect of tax payable on long-term capital gains taxable u/s 112A.
	ILLUSTRATION 11
	Mr. Piyush, aged 35 years and a resident in India, has a total income of ` 4,15,000, comprising his salary income and interest on bank fixed deposit. Compute his tax liability for A.Y.2026-27 if he exercises the option to shift out of the default tax ...
	SOLUTION
	Computation of tax liability of Mr. Piyush for A.Y. 2026-27
	Rebate under section 87A is allowed from income-tax computed before adding Health and education cess on income-tax.
	8. PARTIAL INTEGRATION OF AGRICULTURAL INCOME WITH NON-AGRICULTURAL INCOME
	Mr. X, a resident, has provided the following particulars of his income for the  P.Y. 2025-26.
	i. Income from salary (computed)     - ` 15,80,000
	ii. Income from house property (computed)    - ` 2,50,000
	iii. Agricultural income from a land in Jaipur   - ` 4,80,000
	iv. Expenses incurred for earning agricultural income  - ` 1,70,000
	Compute his tax liability for A.Y. 2026-27 assuming his age is -
	Computation of total income of Mr. X for the A.Y. 2026-27 under default tax regime under section 115BAC
	1. Net agricultural income exceeds ` 5,000 p.a., and
	2. Non-agricultural income exceeds the basic exemption limit of ` 4,00,000.
	Step 1 : ` 18,30,000 + ` 3,10,000 = ` 21,40,000
	Tax on ` 21,40,000   = ` 2,35,000
	(i.e., 5% of ` 4,00,000 plus 10% of ` 4,00,000 plus 15% of  ` 4,00,000 plus 20% of ` 4,00,000 plus 25% of ` 1,40,000)
	Step 2 : ` 3,10,000 + ` 4,00,000 = ` 7,10,000
	Tax on ` 7,10,000   = ` 15,500
	(i.e. 5% of ` 3,10,000)
	Step 3 : ` 2,35,000 – ` 15,500 = ` 2,19,500
	Step 4 & 5 : Total tax payable = ` 2,19,500
	= ` 2,19,500 + 4% of ` 2,19,500 = ` 2,28,280.
	Computation of total income of Mr. X for the A.Y. 2026-27 under normal provisions of the Act
	1. Net agricultural income exceeds ` 5,000 p.a., and
	2. Non-agricultural income exceeds the basic exemption limit of ` 2,50,000.
	Step 1 : ` 18,30,000 + ` 3,10,000 = ` 21,40,000
	Tax on ` 21,40,000   = ` 4,54,500
	(i.e., 5% of ` 2,50,000 plus 20% of ` 5,00,000 plus 30% of    ` 11,40,000)
	Step 2 : ` 3,10,000 + ` 2,50,000 = ` 5,60,000
	Tax on ` 5,60,000   = ` 24,500
	(i.e. 5% of ` 2,50,000 plus 20% of ` 60,000)
	Step 3 : ` 4,54,500 – ` 24,500 = ` 4,30,000
	Step 4 & 5 : Total tax payable = ` 4,30,000
	= ` 4,30,000 + 4% of ` 4,30,000 = ` 4,47,200.
	Computation of total income of Mr. X for the A.Y. 2026-27 under default tax regime under section 115BAC
	Tax liability of Mr. X would be same under default tax regime whether he is of age of 45 years or 70 years i.e., ` 2,28,280.
	Computation of total income of Mr. X for the A.Y. 2026-27 under normal provisions of the Act
	Step 1 : ` 18,30,000 + ` 3,10,000 = ` 21,40,000
	Tax on ` 21,40,000   = ` 4,52,000
	(i.e., 5% of ` 2,00,000 plus 20% of ` 5,00,000 plus 30% of    ` 11,40,000)
	Step 2 : ` 3,10,000 + ` 3,00,000 = ` 6,10,000
	Tax on ` 6,10,000   = ` 32,000
	(i.e. 5% of ` 2,00,000 plus 20% of ` 1,10,000)
	Step 3 : ` 4,52,000 – ` 32,000 = ` 4,20,000
	Step 4 & 5 : Total tax payable = ` 4,20,000
	= ` 4,20,000 + 4% of ` 4,20,000 = ` 4,36,800.
	10. Mr. Agarwal, aged 40 years and a resident in India, has a total income of  ` 6,50,00,000, comprising long term capital gain taxable under section 112 of ` 55,00,000, short term capital gain taxable under section 111A of ` 65,00,000 and other incom...
	11. Mr. Sharma aged 62 years and a resident in India, has a total income of  ` 2,30,00,000, comprising long term capital gain taxable under section 112 of ` 52,00,000, short term capital gain taxable under section 111A of ` 64,00,000 and other income ...
	ANSWERS

	Chp 2 -23.4.2025
	CHAPTER OVERVIEW
	1. Residential Status [Section 6]
	The incidence of tax on any assessee depends upon his residential status under the Act. For all purposes of income-tax, taxpayers (individuals and HUF) are classified into three broad categories on the basis of their residential status viz.
	Taxpayers (other than individuals and HUF) are classified into two broad categories on the basis of their residential status viz.
	the residential status of an assessee must be ascertained with reference to each previous year. A person who is resident and ordinarily resident in one year may become non-resident or resident but not ordinarily resident in another year or vice versa.
	The provisions for determining the residential status of assessees are:
	1.1 Residential Status of Individuals

	-  the period of his stay during the relevant previous year amounts to 182 days or more, or
	-  he has been in India during the 4 years immediately preceding the previous year for a total period of 365 days or more and has been in India for at least 120 days in the previous year.
	Stay in India for 120 days in the relevant P.Y. is not a standalone condition. This condition requires stay in India for 120 days in the relevant P.Y. + 365 days in the 4 years immediately preceding the P.Y.
	How to determine period of stay in India for an Indian citizen, being a crew member?
	Mr. Anand is an Indian citizen and a member of the crew of a Singapore bound Indian ship engaged in carriage of passengers in international traffic departing from Chennai port on 6th June, 2025. From the following details for the P.Y. 2025-26, determi...
	Only individuals and HUF can be “resident but not ordinarily resident” in India. All other classes of assessees can be either a resident or non-resident. A not-ordinarily resident person is one who satisfies any one of the conditions specified u/s 6(6).
	(i) If such individual has been non-resident in India in any 9 out of the 10 previous years preceding the relevant previous year, or
	(ii) If such individual has during the 7 previous years preceding the relevant previous year been in India for a period of 729 days or less.
	During the P.Y. 2025-26, Mr. B was in India for 70 days and during the 4 years preceding the P.Y. 2025-26, he was in India for 355 days (i.e. 55+ 60+ 90+ 150 days).
	Thus, he does not satisfy the basic condition under section 6(1). Therefore, he is a non-resident for the P.Y. 2025-26.
	1.2 Residential status of HUF

	Resident: A HUF would be resident in India if the control and management of its affairs is situated wholly or partly in India.
	Non-resident: If the control and management of the affairs is situated wholly outside India, it would become a non-resident.
	Meaning of the term “control and management”
	 The expression ‘control and management’ referred to under section 6 refers to the central control and management and not to the carrying on of day-to-day business by servants, employees or agents.
	 Control and management means de facto control and management and not merely having the right to control or manage.
	 The business may be done from outside India and yet its control and management may be wholly within India. Therefore, control and management of a business is said to be situated at a place where the head and brain of the adventure is situated. Merel...
	 The place of control may be different from the usual place of running the business and sometimes even the registered office of the assessee. This is because the control and management of a business need not necessarily be done from the place of busi...
	 But control and management do imply the functioning of the controlling and directing power at a particular place with some degree of permanence.
	Resident and ordinarily resident/ Resident but not ordinarily resident
	If Karta of resident HUF satisfies both the following additional conditions (as applicable in case of individual) then, resident HUF will be resident and ordinarily resident, otherwise it will be resident but not ordinarily resident.
	 Karta of resident HUF should be resident in at least 2 previous years out of 10 previous years immediately preceding relevant previous year.
	 Stay of Karta during 7 previous years immediately preceding relevant previous year should be 730 days or more.
	1.3 Residential status of firms, AoPs and BoIs

	Resident: A firm, AoP and BoI would be resident in India if the control and management of its affairs is situated wholly or partly in India.
	Non-resident: Where the control and management of the affairs is situated wholly outside India, the firm, AoP and BoI would become a non-resident.
	The residential status of the partners/ members is immaterial while determining the residential status of a Firm/AOP/BOI.
	1.4 Residential status of companies

	A company would be resident in India in any previous year, if-
	“Place of effective management” to mean a place where key management and commercial decisions that are necessary for the conduct of the business of an entity as a whole are, in substance made [Explanation to section 6(3)].
	Determination of residential status of a company
	Note – The guidelines issued by CBDT for determination of POEM of a foreign company and transition mechanism for a company which is incorporated outside India, which has not been assessed to tax in India earlier and has become resident in India for th...
	1.5 Residential status of local authorities and artificial juridical persons

	Resident: Local authorities and artificial juridical persons would be resident in India if the control and management of its affairs is situated wholly or partly in India.
	Non-resident: Where the control and management of the affairs is situated wholly outside India, they would become non-residents.
	2. Scope of Total Income
	Section 5 provides the scope of total income in terms of the residential status of the assessee because the incidence of tax on any person depends upon his residential status in India. The scope of total income of an assessee depends upon the followin...
	(i) the residential status of the assessee;
	(ii) the place of accrual or receipt of income, whether actual or deemed; and
	(iii) the point of time at which the income had accrued to or was received by or on behalf of the assessee.
	The ambit of total income of the three classes of assessees would be as follows:
	The total income of an ROR would, under section 5(1), consist of:
	In simpler terms, an ROR has to pay tax on the total income accrued or deemed to accrue, received or deemed to be received in or outside India during the relevant previous year.
	Under section 5(1), the total income of an RNOR would consist of –
	A non-resident’s total income under section 5(2) includes:
	Note: All assessees, whether resident or not, are chargeable to tax in respect of their income accrued, arisen, received or deemed to accrue, arise or to be received in India whereas a resident alone (resident and ordinarily resident in the case of in...
	Clarification regarding liability to income-tax in India of a non-resident seafarer receiving remuneration in NRE (Non-Resident External) account maintained with an Indian Bank [Circular No.13/2017, dated 11.04.2017 and Circular No.17/2017, dated 26.0...
	Residential Status and Scope of Total Income: Whether the following incomes are to be included in Total Income?
	2.1 Meaning of “Income received or deemed to be received”

	Particulars
	Particulars

	All assessees are liable to tax in respect of the income received or deemed to be received by them in India during the previous year irrespective of -
	Income is to be included in the total income of the assessee immediately on its actual or deemed receipt. The receipt of income refers to only the first occasion when the recipient gets the money under his control. Therefore, when once an amount is re...
	2.2 Meaning of Income ‘accruing’ and ‘due’

	Accrue refers to the right to receive income, whereas due refers to the right to enforce payment of the same. In other words, when the right to receive income becomes vested in the assessee, it is said to accrue or arise. For e.g. salary for work done...
	Similarly, on Government securities, interest payable on specified dates arise during the period of holding, day to day, but will become due for payment on the specified dates.
	It must be noted that income which has been taxed on accrual basis cannot be assessed again on receipt basis, as it will amount to double taxation.
	With a view to removing difficulties and clarifying doubts in the taxation of income, Explanation 1 to section 5 specifically provides that an item of income accruing or arising outside India shall not be deemed to be received in India merely because ...
	Further, Explanation 2 to section 5 makes it clear that once an item of income is included in the assessee’s total income and subjected to tax on the ground of its accrual/deemed accrual, it cannot again be included in the person’s total income and su...
	2.3  Income deemed to accrue or arise in India [Section 9]

	Certain types of income are deemed to accrue or arise in India even though they may actually accrue or arise outside India.
	The categories of income which are deemed to accrue or arise in India are:
	(1) Any income accruing or arising to an assessee in any place outside India whether directly or indirectly
	would be deemed to accrue or arise in India. [Section 9(1)(i)]
	(a) an individual, who is not a citizen of India or
	(b) a firm which does not have any partner who is a citizen of India or who is resident in India; or
	(c) a company which does not have any shareholder who is a citizen of India or who is resident in India.
	Income from property, asset or source of income in India
	Any income which arises from any property (movable, immovable, tangible and intangible property) would be deemed to accrue or arise in India.
	Examples:
	1. Hire charges or rent paid outside India for the use of the machinery or buildings situated in India,
	2. Deposits with an Indian company for which interest is received outside India etc.
	3. Mr. X, resident in New York, USA, has a house property situated in India which has been given on rent by him. Rent receivable/ received by Mr. X would be taxable in India whether such rent is received by him in India or outside India as the house p...
	Income through transfer of a capital asset situated in India
	Capital gains arising through the transfer of a capital asset situated in India would be deemed to accrue or arise in India in all cases irrespective of the fact whether
	(i) the capital asset is movable or immovable, tangible or intangible;
	(ii) the place of registration of the document of transfer etc., is in India or outside; and
	(iii) the place of payment of the consideration for the transfer is within India or outside.
	(2) Income from salaries earned in India [Section 9(1)(ii)]
	Income, which falls under the head “Salaries”, is deemed to accrue or arise in India, if it is earned in India. Salary payable for service rendered in India would be treated as earned in India.
	Further, any income under the head “Salaries” payable for rest period or leave period which is preceded and succeeded by services rendered in India, and forms part of the service contract of employment, shall be regarded as income earned in India.
	(3) Income from salaries payable by the Government for services rendered outside India [Section 9(1)(iii)]
	Income from ‘Salaries’ which is payable by the Government to a citizen of India for services rendered outside India would be deemed to accrue or arise in India.
	The following conditions have to be satisfied to treat such income as deemed to accrue or arise in India:
	• Income should be chargeable under the head 'Salaries’;
	• The payer should be Government of India;
	• The recipient should be an Indian citizen, whether resident or non-resident in India;
	• The services should be rendered outside India.
	However, allowances and perquisites paid or allowed outside India by the Government to an Indian citizen for services rendered outside India is exempt, by virtue of section 10(7).
	As per section 6(1), Mr. David is a non-resident for the A.Y. 2026-27, since he was not present in India at any time during the P.Y. 2025-26.
	As per section 5(2), a non-resident is chargeable to tax in India only in respect of following incomes:
	In view of the above provisions, income from agriculture in Nepal and income from house property in Nepal would not be chargeable to tax in the hands of David, assuming that the same were received in Nepal. Income from ‘Salaries’ payable by the Govern...
	However, allowances or perquisites paid or allowed as such outside India by the Government to a citizen of India for rendering service outside India is exempt under section 10(7). Hence, foreign allowance of ` 4,00,000 is exempt under section 10(7) in...
	(4) Dividend paid by an Indian company outside India [Section 9(1)(iv)]
	Dividends paid by an Indian company outside India is deemed to accrue or arise in India and would be taxable in the hands of shareholders.
	(5) Interest [Section 9(1)(v)]
	Under section 9(1)(v), an interest is deemed to accrue or arise in India if it is payable by -
	(6) Royalty [Section 9(1)(vi)]
	Royalty will be deemed to accrue or arise in India when it is payable by -
	Important points:
	(1) Lumpsum royalty not deemed to accrue arise in India: Lumpsum royalty payments made by a resident for the transfer of all or any rights (including the granting of a licence) in respect of computer software supplied by a non-resident manufacturer al...
	(2) Meaning of Royalty: The term ‘royalty’ means consideration (including any lumpsum consideration but excluding any consideration which would be the income of the recipient chargeable under the head ‘Capital gains’) for:
	(i) the transfer of all or any rights (including the granting of licence) in respect of a patent, invention, model, design, secret formula or process or trade mark or similar property;
	(ii) the imparting of any information concerning the working of, or the use of, a patent, invention, model, design, secret formula or process or trade mark or similar property;
	(iii) the use of any patent, invention, model, design, secret formula or process or trade mark or similar property;
	(iv) the imparting of any information concerning technical, industrial, commercial or scientific knowledge, experience or skill;
	(v) the use or right to use any industrial, commercial or scientific equipment1F ;
	(vi) the transfer of all or any rights (including the granting of licence) in respect of any copyright, literary, artistic or scientific work including films or video tapes for use in connection with television or tapes for use in connection with radi...
	Note: Consideration for sale, distribution or exhibition of cinematographic films is covered within the scope of royalty.
	(vii) the rendering of any service in connection with the activities listed above.
	(3) Consideration for use or right to use of computer software is royalty within the meaning of section 9(1)(vi)
	(4) Consideration in respect of any right, property or information – Is it royalty?
	(a) the possession or control of such right, property or information is with the payer;
	(b) such right, property or information is used directly by the payer;
	(c) the location of such right, property or information is in India.
	(7) Fees for technical services [Section 9(1)(vii)]
	Any fees for technical services will be deemed to accrue or arise in India if they are payable by -
	Fees for technical services means any consideration (including any lumpsum consideration) for the rendering of any managerial, technical or consultancy services (including providing the services of technical or other personnel). However, it does not i...
	Income by way of interest, royalty or fees for technical services which is deemed to accrue or arise in India by virtue of clauses (v), (vi) and (vii) of section 9(1), shall be included in the total income of the non-resident, whether or not –
	(i) the non-resident has a residence or place of business or business connection in India; or
	(ii) the non-resident has rendered services in India.
	In effect, the income by way of fees for technical services, interest or royalty, from services utilized in India would be deemed to accrue or arise in India in case of a non-resident and be included in his total income, whether or not such services w...
	A non-resident is chargeable to tax in respect of income received outside India only if such income accrues or arises or is deemed to accrue or arise to him in India.
	The income deemed to accrue or arise in India under section 9 comprises, inter alia, income by way of fees for technical services, which includes any consideration for rendering of any managerial, technical or consultancy services. Therefore, payment ...
	The Explanation below section 9(2) clarifies that income by way of, inter alia, fees for technical services, from services utilized in India would be deemed to accrue or arise in India in case of a non-resident and be included in his total income, whe...
	In the instant case, since the services were utilized in India, the payment received by Mr. Kulasekhara, a non-resident, in Colombo is chargeable to tax in his hands in India, as it is deemed to accrue or arise in India.
	(8) Any sum of money paid by a resident Indian to a non-corporate non-resident or foreign company or to a resident but not ordinarily resident in India [Section 9(1)(viii)]
	Income arising outside India, being any sum of money paid without consideration, by an Indian resident person to a non-corporate non-resident or foreign company or to a RNOR would be deemed to accrue or arise in India if the same is chargeable to tax ...
	You may refer to Unit 5 of Chapter 3 where chargeability of any sum of money received is discussed in detail.
	This deeming provision applies to only sum of money paid outside India to a non-corporate non-resident or foreign company or to a RNOR, and not in respect of property, movable or immovable, transferred outside India without consideration or for inadeq...
	ILLUSTRATION 8
	Compute the total income in the hands of an individual aged 35 years, being a resident and ordinarily resident, resident but not ordinarily resident, and non-resident for the A.Y. 2026-27, assuming that he has exercised the option of shifting out of t...
	Computation of total income for the A.Y. 2026-27
	(i) Salary payable by Central Government to Mr. John, a citizen of India of  ` 7,00,000 for the services rendered outside India considering that he pays tax as per the provisions of section 115BAC.
	(ii) Interest on moneys borrowed from outside India ` 5,00,000 by a non-resident for the purpose of business within India say, at Mumbai.
	(iii) Post office savings bank interest of ` 19,000 received by a resident assessee, Mr. Ram, aged 46 years if he exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).
	(iv)  Royalty paid by a resident to a non-resident in respect of a business carried on outside India.
	(v) Legal charges of ` 5,00,000 paid in Delhi to a lawyer of United Kingdom who visited India to represent a case at the Delhi High Court.
	ANSWERS

	SECTION II  - Inter Paper 3A
	(5)
	(4)
	(3)
	(2)
	(1)
	Write your response after reading the Units of this Chapter
	Relevant Provision of law
	Relevant Unit
	Point(s) to Ponder
	Scenario Component
	Section
	10(13A)
	1
	Akash thinks that he is eligible for exemption of his entire HRA since the rent paid by him exceeds the HRA.  Is he correct?
	Akash’s basic salary is ` 1,50,000 p.m. and dearness allowance (forming part of pay for retirement benefits) is ` 75,000 p.m. He also gets house rent allowance of ` 45,000 p.m. He lives in a rented house in Munirka and pays rent of ` 50,000 p.m.
	(1)
	If not, what is the amount of HRA that would be exempt?
	10(14)
	1
	Akash is aware that some portion of the allowance is exempt. Is he correct? If so, how much is the amount exempt? 
	Akash also gets children education allowance of ` 3,000 per month per child from ABC Ltd. 
	(2)
	10(14)
	1
	Akash is of the opinion that the allowance would be exempt since his expenditure on commuting between home and office amounts to ` 8,000 per month.  Is he correct?
	Akash’s salary includes transport allowance of ` 5,000 per month for commuting from home to office.
	(3)
	16
	1
	Is Akash eligible for any deduction or exemption in respect of entertainment allowance?
	Akash is also entitled to an entertainment allowance of ` 5,000 per month. 
	(4)
	17 
	1
	Akash thinks that the value of the voucher is not taxable, since it is a birthday gift and not his monthly salary. Is he correct?
	Akash gets a gift voucher of ` 20,000 on his birthday from ABC Ltd.
	(5)
	17
	1
	Would the use of laptop by Akash for his personal purposes and payment of his mobile phone charges by ABC Ltd. be treated as a perquisite and be included in his salary? If so, what would be the perquisite value?  
	ABC Ltd. has given Akash a laptop, which he uses for both personal and official purposes. ABC Ltd. also pays mobile phone charges of Akash.
	(6)
	1
	Akash wants to understand the tax implications of his and ABC Ltd.’s contribution to RPF.
	ABC Ltd. and Akash contribute ` 30,000 per month towards recognized provident fund (RPF). 
	(7)
	17
	Would any portion of ABC Ltd.’s contribution be included in his salary income? If so, how much?  
	(i)
	80C
	Can he claim deduction in respect of his own contribution to RPF? If so, how much?  
	(ii)
	24 and 80C
	2
	 Is Akash entitled for any deduction in respect of EMI paid by him during the year? If so, how much?
	Akash pays EMI (Equated Monthly Installment) of ` 30,000 to SBI in respect of loan taken for purchase of Chennai apartment.  The interest payment for the year was ` 2,50,000 and the principal repayment was ` 1,10,000.
	(8)
	23
	2
	Akash wants to claim the property taxes paid in respect of his apartments in Chennai and Bangalore as deduction.  Can he do so? If not, why?
	During the year, Akash pays property taxes of ` 5,000 for his apartment in Chennai and his tenant pays property taxes of ` 4,000 for the apartment in Bangalore. 
	(9)
	25A
	2
	Akash is of the opinion that he would have to include the arrears in his income of the P.Y.2022-23 and P.Y.2023-24 by revising his tax returns for those years.  Is he correct?
	During the year, Akash received ` 48,000 from his tenant towards arrears of rent for the apartment in Bangalore for the years 2022-23 and 2023-24.
	(10)
	If not, what would be the tax treatment for arrears of rent received this year? 
	24
	2
	Akash wants to claim deduction of amount incurred towards repair of his apartments in Chennai and Bangalore. Can he do so? 
	Akash incurred ` 50,000 towards repairs of his Chennai apartment and ` 30,000 towards repairs of his Bangalore apartment.
	(11)
	Akash thinks that if he gifts the apartment to Geetha, the rental income therefrom would be assessed in her hands.
	Akash is contemplating  whether or not to gift his Bangalore apartment to Geetha. 
	(12)
	56(2)(x)
	5
	What would be the tax implication of gift of Bangalore apartment by Akash to his wife Geetha?  
	(i)
	27
	2
	In case Akash transfers the apartment in Geetha’s name, in whose hands would the income be taxable?
	(ii)
	40(a)
	3
	Arvind is of the opinion that the entire rent paid by him would be allowed as deduction while computing his business income. Is he correct? If not, how much deduction would he be entitled to?  
	Arvind pays rent of ` 40,000 per month for the premises in which he is carrying on his business without deducting tax at source.
	(13)
	40A(3)
	3
	Would Arvind be eligible for deduction in respect of ` 20,000 paid to Vallish while computing his business income?
	Arvind has made cash payment of ` 20,000 on 1st December to Mr. Vallish for purchase of stationery items. 
	(14)
	All other payments have been made through permissible electronic modes. 
	37 & 32
	3
	Arvind wants to know whether he can claim the value of furniture as deduction while computing business income. 
	Arvind has purchased furniture worth ` 10 lakh during the year for his business premises.
	(15)
	Can he do so? If not, why? 
	(i)
	Would he be entitled to any other deduction in respect of the same?
	(ii)
	41
	3
	Arvind is of the opinion that he need not pay tax on the amount recovered in respect of the bad debts written off. 
	Arvind recovered ` 40,000 from Mr. Balram, whose debt of ` 60,000 was written off by him last year as bad debts. 
	(16)
	Is he correct?
	44AB
	3
	Arvind wants to know whether he has to get his books of account audited.  If so, why?
	(i)
	Arvind received ` 25 lakh turnover in cash during the year. The remaining amount was received through permissible electronic modes. Assume that turnover from business represents his total receipts. 
	(17)
	44AD
	He wants to declare profits on presumptive basis. Can he do so? If not, why?
	(ii)
	54 & 54EC
	4
	Akash’s father wants to know the options available to him for investment of capital gains so that he need not pay any capital gains tax. What are the options available?
	Akash’s father sold the residential flat owned by him in Baroda. He wants to invest the capital gains of ` 40 lakhs in order to be exempt from capital gains tax.
	(18)
	Geetha sells some of the gold jewellery gifted to her by her parents at the time of wedding for ` 80 lakhs
	49(1)
	4
	Geetha is of the opinion that capital gains on sale of jewellery received as gift from parents has to be computed by taking the cost of acquisition as Nil.  Is she correct?  
	(i)
	(19)
	54F
	Would Geetha be entitled to any exemption on capital gains computed if she invests the capital gains in purchase of a residential apartment?
	(ii)
	If she delays purchasing the residential apartment to next year, what should she do in the meanwhile to be eligible for exemption from capital gains?
	(iii)
	112A & 111A
	4
	Akash wants to know the capital gains tax payable by him on the transaction of sale of shares.  He informs that he has paid securities transaction tax both at the time of purchase and sale of the shares. 
	Akash transfers the listed shares of XYZ Ltd.  for ` 20 lakhs in June this year. These shares were purchased by him in the year 2021 for ` 12 lakhs.   
	(20)
	He also transfers the listed shares of PQR Ltd. for ` 8 lakhs in August this year. These shares were purchased by him in December 2024 for ` 5 lakhs.
	58(4)
	5
	Akash’s father is of the opinion that interest of ` 20,000 is deductible from lottery income of ` 5 lakh. Is he correct?
	Akash’s father wins ` 5 lakh from lottery. He had borrowed money for purchase of the ticket and he paid interest of ` 20,000 on such borrowings. 
	(21)
	115BB
	He also wants to know the rate of tax on lottery income. What is the applicable rate on such income?
	56(2)(i) & 57
	5
	Akash is of the opinion that the net dividend of ` 15 lakh is taxable. 
	Akash earns dividend income of ` 20 lakh from Indian companies.  He has paid interest of ` 5 lakh on money borrowed to invest in shares of such companies.
	(22)
	Is he correct?
	56(2)(x)
	5
	Geetha is of the opinion that the gift of sum of money and value of car is not includible in her income.
	Akash gifts a sum of ` 1 lakh to Geetha on her birthday. 
	(23)
	Arvind gifts a car to Geetha on her birthday.
	(24)
	Is she correct?
	Akash is of the opinion that the amount gifted is not includible in his income since Arvind is his relative. Is he correct?
	Arvind gives a cash gift of ` 1 lakh to Akash on Diwali. 
	56(2)(x)
	5
	(25)

	Chp 3 - Unit 1 - 5.5.2025
	Basic Salary
	(i)
	Amount or aggregate of amounts of any contribution made 
	- in a recognised provident fund, 
	- in NPS referred to in section 80CCD(1)
	- in an approved superannuation fund 
	by the employer to the account of the assessee, to the extent it exceeds ` 7,50,000 in a P.Y.
	(i)
	Basic Salary

	Amount or aggregate of amounts of any contribution made –
	- in a recognised provident fund, 
	- in NPS referred to in section 80CCD(1)
	- in an approved superannuation fund 
	by the employer to the account of the assessee, to the extent it exceeds ` 7,50,000
	Income under the head “Salaries” under default tax regime under section 115BAC
	Add:  Deduction under section 16
	PERQUISITE VALUE OF MOTOR CAR


	*provided employer maintains the complete details of such journey and expenditure thereon and gives a certificate that such expenditure are incurred wholly for official use.
	Perquisite value of motor car is taxable only in case of specified employees if motor car is provided by the employer to the employee. However, where the motor car is owned by the employee and used by him or members of his family wholly for personal p...
	 Where car is owned by employer and expenses are also met by the employer, the taxable perquisite in case such car is used wholly for personal purposes of the employee would be equal to the actual expenditure incurred by the employer on running and m...
	1.2 Basis of charge [Section 15]
	Example: If A draws his salary in advance for the month of April 2026 in the month of March 2026 itself, the same becomes chargeable on receipt basis and is to be assessed as income of the P.Y.2025-26 i.e., A.Y.2026-27. However, the salary for the A.Y...
	Example: If the salary due for March 2026 is received by A later in the month of April 2026, it is still chargeable as income of the P.Y.2025-26 i.e., A.Y.2026-27 on due basis. Obviously, salary for the A.Y.2027-28 will not include that of March 2026.
	1.2.1 Advance Salary
	1.2.2 Arrears of salary
	Example:
	If the Pay Commission is appointed by the Central Government and it recommends revision of salaries of employees with retrospective date, the arrears received in that connection will be charged on receipt basis. Here also, relief under section 89 is a...
	Example:
	If the Central Government announces an increase in HRA in the P.Y. 2025-26 which is effective from 1.1.2024, then the arrears from 1.1.2024 to 31.3.3025 will be taxed in the previous year in which they are paid because they were never due earlier. Her...
	1.3 Salary, Perquisite and Profits in lieu of salary [Section 17]
	1.3.1 Meaning of Salary
	(1) Wages
	Allowances
	(A) Allowances which are fully taxable under both regime
	(B) Allowances which are partially exempt under the optional tax regime/Allowances which are fully taxable under default tax regime

	‘Salary’ under section 17(1), includes the following:
	wages,
	(i)
	any annuity or pension,
	(ii)
	any gratuity,
	(iii)
	any fees, commission, perquisites or profits in lieu of or in addition to any salary or wages,
	(iv)
	any advance of salary,
	(v)
	any payment received in respect of any period of leave not availed by him i.e., leave salary or leave encashment,
	(vi)
	Provident Fund: 
	(vii)
	- the portion of the annual accretion in any previous year to the balance at the credit of an employee participating in a recognised provident fund to the extent it is taxable and
	-  transferred balance in recognized provident fund to the extent it is taxable,
	the contribution made by the Central Government or any other employer in the previous year to the account of an employee under a pension scheme referred to in section 80CCD.
	(viii)
	the contribution made by the Central Government in the previous year, to the Agniveer Corpus Fund account of an individual enrolled in the Agnipath Scheme referred to in section 80CCH.
	(ix)
	Allowances
	Fully Exempt only under the optional tax regime
	Fully Taxable under default tax regime/ Partly Exempt under the optional tax regime
	Fully Taxable under both regimes
	(i) Allowances to High Court Judges
	(i) House Rent Allowance [u/s 10(13A)]
	(i) Entertainment Allowance 
	(ii) Salary and Allowances paid by the United Nations Organization
	(ii) Dearness Allowance 
	(ii) Special Allowances [u/s 10(14)]
	(iii) Overtime Allowance
	(iv) Fixed Medical Allowance
	 Except
	(iii) Sumptuary allowance granted to High Court or Supreme Court Judges
	(a) Travelling allowance
	(v) City Compensatory  Allowance (to meet increased cost of living in cities)
	(b) Daily allowance
	(c) Conveyance allowance
	(vi) Interim Allowance 
	Note – In cases (i) and (iii) above, the respective Acts provide for such exemption, notwithstanding anything contained in the Income-tax Act, 1961.   In case (ii), exemption is provided under the respective Act, notwithstanding anything to the contrary contained in any other law.
	(d) Transport allowance to blind/ deaf and dumb/ orthopedically handicapped employee
	(vii) Servant Allowance
	(viii) Project Allowance
	(ix) Tiffin/Lunch/Dinner Allowance
	(x) Any other cash allowance
	(xi) Warden Allowance
	Note – The exceptions in (a) to (d) above are partly exempt under both the tax regimes. 
	(xii) Non-practicing  Allowance
	(xiii) Transport allowance to employee other than blind/ deaf and dumb/ orthopedically handicapped employee
	Fully Exempt under both tax regimes
	Allowance granted to Government employees outside India [Section 10(7)]
	Other Cities
	Metro Cities (i.e., Delhi, Kolkata, Mumbai, Chennai)
	ILLUSTRATION 1
	SOLUTION
	(C) Allowances which are partly exempt under both regimes

	Extent to which allowance is exempt
	Name of Allowance
	S. No.
	` 800 or ` 300 per month depending upon the specified locations
	Any Special Compensatory Allowance in the nature of Special Compensatory (Hilly Areas) Allowance or High Altitude Allowance or Uncongenial Climate Allowance or Snow Bound Area Allowance or Avalanche Allowance
	1.
	` 7,000 per month in Siachen area of Jammu and Kashmir
	` 1,300 or ` 1,100 or ` 1,050 or ` 750 or ` 300 or ` 200 per month depending upon the specified locations
	Any Special Compensatory Allowance in the nature of border area allowance or remote locality allowance or difficult area allowance or disturbed area allowance
	2.
	` 200 per month
	Special Compensatory (Tribal Areas/Schedule Areas/Agency Areas) Allowance [Specified States]
	3.
	70% of such allowance upto a maximum of ` 10,000 per month
	Any allowance granted to an employee working in any transport system to meet his personal expenditure during his duty performed in the course of running such transport from one place to another, provided that such employee is not in receipt of daily allowance  
	4.
	` 100 per month per child upto a maximum of two children
	Children Education Allowance  
	5.
	` 300 per month per child upto a maximum of two children
	Any allowance granted to an employee to meet the hostel expenditure on his child 
	6.
	` 2,600 per month 
	Compensatory Field Area Allowance [Specified areas in Specified States]
	7.
	` 1,000 per month
	Compensatory Modified Field Area Allowance [Specified areas in Specified States]
	8.
	` 3,900 per month
	Any special allowance in the nature of counter insurgency allowance granted to the members of the armed forces operating in areas away from their permanent locations.
	9.
	` 800 per month
	Underground Allowance granted to an employee who is working in uncongenial, unnatural climate in underground mines. 
	10.
	Any special allowance in the nature of high Altitude allowance granted to the member of the armed forces operating in high altitude areas
	11.
	` 1,060 per month
	For altitude of 9,000 to 15,000 feet
	` 1,600 per month
	For above 15,000 feet
	` 4,200 per month
	Any special allowance in the nature of special compensatory highly active field area allowance granted to the member of the armed forces
	12.
	` 3,250 per month
	Any special allowance in the nature of Island (duty) allowance granted to the member of the armed forces in Andaman & Nicobar and Lakshadweep Group of Islands
	13.
	ILLUSTRATION 2
	SOLUTION
	(D)  Allowances which are fully exempt only under the optional tax regime (i.e., normal provisions of the Act)
	(E)  Allowances which are fully exempt under both regimes
	(2) Annuity or Pension

	Meaning of Annuity
	 As per the definition, ‘annuity’ is treated as salary. Annuity is a sum payable in respect of a particular year. It is a yearly grant. If a person invests some money entitling him to series of equal annual sums, such annual sums are annuities in the...
	 Annuity received by a present employer is to be taxed as salary. It does not matter whether it is paid in pursuance of a contractual obligation or voluntarily.
	 Annuity received from a past employer is taxable as profit in lieu of salary.
	 Annuity received from person other than an employer is taxable as “income from other sources”.
	Pension
	 Uncommuted Pension: Uncommuted pension refers to pension received periodically. It is fully taxable in the hands of both government and non-government employees.
	 Commuted Pension: Commutation means inter-change. Commuted pension means lump sum amount taken by commuting the whole or part of the pension. Many persons convert their future right to receive pension into a lumpsum amount receivable immediately.
	ILLUSTRATION 3
	SOLUTION
	(3) Gratuity

	$ Salary for this purpose means basic salary and dearness allowance. No. of days in a month for this purpose, shall be taken as 26.
	#Salary for this purpose means basic salary and dearness allowance, if provided in the terms of employment for retirement benefits, forming part of salary and commission which is expressed as a fixed percentage of turnover.
	 Where gratuity is received from 2 or more employers in the same previous year, then, aggregate amount of gratuity exempt from tax cannot exceed ` 20,00,000.
	ILLUSTRATION 4
	(4) Fees, commission, perquisites or profits in lieu of or in addition to any salary or wages
	(5) Any Advance of Salary
	(6) Leave Salary or Leave Encashment

	ILLUSTRATION 5
	SOLUTION
	(7) Provident fund

	(i) closing balance in the account as on 31.03.2021;
	ILLUSTRATION 6
	(8) The contribution made by the Central Government or any other employer in the previous year to the account of an employee under a pension scheme referred to in section 80CCD
	(9) The contribution made by the Central Government in the previous year, to the Agniveer Corpus Fund account of an individual enrolled in the Agnipath Scheme referred to in section 80CCH.

	1.3.2 Profits in lieu of salary [Section 17(3)]
	(1) Retrenchment compensation [Section 10(10B)]
	(2) Voluntary Retirement Receipts [Section 10(10C)]

	The amount of any compensation due to or received by an assessee from his employer or former employer at or in connection with the termination of his employment.
	(ii) Compensation on account of modification of the terms and conditions of employment
	The amount of any compensation due to or received by an assessee from his employer or former employer at or in connection with the modification of the terms and conditions of employment. 
	Usually, such compensation is treated as a capital receipt. However, by virtue of this provision, the same is treated as a revenue receipt and is chargeable as salary.
	Note: It is to be noted that merely because a payment is made by an employer to a person who is his employee does not automatically fall within the scope of the above provisions. The payment must be arising due to master-servant relationship between the payer and the payee. If it is not on that account, but due to considerations totally unconnected with employment, such payment is not profit in lieu of salary.
	(iii) Payment from provident fund or other fund
	(iv) Keyman Insurance policy
	Any amount, whether in lump sum or otherwise, due to the assessee or received by him, from any person -
	(a) before joining employment with that person, or
	(b) after cessation of his employment with that person.
	Previous year
	Assessment Year

	- salary at the time of retirement multiplied by the balance months of service left before the date of his retirement or superannuation.
	 Where any relief has been allowed to any assessee u/s 89 for any A.Y. in respect of any amount received or receivable on his voluntary retirement or termination of service or voluntary separation, no exemption u/s 10(10C) shall be allowed to him in ...
	 Where exemption for voluntary retirement compensation under section 10(10C) has been allowed in any A.Y., then no exemption thereunder shall be allowed to him in any other A.Y.
	 “Salary” for this purpose means basic salary and dearness allowance, if provided in the terms of employment for retirement benefits, forming part of salary and commission which is expressed as a fixed percentage of turnover.
	 Exemption under section 10(10C) would be available to an assessee irrespective of the regime under which he pays tax.
	ILLUSTRATION 9
	SOLUTION
	1.3.3 Perquisites
	 Perquisite may be provided in cash or in kind.
	 Reimbursement of expenses incurred in the official discharge of duties is not a perquisite.
	 Perquisite may arise in the course of employment or in the course of profession.  If it arises from a relationship of employer-employee, then the value of the perquisite is taxable as salary. However, if it arises during the course of profession, th...
	 Perquisite will become taxable only if it has a legal origin. An unauthorised advantage taken by an employee without his employer’s sanction cannot be considered as a perquisite under the Act.
	Any annual accretion by way of interest, dividend or any other amount of similar nature during the previous year to the balance at the credit of the recognized provident fund or NPS or approved superannuation fund to the extent it relates to the emplo...
	ILLUSTRATION 10
	SOLUTION
	Exemption in respect of leave travel concession under section 10(5) would be available to an assessee only if he exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).
	ILLUSTRATION 11
	SOLUTION
	ILLUSTRATION 12
	SOLUTION
	 in any hospital maintained by the Government/local authority/any other hospital approved by the Government for the purpose of medical treatment of its employees;
	 in respect of the prescribed disease or ailments in any hospital approved by the Principal Chief Commissioner or Chief Commissioner having regard to the prescribed guidelines.
	 in respect of any illness relating to COVID-19 subject to conditions notified by the Central Government
	
	
	
	
	ILLUSTRATION 13
	SOLUTION
	Example:
	A, Karta of a HUF, is a registered shareholder of Bright Ltd. The amount for purchasing the shares is financed by the HUF. The dividend is also received by the HUF. Supposing further that A is an employee in Bright Ltd., the question arises whether he...
	In this case, he cannot be called a specified person since he has no beneficial interest in the shares registered in his name. It is only for the purpose of satisfying the statutory requirements that the shares are registered in the name of A. All the...
	ILLUSTRATION 14
	SOLUTION
	SOLUTION
	SOLUTION

	SOLUTION
	1.4.1 Standard Deduction
	A standard deduction of ` 50,000 or the amount of salary, whichever is lower, is to be provided to the employees if the assessee exercises the option of shifting out of the default tax regime provided under section 115BAC(1A).
	1.4.2 Entertainment allowance
	1.4.3 Professional tax on employment
	SOLUTION
	ILLUSTRATION 25
	SOLUTION
	ANSWERS
	= ` 60,000 – (` 60,000 × 10% p.a. × 3 years) = ` 42,000.

	Chp 3 - Unit 2 - 5.5.2025
	2.1 Chargeability [Section 22]
	(i) The process of computation of income under the head “Income from house property” starts with the determination of annual value of the property. The concept of annual value and the method of determination is laid down in section 23.
	(ii) The annual value of any property comprising of buildings or lands appurtenant thereto of which the assessee is the owner is chargeable to tax under the head “Income from house property”.
	(i) Portions of property occupied by the assessee for the purpose of any business or profession carried on by him
	(ii) Commercial properties of an assessee engaged in the business of letting out of properties.
	2.2 Conditions for Chargeability
	2.3 Composite Rent
	2.4 Income from House Property  Situated Outside India
	2.5 Determination of Annual Value  [Section 23]
	2.6 DEDUCTIONS FROM ANNUAL VALUE  [SECTION 24]
	2.7 Computation of “Income from house property” for different categories of property
	SOLUTION
	SOLUTION
	SOLUTION
	ILLUSTRATION 9
	SOLUTION


	Particulars
	Computation of GAV
	Computation of GAV
	Net Annual Value (NAV) 

	Particulars
	Computation of GAV
	Computation of GAV

	Particulars
	Interest on borrowed capital [Allowable only in case the assessee exercises the option of shifting out of the default tax regime provided under section 115BAC(1A)]
	Interest on borrowed capital 

	Loss from house property
	Computation of GAV
	Computation of GAV

	House I
	Unit I (2/3rd area – self-occupied)

	2.8 Inadmissible deductions [Section 25]
	2.9 Provision for arrears of rent and unrealized rent received subsequently [Section 25A]
	2.10  Treatment of income from co- owned property [Section 26]
	2.11 Deemed Ownership [Section 27]
	TEST YOUR KNOWLEDGE
	Particulars
	Step II - Actual Rent
	 Gross Annual Value 
	Unit I (3/4th area – self-occupied)

	ANSWERS

	Chp 3 Unit 3 PGBP - 20.5.2025 (1)
	Chp 3 Unit 4 Capital Gains - 23.5.2025
	Chp 3 Unit 5 Income from Other Sources - 26.5.2025
	Blank Page
	Answers - SECTION I
	/
	Write your response after reading the Chapter 1
	Points to Ponder
	As per section 2(7), an assessee means a person by whom tax or any other sum of money is payable under the Act.  Since Abhinav earns a salary of ` 3 lakh per month and also has lottery winnings of ` 20,000, both of which are subject to income-tax, he is an assessee. However, Anisha being a student who does not have any income (as per the facts given in the Scenario), she is not an assessee.
	Anisha is interested in knowing whether she and Abhinav would be assessees as per the Income-tax Act, 1961.   
	(1)
	Would Anisha and Abhinav be assessees under the Income-tax Act, 1961? 
	No, as per the definition given in section 3, the previous year for her father is 1st April 2025 to 31st March 2026. However, for her brother, the source of income has newly come into existence only on 1st June, 2025. Accordingly, the previous year would be 1st June, 2025 to 31st March, 2026.
	She wants to know whether the previous year for her father and her brother for the assessment year 2026-27 would be the same.  Would the previous year remain the same for both of them? If not, why?  
	(2)
	Yes, since all these would fall within the scope of the definition of income under section 2(24).  Profits and gains, dividend and winnings from lotteries are specifically mentioned in the said definition.  Therefore, items listed in (i), (ii), (iv) and (v) find a specific mention in the different sub-clauses of section 2(24). The definition of income being inclusive, salary earned by Abhinav is also included therein, even though the definition makes a specific mention of only certain components of salary like the value of perquisites and profit in lieu of salary.  
	She is curious to know whether the following would be income under the Income-tax Act, 1961 –
	(3)
	(i) Profits from business of retail trade carried on by her father 
	(ii) Profits earned by her mother from business of sale of cakes, biscuits and cookies
	(iii) Salary earned by Abhinav from Beta Ltd.
	(iv) Lottery winnings of Abhinav
	(v) Dividend received by her father from Indian companies.
	In case of her father, surcharge@10% would be leviable on income-tax computed on total income of ` 75 lakhs, since his total income exceeds ` 50 lakhs but does on exceed ` 1 crore.  In case of her mother, surcharge is not attracted, as her total income does not exceed ` 50 lakhs.
	She is keen to know whether surcharge would be levied on the total income of her mother and father. Would surcharge be leviable? If so, at what rate?  Assume that their actual income is the same as the estimated income.
	(4)
	Anil’s father’s HUF consists of ancestral properties, the income from which is assessed as income of the HUF. Anisha finds the concept of HUF fascinating.  She is curious to know whether the wife, daughter-in-law and grandchildren would be members of a HUF, and if so, would they be co-parceners also.  She is also keen in knowing whether a married daughter would be a co-parcener of her father’s HUF.
	(5)
	(i) Who amongst the following are members of Anil’s father’s HUF?  
	All of them.
	1.  Anil’s mother
	2.  Asha and Reema
	3.  Abhinav, Anisha and Madhav
	(ii) Who amongst the following are co-parceners of Anil’s father’s HUF?
	Nidhi, Abhinav, Anisha and Madhav
	1.  Anil’s mother
	2.  Asha and Reema
	3.  Nidhi
	4.  Abhinav, Anisha and Madhav

	Answers - SECTION II
	(5)
	(4)
	(3)
	(2)
	(1)
	Write your response after reading the Units of this Chapter
	Relevant Provision of law
	Relevant Unit
	Point(s) to Ponder
	Scenario Component
	Section
	No, he is not correct. HRA is exempt upto the least of the three limits –
	10(13A)
	1
	Akash thinks that he is eligible for exemption of his entire HRA since the rent paid by him exceeds the HRA.  Is he correct?
	Akash’s basic salary is ` 1,50,000 p.m. and dearness allowance (forming part of pay for retirement benefits) is ` 75,000 p.m. He also gets house rent allowance of ` 45,000 p.m. He lives in a rented house in Munirka and pays rent of ` 50,000 p.m.
	(1)
	(i)   HRA actually received i.e., ` 5,40,000. 
	If not, what is the amount of HRA that would be exempt?
	(ii)    Rent paid (-)10% of salary = ` 6,00,000 – ` 2,70,000 = ` 3,30,000 
	(iii)  50% of salary, since the accommodation is located in Delhi = 50% of ` 27 lakh = ` 13.50 lakhs
	Accordingly, out of HRA of ` 5,40,000, only ` 3,30,000, being the least of the above limits, is exempt.  The balance amount of ` 2,10,000 is taxable.
	Yes, he is correct. Children Education Allowance would be exempt upto ` 100 per month per child subject to a maximum of two children. 
	10(14)
	1
	Akash is aware that some portion of the allowance is exempt. Is he correct? If so, how much is the amount exempt? 
	Akash also gets children education allowance of ` 3,000 per month per child from ABC Ltd. 
	(2)
	Exempt Children Education Allowance = ` 100 x 12 months x 2 children = ` 2,400.  
	The remaining amount of ` 1,05,600 (i.e., ` 1,08,000 – ` 2,400) is taxable.
	No, he is not correct. The entire transport allowance of ` 60,000 p.a. is taxable in his hands. 
	10(14)
	1
	Akash is of the opinion that the allowance would be exempt since his expenditure on commuting between home and office amounts to ` 8,000 per month.  Is he correct?
	Akash’s salary includes transport allowance of ` 5,000 per month for commuting from home to office.
	(3)
	No, he is not eligible for any exemption or deduction, since he is not a Government employee. The entire amount of ` 60,000 is taxable in his hands.
	16
	1
	Is Akash eligible for any deduction or exemption in respect of entertainment allowance?
	Akash is also entitled to an entertainment allowance of ` 5,000 per month. 
	(4)
	No, he is not correct.  Since the value of the gift voucher exceeds ` 5,000, the same is a taxable perquisite.
	17 
	1
	Akash thinks that the value of the voucher is not taxable, since it is a birthday gift and not his monthly salary. Is he correct?
	Akash gets a gift voucher of ` 20,000 on his birthday from ABC Ltd.
	(5)
	Alternatively, as per the CBDT circular, gift upto ` 5,000 in aggregate would be exempt, beyond which it would be taxed as a perquisite. As per this view, value of perquisite would be ` 15,000.  
	No, the perquisite value for use of laptop is Nil.  Also, there is no taxable perquisite in respect of mobile phone charges actually incurred by ABC Ltd. on behalf of Akash. 
	17
	1
	Would the use of laptop by Akash for his personal purposes and payment of his mobile phone charges by ABC Ltd. be treated as a perquisite and be included in his salary? If so, what would be the perquisite value?  
	ABC Ltd. has given Akash a laptop, which he uses for both personal and official purposes. ABC Ltd. also pays mobile phone charges of Akash.
	(6)
	1
	Akash wants to understand the tax implications of his and ABC Ltd.’s contribution to RPF.
	ABC Ltd. and Akash contribute ` 30,000 per month towards recognized provident fund (RPF). 
	(7)
	Yes, ABC Ltd.’s contribution in excess of 12% of salary is includible in Akash’s salary. 
	17
	Would any portion of ABC Ltd.’s contribution be included in his salary income? If so, how much?  
	(i)
	` 3,60,000 – ` 3,24,000 (being 12% of ` 27 lakh) = ` 36,000 is includible in Akash’s salary.
	Yes, he can claim deduction u/s 80C in respect of his own contribution, subject to a maximum of ` 1,50,000.
	Can he claim deduction in respect of his own contribution to RPF? If so, how much?  
	80C
	(ii)
	Yes, Akash would be entitled to deduction of ` 2 lakh u/s 24 in respect of interest while computing Income from house property.
	24 and 80C
	2
	 Is Akash entitled for any deduction in respect of EMI paid by him during the year? If so, how much?
	Akash pays EMI (Equated Monthly Installment) of ` 30,000 to SBI in respect of loan taken for purchase of Chennai apartment.  The interest payment for the year was ` 2,50,000 and the principal repayment was ` 1,10,000.
	(8)
	As regards principal repayment of ` 1,10,000, the same is eligible for deduction u/s 80C.
	Deduction u/s 80C = ` 3,60,000 (Akash’s Contribution to RPF) + ` 1,10,000 (Principal repayment of housing loan) = ` 4,70,000, restricted to ` 1,50,000.
	No, he cannot do so.  The annual value of Chennai apartment, being self-occupied, is Nil. Municipal taxes is not allowable as deduction therefrom.  
	23
	2
	Akash wants to claim the property taxes paid in respect of his apartments in Chennai and Bangalore as deduction.  Can he do so? If not, why?
	During the year, Akash pays property taxes of ` 5,000 for his apartment in Chennai and his tenant pays property taxes of ` 4,000 for the apartment in Bangalore. 
	(9)
	In respect of Bangalore apartment also, no deduction is allowable in respect of municipal taxes, since the same is paid by his tenant.
	No, he is not correct.  The arrears of rent is taxable in his hands in P.Y.2025-26, being the year of receipt, under section 25A after providing for deduction@30%.
	25A
	2
	Akash is of the opinion that he would have to include the arrears in his income of the P.Y.2022-23 and P.Y.2023-24 by revising his tax returns for those years.  Is he correct?
	During the year, Akash received ` 48,000 from his tenant towards arrears of rent for the apartment in Bangalore for the years 2022-23 and 2023-24.
	(10)
	Amount taxable u/s 25A = ` 48,000 – ` 14,400 = ` 33,600.
	If not, what would be the tax treatment for arrears of rent received this year? 
	In respect of Bangalore apartment, deduction@30% of Net Annual Value is allowable u/s 24(a).  Therefore, he would be eligible for deduction of ` 1,44,000, being 30% of ` 4,80,000 (Assuming actual rent is the Annual Value). This deduction is allowable irrespective of the actual expenditure incurred on repairs etc.
	24
	2
	Akash wants to claim deduction of amount incurred towards repair of his apartments in Chennai and Bangalore. Can he do so? 
	Akash incurred ` 50,000 towards repairs of his Chennai apartment and ` 30,000 towards repairs of his Bangalore apartment.
	(11)
	In respect of Chennai apartment, since the Annual value is Nil, no deduction is allowable u/s 24(a), irrespective of the expenditure incurred on repairs etc.
	Akash thinks that if he gifts the apartment to Geetha, the rental income therefrom would be assessed in her hands.
	Akash is contemplating whether or not to gift his Bangalore apartment to Geetha. 
	(12)
	There would be no tax implication in the hands of Geetha if she receives immovable property without consideration from her husband Akash, since he falls within the definition of “relative” u/s 56.
	56(2)(x)
	5
	What would be the tax implication of gift of Bangalore apartment by Akash to his wife Geetha?  
	(i)
	The income from Bangalore apartment would continue to be taxable in the hands of Akash, since he would be the deemed owner of apartment transferred to his wife without consideration.
	27
	2
	In case Akash transfers the apartment in Geetha’s name, in whose hands would the income be taxable?
	(ii)
	Yes, he is correct. Mr. Arvind’s business turnover exceeds ` 1 crore in the P.Y.2024-25, hence, he is liable to deduct tax at source from the rent paid in P.Y.2025-26 for the premises in which he is carrying on his business under section 194-I. However, since the amount of rent per month does not exceed ` 50,000, TDS u/s 194-I would not be attracted. Accordingly, ` 4,80,000 is allowable as deduction while computing business income of P.Y.2025-26.
	40(a)
	3
	Arvind is of the opinion that the entire rent paid by him would be allowed as deduction while computing his business income. Is he correct? If not, how much deduction would he be entitled to?  
	Arvind pays rent of ` 40,000 per month for the premises in which he is carrying on his business without deducting tax at source.
	(13)
	No, since the cash payment exceeds ` 10,000, disallowance u/s 40A(3) is attracted and the entire amount of ` 20,000 would be disallowed while computing Arvind’s business income.
	40A(3)
	3
	Would Arvind be eligible for deduction in respect of ` 20,000 paid to Vallish while computing his business income?
	Arvind has made cash payment of ` 20,000 on 1st December to Mr. Vallish for purchase of stationery items. 
	(14)
	All other payments have been made through permissible electronic modes. 
	Arvind wants to know whether he can claim the value of furniture as deduction while computing business income. 
	Arvind has purchased furniture worth ` 10 lakh during the year for his business premises.
	37 & 32
	3
	(15)
	No, he cannot do so, since it is a capital expenditure. 
	Can he do so? If not, why? 
	(i)
	Would he be entitled to any other deduction in respect of the same?
	(ii)
	He can however claim depreciation of ` 1 lakh, being 10% of ` 10 lakh, if the furniture is put to use for 180 days or more during the P.Y.2025-26.  If it is put to use for less than 180 days, then ` 50,000, being 50% of ` 1 lakh is allowable as deduction in the P.Y.2025-26.
	Since Mr. Balram’s entire debt of ` 60,000 was written off as bad debts in the P.Y.2024-25 and claimed as deduction u/s 36(1)(vii) in that year by Arvind, the amount of ` 40,000 recovered from him would be taxable in the hands of Arvind in the P.Y.2025-26.
	41
	3
	Arvind is of the opinion that he need not pay tax on the amount recovered in respect of the bad debts written off. 
	Arvind recovered ` 40,000 from Mr. Balram, whose debt of ` 60,000 was written off by him last year as bad debts. 
	(16)
	Is he correct?
	Yes, since his turnover exceeds ` 1 crore.  The higher threshold limit of ` 10 crore u/s 44AB is not applicable to him, since his aggregate cash receipts of ` 25 lakh exceed 5% of his total receipts for the P.Y.2025-26.
	44AB
	3
	Arvind wants to know whether he has to get his books of account audited.  If so, why?
	(i)
	Arvind received ` 25 lakh turnover in cash during the year. The remaining amount was received through permissible electronic modes. Assume that turnover from business represents his total receipts. 
	(17)
	% of aggregate cash receipts to total receipts = ` 25 lakh/` 250 lakh x 100 = 10%
	No, since his turnover exceeds ` 2 crore in the P.Y.2025-26.  The higher threshold of ` 3 crore for declaring income on presumptive basis is not applicable to him since his aggregate cash receipts of ` 25 lakh exceeds 5% of his total turnover of ` 2.50 crore.  
	44AD
	He wants to declare profits on presumptive basis. Can he do so? If not, why?
	(ii)
	If the residential flat was held by him for more than 24 months, the gain arising therefrom would be a long-term capital gain. He can invest the entire capital gains of ` 40 lakhs in purchase or construction of a residential property in India and avail the benefit of section 54. The purchase can be within one year before or within two years from the date of transfer. The construction has to be within 3 years from the date of transfer. In the alternative, he can invest the amount of ` 40 lakhs in bonds of RECL or NHAI within six months from the date of transfer of residential flat, and claim the benefit of section 54EC. 
	54 & 54EC
	4
	Akash’s father wants to know the options available to him for investment of capital gains so that he need not pay any capital gains tax. What are the options available?
	Akash’s father sold the residential flat owned by him in Baroda. He wants to invest the capital gains of ` 40 lakhs in order to be exempt from capital gains tax.
	(18)
	If the residential flat was held by him for a period not exceeding 24 months, the gain arising therefrom would be a short-term capital gains, in which case he would not be eligible for benefit of section 54 or section 54EC. 
	No, she can take cost of jewellery to her parents as her cost of acquisition.  If the same is before 1.4.2001, she can take the fair market value as on 1.4.2001 as the cost of acquisition.
	49(1)
	4
	Geetha is of the opinion that capital gains on sale of jewellery received as gift from parents has to be computed by taking the cost of acquisition as Nil.  Is she correct?  
	(i)
	Geetha sells some of the gold jewellery gifted to her by her parents at the time of wedding for ` 80 lakhs
	(19)
	She would be entitled to deduction u/s 54F in respect of the entire capital gains, if she invests the net consideration in purchase of a residential apartment in India.  If she invests only the capital gains, she would be entitled to proportionate deduction u/s 54F.
	54F
	Would Geetha be entitled to any exemption on capital gains computed if she invests the capital gains in purchase of a residential apartment?
	(ii)
	She should deposit the net consideration in Capital Gains Account Scheme on or before the due date of filing return of income to claim exemption of the entire capital gains.   
	If she delays purchasing the residential apartment to next year, what should she do in the meanwhile to be eligible for exemption from capital gains?
	(iii)
	The capital gains of ` 8 lakhs on transfer of listed shares of XYZ Ltd. is a long-term capital gains, since these shares were held by Akash for a period of more than 12 months. He has to pay tax@12.5% plus surcharge @10% (since his total income exceeds ` 50 lakhs but does not exceed ` 1 crore) and cess@4% on ` 6,75,000, being the long-term capital in excess of ` 1.25 lakh.  The tax payable by him is ` 96,525.
	112A & 111A
	4
	Akash wants to know the capital gains tax payable by him on the transaction of sale of shares.  He informs that he has paid securities transaction tax both at the time of purchase and sale of the shares. 
	Akash transfers the listed shares of XYZ Ltd.  for ` 20 lakhs in June this year. These shares were purchased by him in the year 2021 for ` 12 lakhs.   
	(20)
	He also transfers the listed shares of PQR Ltd. for ` 8 lakhs in August this year. These shares were purchased by him in December 2024 for ` 5 lakhs.
	The capital gains of ` 3 lakhs on transfer of shares of PQR Ltd., held for a period of less than 12 months is a short-term capital gains chargeable to tax@20% plus surcharge@10% plus cess@4%. The tax payable by him on such capital gains is ` 68,640.
	No, he is not correct. No deduction is allowable from lottery winnings.  The same is taxable@30% plus cess@4%.
	58(4)
	5
	Akash’s father is of the opinion that interest of ` 20,000 is deductible from lottery income of ` 5 lakh. Is he correct?
	Akash’s father wins ` 5 lakh from lottery. He had borrowed money for purchase of the ticket and he paid interest of ` 20,000 on such borrowings. 
	(21)
	115BB
	He also wants to know the rate of tax on lottery income. What is the applicable rate on such income?
	No, he is not correct. 
	56(2)(i) & 57
	5
	Akash is of the opinion that the net dividend of ` 15 lakh is taxable. 
	Akash earns dividend income of ` 20 lakh from Indian companies.  He has paid interest of ` 5 lakh on money borrowed to invest in shares of such companies.
	(22)
	Dividend income is taxable as Income from Other Sources. The deduction for interest is restricted to 20% of dividend income.  Accordingly, net dividend of ` 16 lakhs (i.e., ` 20 lakhs – ` 4 lakhs, being 20% of ` 20 lakhs) is taxable under the head “Income from Other Sources”.
	Is he correct?
	Yes, sum of money received without consideration from Akash is not taxable in the hands of Geetha, since the same is received from her husband, who falls within the definition of relative.
	56(2)(x)
	5
	Geetha is of the opinion that the gift of sum of money and value of car is not includible in her income.
	Akash gifts a sum of ` 1 lakh to Geetha on her birthday. 
	(23)
	Is she correct?
	Yes, since car is not included in the definition of property. Hence, its value is not chargeable to tax in her hands.
	Arvind gifts a car to Geetha on her birthday.
	(24)
	No, Nephew is not included in the definition of relative.
	56(2)(x)
	5
	Akash is of the opinion that the amount gifted is not includible in his income since Arvind is his relative. Is he correct?
	Arvind gives a cash gift of ` 1 lakh to Akash on Diwali. 
	(25)
	Therefore, the sum of ` 1 lakh received from Arvind is taxable in the hands of Akash. 
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	(5)
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	(1)
	Write your response after reading the Units of this Chapter
	Relevant Provision of law
	Relevant Unit
	Point(s) to Ponder
	Scenario Component
	Section
	No, he is not correct. HRA is exempt upto the least of the three limits –
	10(13A)
	1
	Akash thinks that he is eligible for exemption of his entire HRA since the rent paid by him exceeds the HRA.  Is he correct?
	Akash’s basic salary is ` 1,50,000 p.m. and dearness allowance (forming part of pay for retirement benefits) is ` 75,000 p.m. He also gets house rent allowance of ` 45,000 p.m. He lives in a rented house in Munirka and pays rent of ` 50,000 p.m.
	(1)
	(i)   HRA actually received i.e., ` 5,40,000. 
	If not, what is the amount of HRA that would be exempt?
	(ii)    Rent paid (-)10% of salary = ` 6,00,000 – ` 2,70,000 = ` 3,30,000 
	(iii)  50% of salary, since the accommodation is located in Delhi = 50% of ` 27 lakh = ` 13.50 lakhs
	Accordingly, out of HRA of ` 5,40,000, only ` 3,30,000, being the least of the above limits, is exempt.  The balance amount of ` 2,10,000 is taxable.
	Yes, he is correct. Children Education Allowance would be exempt upto ` 100 per month per child subject to a maximum of two children. 
	10(14)
	1
	Akash is aware that some portion of the allowance is exempt. Is he correct? If so, how much is the amount exempt? 
	Akash also gets children education allowance of ` 3,000 per month per child from ABC Ltd. 
	(2)
	Exempt Children Education Allowance = ` 100 x 12 months x 2 children = ` 2,400.  
	The remaining amount of ` 1,05,600 (i.e., ` 1,08,000 – ` 2,400) is taxable.
	No, he is not correct. The entire transport allowance of ` 60,000 p.a. is taxable in his hands. 
	10(14)
	1
	Akash is of the opinion that the allowance would be exempt since his expenditure on commuting between home and office amounts to ` 8,000 per month.  Is he correct?
	Akash’s salary includes transport allowance of ` 5,000 per month for commuting from home to office.
	(3)
	No, he is not eligible for any exemption or deduction, since he is not a Government employee. The entire amount of ` 60,000 is taxable in his hands.
	16
	1
	Is Akash eligible for any deduction or exemption in respect of entertainment allowance?
	Akash is also entitled to an entertainment allowance of ` 5,000 per month. 
	(4)
	No, he is not correct.  Since the value of the gift voucher exceeds ` 5,000, the same is a taxable perquisite.
	17 
	1
	Akash thinks that the value of the voucher is not taxable, since it is a birthday gift and not his monthly salary. Is he correct?
	Akash gets a gift voucher of ` 20,000 on his birthday from ABC Ltd.
	(5)
	Alternatively, as per the CBDT circular, gift upto ` 5,000 in aggregate would be exempt, beyond which it would be taxed as a perquisite. As per this view, value of perquisite would be ` 15,000.  
	No, the perquisite value for use of laptop is Nil.  Also, there is no taxable perquisite in respect of mobile phone charges actually incurred by ABC Ltd. on behalf of Akash. 
	17
	1
	Would the use of laptop by Akash for his personal purposes and payment of his mobile phone charges by ABC Ltd. be treated as a perquisite and be included in his salary? If so, what would be the perquisite value?  
	ABC Ltd. has given Akash a laptop, which he uses for both personal and official purposes. ABC Ltd. also pays mobile phone charges of Akash.
	(6)
	1
	Akash wants to understand the tax implications of his and ABC Ltd.’s contribution to RPF.
	ABC Ltd. and Akash contribute ` 30,000 per month towards recognized provident fund (RPF). 
	(7)
	Yes, ABC Ltd.’s contribution in excess of 12% of salary is includible in Akash’s salary. 
	17
	Would any portion of ABC Ltd.’s contribution be included in his salary income? If so, how much?  
	(i)
	` 3,60,000 – ` 3,24,000 (being 12% of ` 27 lakh) = ` 36,000 is includible in Akash’s salary.
	Yes, he can claim deduction u/s 80C in respect of his own contribution, subject to a maximum of ` 1,50,000.
	Can he claim deduction in respect of his own contribution to RPF? If so, how much?  
	80C
	(ii)
	Yes, Akash would be entitled to deduction of ` 2 lakh u/s 24 in respect of interest while computing Income from house property.
	24 and 80C
	2
	 Is Akash entitled for any deduction in respect of EMI paid by him during the year? If so, how much?
	Akash pays EMI (Equated Monthly Installment) of ` 30,000 to SBI in respect of loan taken for purchase of Chennai apartment.  The interest payment for the year was ` 2,50,000 and the principal repayment was ` 1,10,000.
	(8)
	As regards principal repayment of ` 1,10,000, the same is eligible for deduction u/s 80C.
	Deduction u/s 80C = ` 3,60,000 (Akash’s Contribution to RPF) + ` 1,10,000 (Principal repayment of housing loan) = ` 4,70,000, restricted to ` 1,50,000.
	No, he cannot do so.  The annual value of Chennai apartment, being self-occupied, is Nil. Municipal taxes is not allowable as deduction therefrom.  
	23
	2
	Akash wants to claim the property taxes paid in respect of his apartments in Chennai and Bangalore as deduction.  Can he do so? If not, why?
	During the year, Akash pays property taxes of ` 5,000 for his apartment in Chennai and his tenant pays property taxes of ` 4,000 for the apartment in Bangalore. 
	(9)
	In respect of Bangalore apartment also, no deduction is allowable in respect of municipal taxes, since the same is paid by his tenant.
	No, he is not correct.  The arrears of rent is taxable in his hands in P.Y.2025-26, being the year of receipt, under section 25A after providing for deduction@30%.
	25A
	2
	Akash is of the opinion that he would have to include the arrears in his income of the P.Y.2022-23 and P.Y.2023-24 by revising his tax returns for those years.  Is he correct?
	During the year, Akash received ` 48,000 from his tenant towards arrears of rent for the apartment in Bangalore for the years 2022-23 and 2023-24.
	(10)
	Amount taxable u/s 25A = ` 48,000 – ` 14,400 = ` 33,600.
	If not, what would be the tax treatment for arrears of rent received this year? 
	In respect of Bangalore apartment, deduction@30% of Net Annual Value is allowable u/s 24(a).  Therefore, he would be eligible for deduction of ` 1,44,000, being 30% of ` 4,80,000 (Assuming actual rent is the Annual Value). This deduction is allowable irrespective of the actual expenditure incurred on repairs etc.
	24
	2
	Akash wants to claim deduction of amount incurred towards repair of his apartments in Chennai and Bangalore. Can he do so? 
	Akash incurred ` 50,000 towards repairs of his Chennai apartment and ` 30,000 towards repairs of his Bangalore apartment.
	(11)
	In respect of Chennai apartment, since the Annual value is Nil, no deduction is allowable u/s 24(a), irrespective of the expenditure incurred on repairs etc.
	Akash thinks that if he gifts the apartment to Geetha, the rental income therefrom would be assessed in her hands.
	Akash is contemplating whether or not to gift his Bangalore apartment to Geetha. 
	(12)
	There would be no tax implication in the hands of Geetha if she receives immovable property without consideration from her husband Akash, since he falls within the definition of “relative” u/s 56.
	56(2)(x)
	5
	What would be the tax implication of gift of Bangalore apartment by Akash to his wife Geetha?  
	(i)
	The income from Bangalore apartment would continue to be taxable in the hands of Akash, since he would be the deemed owner of apartment transferred to his wife without consideration.
	27
	2
	In case Akash transfers the apartment in Geetha’s name, in whose hands would the income be taxable?
	(ii)
	Yes, he is correct. Mr. Arvind’s business turnover exceeds ` 1 crore in the P.Y.2024-25, hence, he is liable to deduct tax at source from the rent paid in P.Y.2025-26 for the premises in which he is carrying on his business under section 194-I. However, since the amount of rent does not exceed ` 50,000 per month, TDS u/s 194-I would not be attracted. Accordingly, ` 4,80,000 is allowable as deduction while computing business income of P.Y.2025-26.
	40(a)
	3
	Arvind is of the opinion that the entire rent paid by him would be allowed as deduction while computing his business income. Is he correct? If not, how much deduction would he be entitled to?  
	Arvind pays rent of ` 40,000 per month for the premises in which he is carrying on his business without deducting tax at source.
	(13)
	No, since the cash payment exceeds ` 10,000, disallowance u/s 40A(3) is attracted and the entire amount of ` 20,000 would be disallowed while computing Arvind’s business income.
	40A(3)
	3
	Would Arvind be eligible for deduction in respect of ` 20,000 paid to Vallish while computing his business income?
	Arvind has made cash payment of ` 20,000 on 1st December to Mr. Vallish for purchase of stationery items. 
	(14)
	All other payments have been made through permissible electronic modes. 
	Arvind wants to know whether he can claim the value of furniture as deduction while computing business income. 
	Arvind has purchased furniture worth ` 10 lakh during the year for his business premises.
	37 & 32
	3
	(15)
	No, he cannot do so, since it is a capital expenditure. 
	Can he do so? If not, why? 
	(i)
	Would he be entitled to any other deduction in respect of the same?
	(ii)
	He can however claim depreciation of ` 1 lakh, being 10% of ` 10 lakh, if the furniture is put to use for 180 days or more during the P.Y.2025-26.  If it is put to use for less than 180 days, then ` 50,000, being 50% of ` 1 lakh is allowable as deduction in the P.Y.2025-26.
	Since Mr. Balram’s entire debt of ` 60,000 was written off as bad debts in the P.Y.2024-25 and claimed as deduction u/s 36(1)(vii) in that year by Arvind, the amount of ` 40,000 recovered from him would be taxable in the hands of Arvind in the P.Y.2025-26.
	41
	3
	Arvind is of the opinion that he need not pay tax on the amount recovered in respect of the bad debts written off. 
	Arvind recovered ` 40,000 from Mr. Balram, whose debt of ` 60,000 was written off by him last year as bad debts. 
	(16)
	Is he correct?
	Yes, since his turnover exceeds ` 1 crore.  The higher threshold limit of ` 10 crore u/s 44AB is not applicable to him, since his aggregate cash receipts of ` 25 lakh exceed 5% of his total receipts for the P.Y.2025-26.
	44AB
	3
	Arvind wants to know whether he has to get his books of account audited.  If so, why?
	(i)
	Arvind received ` 25 lakh turnover in cash during the year. The remaining amount was received through permissible electronic modes. Assume that turnover from business represents his total receipts. 
	(17)
	% of aggregate cash receipts to total receipts = ` 25 lakh/` 250 lakh x 100 = 10%
	No, since his turnover exceeds ` 2 crore in the P.Y.2025-26.  The higher threshold of ` 3 crore for declaring income on presumptive basis is not applicable to him since his aggregate cash receipts of ` 25 lakh exceeds 5% of his total turnover of ` 2.50 crore.  
	44AD
	He wants to declare profits on presumptive basis. Can he do so? If not, why?
	(ii)
	If the residential flat was held by him for more than 24 months, the gain arising therefrom would be a long-term capital gain. He can invest the entire capital gains of ` 40 lakhs in purchase or construction of a residential property in India and avail the benefit of section 54. The purchase can be within one year before or within two years from the date of transfer. The construction has to be within 3 years from the date of transfer. In the alternative, he can invest the amount of ` 40 lakhs in bonds of RECL or NHAI within six months from the date of transfer of residential flat, and claim the benefit of section 54EC. 
	54 & 54EC
	4
	Akash’s father wants to know the options available to him for investment of capital gains so that he need not pay any capital gains tax. What are the options available?
	Akash’s father sold the residential flat owned by him in Baroda. He wants to invest the capital gains of ` 40 lakhs in order to be exempt from capital gains tax.
	(18)
	If the residential flat was held by him for a period not exceeding 24 months, the gain arising therefrom would be a short-term capital gains, in which case he would not be eligible for benefit of section 54 or section 54EC. 
	No, she can take cost of jewellery to her parents as her cost of acquisition.  If the same is before 1.4.2001, she can take the fair market value as on 1.4.2001 as the cost of acquisition.
	49(1)
	4
	Geetha is of the opinion that capital gains on sale of jewellery received as gift from parents has to be computed by taking the cost of acquisition as Nil.  Is she correct?  
	(i)
	Geetha sells some of the gold jewellery gifted to her by her parents at the time of wedding for ` 80 lakhs
	(19)
	She would be entitled to deduction u/s 54F in respect of the entire capital gains, if she invests the net consideration in purchase of a residential apartment in India.  If she invests only the capital gains, she would be entitled to proportionate deduction u/s 54F.
	54F
	Would Geetha be entitled to any exemption on capital gains computed if she invests the capital gains in purchase of a residential apartment?
	(ii)
	She should deposit the net consideration in Capital Gains Account Scheme on or before the due date of filing return of income to claim exemption of the entire capital gains.   
	If she delays purchasing the residential apartment to next year, what should she do in the meanwhile to be eligible for exemption from capital gains?
	(iii)
	The capital gains of ` 8 lakhs on transfer of listed shares of XYZ Ltd. is a long-term capital gains, since these shares were held by Akash for a period of more than 12 months. He has to pay tax@12.5% plus surcharge @10% (since his total income exceeds ` 50 lakhs but does not exceed ` 1 crore) and cess@4% on ` 6,75,000, being the long-term capital in excess of ` 1.25 lakh.  The tax payable by him is ` 96,525.
	112A & 111A
	4
	Akash wants to know the capital gains tax payable by him on the transaction of sale of shares.  He informs that he has paid securities transaction tax both at the time of purchase and sale of the shares. 
	Akash transfers the listed shares of XYZ Ltd.  for ` 20 lakhs in June this year. These shares were purchased by him in the year 2021 for ` 12 lakhs.   
	(20)
	He also transfers the listed shares of PQR Ltd. for ` 8 lakhs in August this year. These shares were purchased by him in December 2024 for ` 5 lakhs.
	The capital gains of ` 3 lakhs on transfer of shares of PQR Ltd., held for a period of less than 12 months is a short-term capital gains chargeable to tax@20% plus surcharge@10% plus cess@4%. The tax payable by him on such capital gains is ` 68,640.
	No, he is not correct. No deduction is allowable from lottery winnings.  The same is taxable@30% plus cess@4%.
	58(4)
	5
	Akash’s father is of the opinion that interest of ` 20,000 is deductible from lottery income of ` 5 lakh. Is he correct?
	Akash’s father wins ` 5 lakh from lottery. He had borrowed money for purchase of the ticket and he paid interest of ` 20,000 on such borrowings. 
	(21)
	115BB
	He also wants to know the rate of tax on lottery income. What is the applicable rate on such income?
	No, he is not correct. 
	56(2)(i) & 57
	5
	Akash is of the opinion that the net dividend of ` 15 lakh is taxable. 
	Akash earns dividend income of ` 20 lakh from Indian companies.  He has paid interest of ` 5 lakh on money borrowed to invest in shares of such companies.
	(22)
	Dividend income is taxable as Income from Other Sources. The deduction for interest is restricted to 20% of dividend income.  Accordingly, net dividend of ` 16 lakhs (i.e., ` 20 lakhs – ` 4 lakhs, being 20% of ` 20 lakhs) is taxable under the head “Income from Other Sources”.
	Is he correct?
	Yes, sum of money received without consideration from Akash is not taxable in the hands of Geetha, since the same is received from her husband, who falls within the definition of relative.
	56(2)(x)
	5
	Geetha is of the opinion that the gift of sum of money and value of car is not includible in her income.
	Akash gifts a sum of ` 1 lakh to Geetha on her birthday. 
	(23)
	Is she correct?
	Yes, since car is not included in the definition of property. Hence, its value is not chargeable to tax in her hands.
	Arvind gifts a car to Geetha on her birthday.
	(24)
	No, Nephew is not included in the definition of relative.
	56(2)(x)
	5
	Akash is of the opinion that the amount gifted is not includible in his income since Arvind is his relative. Is he correct?
	Arvind gives a cash gift of ` 1 lakh to Akash on Diwali. 
	(25)
	Therefore, the sum of ` 1 lakh received from Arvind is taxable in the hands of Akash. 
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