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INCOME TAX LAW AND PRACTICE II

Subject Inst Marks

ubj L Credit .

Code recits Hours |CIA External Total
6 25 75 100

Learning Objectives

LO1 | To understand provisions relating to capital gains

LO2 | To know the provisions for computation of income from other sources.

To familiarize law relating to setoff and carry forward of losses and deductions

LO3 From Gross Total Income.

LO4 | To learn about assessment of individuals

LO5 | To gain knowledge about assessment procedures.

Prerequisite: Should have studied Financial Accounting in ISem

No.of
Hours

Unit Contents

Capital Assets-Transfer-Short Term vs Long Term Capitals
I Set - Computation of Capital Gains-Exemption under Section| 18
54, 54B, 54D, 54EC, 54F, 54GA.

Unit Il Income from Other Sources & Clubbing of Income
Il Charge ability-Computation of Income from Other Sources- 18
Deductions Allowed -Clubbing of Income-Concept

Unit 11l Set Off and Carry Forward of Losses and Deductions
from Gross Total Income

1l Gross Total Income vs Total Income - Provisions for Set-off 1g
and Carry Forward of Losses (Simple Problems). Deductions
U/S80C, 80CC, 80CCB, 80CCC, 80CCD, 80CCE, 80D, 80DD,
80DDB, 80E, 80OEE, 80EEA, 80EEB, 80G, 80GG, 80GGA,
80TTA, 80TTB, and 80U only.

Unit IV Computation of Total Income-Individual Computation
v of Total Income - Tax Liability of an Individual (Old regime vs| 18
New regime

Unit V Income Tax Authorities

Administration of Income Tax Act—Income Tax Authorities-
Powers of CBDT- Powers of Income Tax Officer-Procedure
for Assessment - Filing of Return — Due Dates of Filing -

\ Voluntary Filing-Return of Loss-Belated Return — Defective |18
Return- Signing of Return -Permanent Account Number
(PAN), e-PAN-Tax credit statement (2 6AS) and Annual
Information

Statement (AIS).

TOTAL 90

THEORY 20% & PROBLEMS 80%

Course Outcomes




CO1 | Remember and recall provisions on capital gains

CO2 | Apply the knowledge about income from other sources

CcOo3 Analyse the set off and carry forward of losses provisions

CO4 | Learn about assessment of individuals

CO5 | Apply procedures learnt about assessment procedures.

Textbooks

1 V.P. Gaur, Narang, Puja Gaur and Rajeev Puri- Income Tax Law and Practice,
Kalyani Publishers, New Delhi.

) T.S.Reddy and Hariprasad Reddy, Income Tax Law and Practice, Margham
Publications, Chennai.

3 Dinkar Pagare, Income Tax Law and Practice, Sultan & Chand Sons, New Delhi.

4 Mehrotra H.C, Dr.Goyal S.P, Income Tax Law and Accounts, Sahitya Bhavan
Publications, Agra.

5 T.Srinivasan—IncomeTax&Practice—VijayNicoleImprintsPrivateLimited, Chennai.

ReferenceBooks

1 Hariharan N, Income Tax Law & Practice, Vijay Nicole Imprints Pvt. Ltd.
Chennai.

) Bhagwati Prasad, Income Tax Law and Practice, Vishwa Prakasan, New Delhi.

3 Vinod K. Singhania, Students Guide to Income Tax., U.K. Bharghava Taxman,
New Delhi.
Dr. Vinod K Singhania, Dr. Monica Singhania, Taxmann's Students' Guide to

4 i
Income Tax, New Delhi.

s Mittal Preethi Rani and Bansal Anshika, Income Tax Law and Practice, Sultan &
Chand Sons, New Delhi.

NOTE: Latest Edition of Text books Maybe Used

Web Resources

1 https://www.investopedia.com/terms/c/capitalgain.asp

) https://www.incometaxmanagement.com/Direct-Taxes/AY-2021-
22/assessment/1-assessment-of-an-individual.html

3 https://www.incometax.gov.in/iec/foportal/



http://www.investopedia.com/terms/c/capitalgain.asp
http://www.incometaxmanagement.com/Direct-Taxes/AY-2021-
http://www.incometax.gov.in/iec/foportal/
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MAPPINGWITHPROGRAMMEOUTCOME
AND SPECIFIC PROGRAMME
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PO |PO3 |PO4
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CO2

Co3

CO4

CO5

TOTAL

AVERAGE
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Unit | Capital Gains

Unit | Capital Gains
Capital Assets-Transfer-Short Term vs Long Term Capitals Set -
Computation of Capital Gains-Exemption under Section 54, 54B, 54D, 54EC,

54F, 54GA.

Capital Gains

Capital gains refer to the profit earned from the sale of a capital asset, such
as property, stocks, bonds, or other investments, when the selling price
exceeds the purchase price. It is a fundamental concept in finance, taxation,
and investment planning. Capital gains are distinct from regular income,
such as salary or business profits, because they arise from the appreciation
of assets over time rather than operational activities. Understanding capital
gains is essential for investors, taxpayers, and policymakers because it
affects wealth accumulation, investment decisions, and government

revenue. In India, the taxation of capital gains is governed by the Income Tax

Act, 1961, which categorizes capital gains based on the duration of holding,

type of asset, and method of computation. Over the years, the law has been
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refined to balance revenue generation with investment incentives, aiming to

encourage long-term investments while taxing speculative gains.

Definition of Capital Gains

The Income Tax Act, 1961, defines capital gains as the profit or gain arising
from the transfer of a capital asset. A capital asset is broadly defined under
Section 2(14) of the Act and includes property of any kind, whether movable
or immovable, tangible or intangible, owned by an individual or entity.

Examples include:

Land and buildings
Shares and securities
Mutual fund units

Jewelry and precious metals

However, certain assets are explicitly excluded, such as stock-in-trade,

personal effects (excluding jewelry and collectibles), and agricultural land in

rural areas. The focus of capital gains taxation is the transfer of wealth that

results in monetary benefit to the taxpayer.

Types of Capital Gains
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Capital gains are classified into two main types based on the duration of

holding the asset:

1. Short-Term Capital Gains (STCG)

Short-term capital gains arise when a capital asset is held for a period shorter
than the specified threshold before being sold. The holding period differs

depending on the type of asset:

- Immovable property: Less than 24 months
- Listed securities and mutual funds: Less than 12 months

« Other assets: As specified under law

STCG is typically taxed at a higher rate compared to long-term gains to

discourage short-term speculative transactions. For example, gains from

equity shares listed on recognized stock exchanges, held for less than 12

months, are taxed at 15% under Section 111A of the Income Tax Act.

2. Long-Term Capital Gains (LTCG)

Long-term capital gains arise when the asset is held for a period exceeding
the threshold. LTCG enjoys concessional tax treatment to encourage long-

term investment. Key thresholds include:
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- Immovable property: More than 24 months
- Listed shares and equity mutual funds: More than 12 months

« Debt mutual funds and other assets: More than 36 months

LTCG on listed equity shares exceeding X1 lakh per financial year is taxed

at 10% without the benefit of indexation. For other assets, indexation benefit
is available, allowing adjustment of the purchase price for inflation, thereby

reducing the effective tax burden.

Computation of Capital Gains

Capital gains are calculated as the difference between the sale consideration
and the cost of acquisition or cost of improvement, adjusted by certain

deductions or exemptions allowed by law. The formula is:

Capital Gains = Sale Price - (Purchase Price + Expenses on

Acquisition/Improvement + Expenses on Transfer)

Components of Computation

1. Sale Price: The actual consideration received from the transfer of the

asset, including money, property, or any other form of compensation.
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2. Cost of Acquisition: The price at which the asset was originally
acquired. In the case of inherited or gifted assets, the cost is
determined differently based on legal provisions.

3. Cost of Improvement: Expenses incurred in enhancing the value of
the asset, such as renovation of property or upgrading equipment.

4. Expenses on Transfer: Costs directly related to the transfer, such as

brokerage fees, legal charges, and registration fees.

Indexation Benefit

Indexation adjusts the cost of acquisition and improvement for inflation, using
the Cost Inflation Index (CIl) published annually by the government. This
benefit is primarily available for long-term capital assets other than equity

shares. It reduces the taxable gain and encourages long-term investments.

Example:

Suppose an individual bought land for 10 lakh in 2010 and sold it for 325

lakh in 2025. Using ClI, the indexed cost may increase to 318 lakh, reducing

taxable LTCG to X7 lakh instead of 15 lakh without indexation.

Exemptions and Deductions
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The Income Tax Act provides specific exemptions and deductions to

encourage certain investments or reinvestments. Notable provisions include:

1. Section 54: Exemption for gains from the sale of residential property

if the proceeds are reinvested in another residential property within
specified timelines.

. Section 54EC: Exemption for gains invested in specified bonds issued
by NHAI, REC, or other notified authorities within six months of sale.

. Section 54F: Exemption on sale of any long-term capital asset (other
than residential property) if the sale proceeds are invested in a

residential house.

These exemptions encourage reinvestment and long-term wealth creation

while reducing immediate tax liabilities.

Capital Gains Tax Rates

Capital gains taxation varies depending on the asset type, holding period,

and applicable exemptions.

Short-Term Capital Gains Tax Rates

- Equity shares and equity-oriented mutual funds: 15%

« Other assets: Taxed as per the individual’'s income tax slab
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Long-Term Capital Gains Tax Rates

Equity shares and equity mutual funds: 10% on gains exceeding

X1 lakh (no indexation)

Debt mutual funds and property: 20% with indexation benefit

Gold and jewelry: 20% with indexation

It is important to note that capital gains are added to the total income in the
case of short-term gains from non-equity assets, making them subject to

progressive taxation under the applicable slab rates.

Capital Gains in Securities Market

Capital gains play a significant role in investment decisions in the stock
market. Investors often strategize their buying and selling to optimize tax

liabilities. For instance:

Tax harvesting: Selling assets to realize losses and offset capital
gains for tax purposes.

Long-term investment: Holding equity investments beyond 12
months to benefit from LTCG tax exemptions or lower rates.

Mutual fund planning: Choosing equity or debt funds based on
expected gains and tax implications.
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Capital gains taxation directly influences trading frequency, investment

horizon, and portfolio diversification strategies.

Capital Gains on Real Estate

Real estate is a common source of capital gains in India, particularly in urban
areas. Real estate investors often use provisions under Sections 54, 54EC,

and 54F to reduce taxable gains. Key points include:

Holding period: Property held more than 24 months qualifies for
LTCG.

Exemption usage: Gains can be reinvested in residential property or
specified bonds.

Documentation: Proper records of purchase price, improvement

costs, and transfer expenses are essential to compute accurate gains.

Real estate capital gains often involve high-value transactions, making

careful planning critical to optimize tax liability.

Challenges in Capital Gains Taxation

Capital gains taxation is a crucial source of revenue for governments and

plays a significant role in shaping investment behavior. Capital gains arise

when the sale or transfer of a capital asset results in a profit. While the

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 12| Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Income Tax Act, 1961 provides clear guidelines for calculating and taxing
capital gains, several challenges persist in its administration and
implementation. These challenges impact taxpayers, investors, and tax
authorities alike, making capital gains taxation a complex area of financial

and legal concern.

Complexity in Classification of Assets

One of the primary challenges in capital gains taxation is the classification
of assets. Assets are broadly categorized as short-term or long-term, and
the tax rates vary accordingly. However, the holding period thresholds differ
depending on the type of asset—for example, listed equity shares require a
holding period of 12 months, whereas immovable property requires 24
months for long-term treatment. This variability often causes confusion
among taxpayers, particularly when assets are transferred across multiple
forms or jurisdictions. Misclassification can lead to incorrect computation of

gains, penalties, and disputes with tax authorities.

Additionally, differentiating between personal and business assets can be

ambiguous. Items like jewelry or art may fall under personal use, but when
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held for investment purposes, they may be treated differently for tax
purposes. The lack of clarity on such distinctions complicates compliance

and increases the risk of litigation.

Valuation Difficulties

Valuing capital assets accurately is another major challenge. The full value

of consideration is used as the starting point for computing capital gains, but

determining the fair market value (FMV) of certain assets, especially unlisted

securities, real estate, or inherited properties, can be difficult.

For inherited or gifted assets, taxpayers are required to calculate the cost of
acquisition based on the original owner’s purchase price or the FMV on a
specified date. This often requires extensive documentation and professional
valuation. Differences in valuation methodologies can lead to disputes
between taxpayers and tax authorities, further complicating compliance and

enforcement.

Indexation and Inflation Adjustments

Indexation is provided to adjust the cost of acquisition and improvement for
inflation, particularly for long-term capital assets. While this reduces the

effective tax burden, applying indexation correctly can be challenging.
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Taxpayers must use the official Cost Inflation Index (Cll) corresponding to
the year of purchase and the year of transfer. Errors in using incorrect Clls
or miscalculating the indexed cost can result in overpayment or

underpayment of taxes.

For high-value properties or assets purchased decades ago, the calculation
of indexed costs can become complex and prone to errors, requiring
professional assistance. This complexity increases compliance costs and

may discourage small investors from long-term asset investments.

Compliance and Reporting Challenges

Capital gains taxation requires meticulous documentation and reporting.
Taxpayers must maintain records of the purchase price, improvements,
transfer expenses, and reinvestments under various exemption schemes

(Sections 54, 54B, 54EC, 54F, 54GA).

Failure to report gains accurately or to claim exemptions correctly can result

in penalties, interest, and audits. Moreover, investors in securities markets

may face challenges reconciling dematerialized holdings, dividend

reinvestments, and brokerage fees while computing capital gains. The lack
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of a unified reporting system further complicates compliance for individuals

and businesses alike.

Tax Avoidance and Evasion

Capital gains taxation is often subject to avoidance and evasion strategies.
Investors may attempt to reduce their taxable gains through round-tripping,
gift transfers, or offshore holdings, exploiting gaps in legislation. While the
law attempts to curb these practices, enforcement is challenging due to the

mobility of capital and complex ownership structures.

Additionally, certain exemptions, such as those under Sections 54EC and

54F, may be misused by taxpayers through timing of reinvestments or use

of shell entities, making it difficult for authorities to ensure genuine

compliance. This not only erodes the tax base but also increases

administrative costs for monitoring and auditing.

Impact on Investment Decisions

High or uncertain capital gains taxes can influence investment behavior
negatively. Investors may delay the sale of assets to avoid short-term capital

gains, resulting in lock-in effects where capital is not efficiently redeployed.
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On the other hand, excessive exemptions can encourage over-investment

in specific asset classes like government bonds or residential properties.

Moreover, inconsistent tax treatment between asset classes—such as equity
vs. real estate—can lead to distorted investment choices, which may impact
overall economic efficiency. Balancing revenue needs and investment

incentives remains a major policy challenge.

Administrative and Legal Challenges

Tax authorities face difficulties in enforcing capital gains taxation due to the
complexity of asset transfers, valuation disputes, and cross-border
transactions. Litigation over computation methods, exemptions, and asset
classification is common in Indian courts, creating uncertainty and delays in

tax realization.

For multinational investors, additional challenges arise due to double

taxation treaties, foreign exchange fluctuations, and differing international

accounting standards, complicating compliance and monitoring.

Global Perspective

Globally, capital gains taxation varies significantly:
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« United States: LTCG on assets held more than one year is taxed at
preferential rates of 0%, 15%, or 20% based on income. STCG is taxed
as ordinary income.

United Kingdom: CGT is applicable on gains above the annual
allowance, with different rates for residential property and other assets.
Singapore: No capital gains tax exists, promoting investment and

trading activity.

These differences reflect government policies toward encouraging

investment, managing wealth distribution, and generating revenue.

Strategies to Manage Capital Gains

Capital gains taxation can significantly impact an investor's net returns.

Effective planning and strategic management of capital gains help reduce
tax liability legally, improve investment efficiency, and encourage long-term
wealth creation. Various strategies are available for individuals, businesses,
and investors to manage capital gains while complying with the Income Tax

Act, 1961.

1. Planning the Timing of Asset Sale
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One of the most effective strategies is timing the sale of assets to optimize

tax liability:

- Short-Term vs. Long-Term Gains: Capital gains are taxed differently
depending on the holding period. Short-term capital gains are taxed at
higher rates compared to long-term gains. By holding an asset beyond
the prescribed threshold (e.g., 12 months for listed shares or 24
months for property), investors can qualify for long-term capital gains
(LTCG) rates, which are often lower.

Financial Year Planning: Selling assets in a financial year with lower
overall income may reduce the effective tax rate due to lower marginal

rates.

This strategy allows taxpayers to minimize immediate tax liability and take

advantage of favorable tax rates.

2. Utilizing Exemptions under Income Tax Sections

The Income Tax Act provides specific exemptions that can be leveraged to

manage capital gains:

- Section 54: LTCG from residential property can be exempted if

reinvested in a new residential house.
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Section 54B: Gains from agricultural land can be reinvested in new
agricultural land to claim exemption.

Section 54D: Compulsory acquisition of industrial property allows
reinvestment in new industrial assets.

Section 54EC: Investment in specified bonds (NHAI, REC) within six

months of sale can exempt gains up to 350 lakh.

Section 54F: LTCG from non-residential assets can be exempted if
invested in residential property.
Section 54GA: Reinvestment of business property gains in Special

Economic Zones (SEZ) provides exemption.

By strategically reinvesting gains in eligible assets, investors can reduce

taxable capital gains while building productive wealth.

3. Tax-Loss Harvesting

Tax-loss harvesting involves selling assets that have incurred losses to offset

gains realized elsewhere:

- Losses from one asset can be set off against capital gains from other

assets in the same financial year.
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- If losses exceed gains, they can be carried forward up to eight years

to reduce future capital gains liability.

This strategy allows investors to manage overall tax exposure efficiently and

reduce net taxable gains.

4. Diversifying Asset Sales

Investors can spread the sale of assets across multiple financial years to

manage the overall tax impact:

Instead of selling all assets in a single year, staggered sales can help
avoid higher marginal tax rates.
This is particularly useful for high-value properties or portfolios with

multiple securities.

By careful timing and distribution of asset sales, investors can reduce the

effective tax burden while maintaining liquidity.

5. Utilizing Indexation Benefits

For long-term capital assets, indexation allows adjusting the cost of

acquisition and improvement for inflation:
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Indexed cost reduces taxable gains by reflecting the real value of
money at the time of acquisition.
Taxpayers should ensure proper calculation using the Cost Inflation

Index (CII) for the year of purchase and sale.

Indexation significantly lowers long-term capital gains tax liability, especially

for assets held over decades.

6. Investing in Capital Gains Bonds

Investment in capital gains bonds under Section 54EC is a popular strategy

to defer or exempt tax liability:

Bonds issued by NHAI, REC, or notified entities allow exemption of
gains up to 350 lakh.
Holding the bonds for a minimum of 5 years ensures that gains remain

exempt.

This strategy combines tax savings with low-risk investment, suitable for

conservative investors.

7. Proper Documentation and Compliance
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Maintaining accurate records of purchase price, improvement costs, sale

consideration, and expenses is crucial:

Proper documentation ensures smooth computation of gains.
Enables claiming eligible exemptions under Sections 54, 54F, 54EC,
etc.

Reduces the risk of disputes with tax authorities and penalties.

Good record-keeping is both a preventive and strategic measure for effective

capital gains management.

8. Estate Planning and Gift Transfers

Strategically planning inheritance or gifts can help manage capital gains:

Transferring assets to family members in lower tax brackets may

reduce the overall tax burden.

Holding inherited property for the required period may qualify for long-
term capital gains treatment.

Gifts to charitable trusts can also provide exemptions while managing

gains.

This strategy aligns tax planning with wealth transfer objectives.
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9. Professional Advice and Portfolio Management

Engaging tax professionals or financial advisors helps investors:

Navigate complex rules around exemptions, indexation, and asset
classification.

Structure transactions to maximize tax efficiency while complying with
law.

Optimize portfolios for both returns and tax liability.

Professional guidance ensures that capital gains management is strategic

rather than ad hoc, reducing risk of errors or litigation.

Capital Assets

A capital asset is a fundamental concept in finance and taxation. It refers to

property or resources owned by an individual or entity that can generate
wealth either through appreciation in value or through use in production or
business activities. Capital assets are distinguished from regular income-
earning items, such as stock-in-trade or consumables, because they

represent long-term investments rather than short-term operational goods.

The concept of capital assets is particularly important in the context of capital

gains taxation, as the profit arising from their transfer is subject to specific
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tax rules. The Income Tax Act, 1961 of India provides a legal framework for
identifying, classifying, and taxing capital assets. Understanding what
constitutes a capital asset, its types, and its role in financial planning is

crucial for investors, businesses, and policymakers.

Definition of Capital Assets

Under Section 2(14) of the Income Tax Act, 1961, a capital asset is defined

as property of any kind held by an assessee, whether or not connected with

their business or profession. This broad definition covers almost all forms of

property, including tangible and intangible assets.

Examples include:

Land and buildings
Shares, bonds, and mutual fund units
Gold, silver, and other precious metals

Intellectual property, such as patents or copyrights

Exclusions: Certain assets are explicitly excluded from the definition of

capital assets, including:

« Stock-in-trade or inventory held for business purposes
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« Personal effects like furniture, clothing, and vehicles (except for jewelry
and collectibles)

« Agricultural land in rural areas

The distinction between capital assets and non-capital assets is critical
because it determines whether gains from the sale of the asset are taxable

as capital gains or treated as business income.

Types of Capital Assets

A capital asset refers to any property owned by an individual, company, or
entity, whether for business, investment, or personal purposes, excluding
certain specified assets like stock-in-trade. Understanding the types of

capital assets is fundamental for capital gains computation, as tax liability

depends on the nature of the asset, its holding period, and applicable

exemptions. The Income Tax Act, 1961 categorizes assets based on holding
period, purpose, and liquidity, which affects whether gains are treated as

short-term or long-term.

1. Short-Term Capital Assets
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Definition: A short-term capital asset (STCA) is an asset held for a period

less than the prescribed threshold, which varies depending on the asset

type.

Characteristics:

« Holding period is asset-specific:
o Listed equity shares: < 12 months
o Immovable property: < 24 months
o Other assets: < 36 months
Gains from short-term capital assets are usually taxed at higher rates,
often aligned with the normal income tax slab rates.
Examples include stocks held for a few months, a property sold within

two years of purchase, or bonds sold before maturity.

Significance: STCAs encourage investors to consider longer-term

investments to avail lower tax rates on long-term gains.

2. Long-Term Capital Assets

Definition: A long-term capital asset (LTCA) is an asset held beyond the

specified threshold, again depending on the asset type.

Characteristics:
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« Holding period requirements:
o Listed shares and equity mutual funds: > 12 months
o Immovable property: > 24 months
o Other assets (jewelry, debt funds, collectibles): > 36 months
Gains from LTCAs qualify for indexation benefits, adjusting the cost of
acquisition for inflation.
Tax rates on LTCG are usually lower than STCG rates, providing

incentives for long-term investments.

Examples: Residential property held for five years, shares held for over a

year, gold held for three years, or paintings held for more than 36 months.

3. Movable and Immovable Assets

Capital assets can also be classified based on mobility:

« Movable Assets: These include assets that can be physically moved
or transferred easily. Examples:
o Jewelry
o Shares and debentures
o Vehicles

o Artworks
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- Immovable Assets: Assets that are fixed in location. Examples:
o Land
o Buildings

o Factories

This classification is important because holding period rules, exemptions,
and capital gains computation differ for movable versus immovable assets.
For instance, indexation and long-term treatment apply differently to property

versus shares.

4. Business vs. Non-Business Assets

Capital assets may also be categorized based on their purpose of holding:

« Business Assets: Assets acquired and used for business or
professional purposes. Examples:
o Machinery
o Plant and equipment
o Commercial property used for business operations
« Non-Business Assets: Assets held for personal investment or
consumption. Examples:

o Residential property
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o Land for personal investment

o Gold and jewelry

This distinction matters for exemption claims under sections like 54F or 54D,

which are often applicable only for specific types of assets.

5. Specific Types under Income Tax Act

The Income Tax Act also identifies certain special categories of capital

assets:

Listed Shares and Mutual Funds: Securities listed on recognized
stock exchanges.

Unlisted Shares: Shares not listed on exchanges; require valuation
for taxation.

Gold and Jewelry: Personal movable assets, with specific holding
periods for long-term gains.

Real Estate: Includes land, residential, and commercial buildings;
LTCG exemptions available under Sections 54, 54F, and 54D.

Other Investments: Bonds, debentures, or bonds eligible for

exemption under Section 54EC.
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These classifications determine holding period, tax rate, and eligibility for

exemptions.

6. Inherited or Gifted Assets

Assets acquired through inheritance or gift are also treated as capital assets:

- Inherited Assets: Property received from a deceased relative. Cost
of acquisition is either:
o The original purchase price of the previous owner, or
o Fair market value on a specified date, depending on rules.
Gifted Assets: Assets received without consideration. Cost of
acquisition is generally the cost to the previous owner, affecting capital

gains computation.

These assets can significantly impact tax liability when sold, as the holding

period may be treated as continuous from the previous owner.

Acquisition of Capital Assets

Acquisition of capital assets is a fundamental concept in taxation and

accounting. The manner and cost of acquisition directly impact the
computation of capital gains when an asset is sold or transferred. The

Income Tax Act, 1961 defines acquisition broadly, covering assets obtained
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through purchase, inheritance, qift, or transfer, and specifies how the cost of
acquisition is to be determined for tax purposes. Understanding the
acquisition rules is essential for accurate calculation of capital gains, tax

planning, and claiming exemptions.

1. Modes of Acquisition

Capital assets can be acquired through several modes, each with specific

implications for taxation:

a) Purchase

The most straightforward method, where an asset is acquired by
paying a consideration in cash or kind.
The actual purchase price, including stamp duty, registration fees, and

any directly attributable costs, is considered the cost of acquisition.

This cost forms the base for computing capital gains at the time of

transfer.

b) Inheritance

- Assets inherited from a deceased person are treated differently.
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« The cost of acquisition is either the cost to the previous owner or the

fair market value (FMV) on 1 April 2001 for assets acquired before that

date (as per transitional rules).
« Holding period is considered continuous from the previous owner,

which affects whether the gain is short-term or long-term.

c) Gift

Assets received as a gift are also considered capital assets.
The cost of acquisition is generally the cost to the previous owner.
This ensures that capital gains tax is levied on the actual appreciation

of the asset rather than the nominal amount paid by the recipient.

d) Transfer or Conversion

Assets can be converted or exchanged for other assets.

Examples include the conversion of stock-in-trade into capital assets
or exchange of property.

The cost of acquisition for the new asset is based on the cost of the

original asset adjusted for any cash or consideration paid.

2. Determination of Cost of Acquisition
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The cost of acquisition is critical for capital gains computation and varies

depending on the mode of acquisition:

Purchased Assets: Actual purchase price plus incidental expenses.
Inherited Assets: Cost to the previous owner or FMV at a specified
date.

Gifted Assets: Cost to the previous owner.

Assets acquired before 1 April 2001: Cost can be taken as FMV on
1 April 2001 for LTCG purposes, as per section 49(1) of the Income

Tax Act.

Expenses directly related to acquisition, such as brokerage, legal fees, or

stamp duty, are included in the cost. However, capital improvements or

enhancements are accounted separately under the cost of improvement.

3. Cost of Improvement

Any capital expenditure incurred after acquisition that enhances the
value of the asset is termed as cost of improvement.
Examples: Renovation of a building, structural additions to land, or

upgrading machinery.
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The cost of improvement is added to the cost of acquisition to
determine the total base for capital gains computation.
Expenses for maintenance or repair are not considered improvement

and are not added to the cost.

4. Special Considerations

a) Indexed Cost

For long-term capital assets, the cost of acquisition and improvement

is adjusted for inflation using the Cost Inflation Index (CII).

Indexed cost reduces taxable capital gains, encouraging long-term

investment.

b) Joint Ownership

In case of jointly owned assets, each co-owner’s share in acquisition
cost is considered separately for capital gains computation.
Gifts, inheritance, or co-purchase agreements determine the

apportionment of cost among owners.

c) Partial Acquisition
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« Assets acquired in parts or installments (common in land or building
purchases) require summation of costs for each portion to calculate

the total cost of acquisition.

5. Implications for Tax Planning

Knowing the mode and cost of acquisition helps in tax-efficient
planning of capital gains.

Reinvesting in eligible assets under Sections 54, 54EC, or 54F
requires accurate computation of the original acquisition cost.
Strategic acquisition timing can help in long-term capital gains

planning, maximizing the use of indexation benefits and exemptions.

Valuation of Capital Assets

Valuation of capital assets is a critical component in capital gains taxation,

as it determines the full value of consideration, cost of acquisition, and
ultimately, the taxable gain. Accurate valuation ensures fair taxation and
prevents disputes between taxpayers and tax authorities. The process of
valuation becomes especially important for assets that are inherited, gifted,
unlisted, or acquired long ago, where the purchase price may not reflect

current market conditions.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 36| Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

1. Purpose of Valuation

The valuation of capital assets serves several purposes:

Computation of Capital Gains: The sale price or fair market value of
the asset forms the base for calculating capital gains.

Eligibility for Exemptions: Certain exemptions, such as Section 54,
54F, and 54EC, require knowledge of the exact asset value.
Compliance with Tax Law: Accurate valuation ensures adherence to
Income Tax rules and reduces the risk of penalties or litigation.
Financial Reporting: For businesses, valuation is essential for

preparing accounts, balance sheets, and corporate tax returns.

2. Modes of Acquisition and Corresponding Valuation

The valuation method depends on how the asset was acquired:

a) Purchase

For assets acquired through purchase, the actual purchase price
including stamp duty, brokerage, and legal charges forms the cost of
acquisition.

This cost is considered the base for computing capital gains when sold.
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b) Inheritance
Inherited assets are valued based on the cost to the previous owner or
the fair market value on 1 April 2001 if acquired before that date.

This valuation ensures continuity of holding period and correct taxation

of gains.

c) Gift

For gifted assets, the cost of acquisition is deemed to be the cost to
the previous owner, maintaining consistency in tax computation.
In some cases, the FMV at the date of gift may also be used for specific

purposes, such as calculating exempt gifts under Section 56.

3. Fair Market Value (FMV)

Fair market value is defined as the price at which an asset would be

exchanged between a willing buyer and a willing seller on the date of

valuation, in an arm’s-length transaction.

FMV is critical when assets are inherited, gifted, or acquired before 1
April 2001.
For unlisted shares, the FMV is determined using recognized valuation

methods such as discounted cash flow, book value, or net asset value.
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- For immovable property, FMV can be based on stamp duty values,

government notifications, or professional appraisal.

4. Indexed Cost of Acquisition

For long-term capital assets, valuation also incorporates indexation:

« Indexed cost = Cost of acquisition x (Cll of year of transfer + Cll of year
of acquisition)

- This adjusts the original cost to account for inflation, reducing the
effective long-term capital gains.
Indexation applies to movable and immovable assets, including land,
buildings, and certain securities, but not equity shares listed on

recognized stock exchanges.

5. Cost of Improvement

Valuation also includes capital improvements:

Any expenditure that enhances the value of the asset is added to the

cost of acquisition for computation of capital gains.

Examples: Construction of additional floors on a building, structural

repairs to industrial property, or renovation of heritage property.
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- Ordinary repair or maintenance expenses are excluded from valuation

as they do not increase the asset’s intrinsic value.

6. Special Cases

a) Jointly Owned Assets

« For assets held jointly, the cost of acquisition and valuation is
apportioned among co-owners based on ownership share, which

affects each owner’s taxable gain.

b) Partly Acquired Assets

« If assets are acquired in parts or installments, each portion’s cost and
date of acquisition is tracked separately.
« Proper aggregation is necessary for accurate computation of total

capital gains upon sale.

c) Securities and Shares

« Listed securities’ valuation is based on sale consideration, whereas
unlisted shares require professional valuation.
« Valuation of mutual funds and bonds follows the NAV on the date of

transfer.
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7. Importance of Professional Valuation

Assets such as land, buildings, unlisted shares, and artworks often
require professional appraisal.

Proper valuation avoids understatement of gains, disputes with tax
authorities, and penalties.

Certified valuers provide a documented FMV, which serves as

evidence in case of audits or litigation.

Importance of Capital Assets

Capital assets are the backbone of investment, wealth creation, and
business operations. They include land, buildings, machinery, securities,
and personal investments such as gold or jewelry. The importance of capital

assets extends beyond taxation; they play a vital role in economic growth,

financial planning, and long-term wealth accumulation. Understanding their

significance helps individuals, businesses, and policymakers make informed

investment and taxation decisions.

1. Foundation for Wealth Creation

« Capital assets are primary instruments for accumulating and

preserving wealth.
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Investment in property, shares, bonds, and other assets generates
capital appreciation over time, forming the basis of long-term financial
security.

By holding capital assets, individuals and institutions can benefit from

capital gains, which contribute to overall net worth.

Example: Real estate purchased decades ago often appreciates

significantly, providing a source of wealth upon sale.

2. Contribution to Economic Growth

Capital assets are vital for business operations, production, and
infrastructure development.

Machinery, industrial land, and buildings enable businesses to produce

goods and services, creating employment and boosting GDP.

The circulation of capital assets through sale, purchase, and
reinvestment stimulates market activity and encourages investment in

productive sectors.

Example: Investment in new industrial machinery increases production

efficiency, contributing to national economic development.

3. Tax Planning and Compliance
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Capital assets form the basis for capital gains taxation, which is a
significant source of government revenue.

Proper management and documentation of capital assets enable
individuals and businesses to claim exemptions under Sections 54,
54B, 54EC, 54F, and 54GA, reducing tax liability legally.
Well-maintained records of acquisition cost, improvement, and sale
consideration ensure compliance with tax regulations and minimize

disputes with authorities.

Significance: Efficient tax planning around capital assets enhances legal

tax savings and financial efficiency.

4. Encouragement of Long-Term Investment

Holding capital assets over longer periods incentivizes long-term
investment due to favorable taxation of LTCG (Long-Term Capital
Gains).

Indexation benefits further adjust acquisition costs for inflation, making
long-term investments more profitable.

The policy focus on LTCG promotes capital formation in both personal

finance and business sectors.
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Example: Equity shares held for over a year benefit from lower LTCG rates
compared to short-term gains, encouraging investors to retain holdings

longer.

5. Source of Liquidity and Security

- Certain capital assets, such as securities, gold, or bonds, can be
liquidated quickly, providing funds during emergencies or investment
opportunities.

Real estate, though less liquid, serves as a secure store of value, often
appreciating in the long term.
Capital assets provide financial security, as they can be leveraged for

loans, collateral, or business expansion.

6. Facilitates Strategic Reinvestment

« Capital gains from the sale of assets can be reinvested in new assets

under specific exemptions, promoting economic activity.

« Schemes like Section 54EC (investment in bonds) or Section 54F

(purchase of residential property) allow taxpayers to defer or exempt

capital gains, optimizing wealth management.
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- This encourages productive allocation of capital across sectors,

fostering sustainable growth.

Example: Sale of a residential property and reinvestment in a new house

under Section 54 reduces tax liability while upgrading assets.

7. Role in Portfolio Diversification

A variety of capital assets allows investors to diversify their portfolios,
reducing risk and balancing returns.

Movable assets (shares, bonds, gold) provide liquidity, while
immovable assets (land, buildings) offer stability.

Diversification enhances financial resilience, ensuring long-term

security against market fluctuations.

8. Legal and Financial Significance

Capital assets provide legal recognition of ownership, facilitating rights

to income, sale, or transfer.

They are recognized in accounting and taxation, forming an integral
part of balance sheets, financial statements, and audit compliance.
Accurate valuation of capital assets is essential for credit, loans, and

corporate financial planning.
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Legal Aspects and Tax Implications

Capital assets are subject to specific legal provisions and tax regulations
under the Income Tax Act, 1961. Proper understanding of the legal
framework is essential for compliance, accurate computation of gains, and
optimal tax planning. Legal aspects determine ownership, transferability,
and rights associated with the asset, while tax implications guide how gains

from such assets are reported, taxed, and exempted under the law.

1. Definition and Legal Recognition of Capital Assets

Section 2(14) of the Income Tax Act defines a capital asset broadly as
property held by an individual, company, or entity, including:

o Land and buildings

o Securities and shares

o Gold, jewelry, and artworks
Exclusions include:

o Stock-in-trade

o Personal effects (except jewelry)

o Agricultural land in rural areas

Legal recognition of assets ensures ownership rights, transferability,

and enforceability, forming the basis for taxation during sale or transfer.
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2. Ownership and Transfer

« Legal ownership is fundamental to determine who is liable to pay

capital gains tax.

« Transfer of ownership can occur via:

> Sale or exchange
> Gift or inheritance
» Compulsory acquisition by the government

» Conversion of assets (e.g., stock-in-trade to capital assets)

« Proper documentation of ownership, sale deeds, or gift deeds is
necessary to establish the legal basis for taxation and to claim

exemptions.

3. Tax Implications of Capital Assets

a) Short-Term Capital Gains (STCG)

Assets held for less than the prescribed threshold are taxed at higher
rates, often as per the taxpayer’'s normal income tax slab.

STCG is generally fully taxable, with no indexation benefits.
Examples: Sale of equity shares within 12 months or real estate within

24 months.
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b) Long-Term Capital Gains (LTCG)

Assets held beyond the prescribed threshold qualify as LTCG and
benefit from concessional tax rates and indexation.

Indexation adjusts the cost of acquisition and improvement for inflation,
reducing taxable gains.

Examples: Residential property held for more than 24 months or

shares held for more than 12 months.

4. Capital Gains Exemptions

The law provides exemptions under specific sections to encourage

reinvestment and productive allocation of capital:

Section 54: Reinvestment in a residential house to exempt LTCG from
sale of residential property.
Section 54B: Sale of agricultural land and reinvestment in new

agricultural land.

Section 54D: Exemption for compulsorily acquired industrial property

if reinvested.
Section 54EC: Investment in specified bonds (NHAI, REC) to defer or

exempt LTCG.
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- Section 54F: LTCG from non-residential assets reinvested in
residential property.
- Section 54GA: Reinvestment in Special Economic Zones (SEZ) for

business properties.

Legal compliance with these provisions is mandatory for claiming

exemptions.

5. Documentation and Compliance

« Proper legal documentation is essential for proof of acquisition,
transfer, and reinvestment:
o Sale deeds, gift deeds, wills, or succession certificates
o Receipts for reinvestment or purchase of new assets
o Valuation reports for inherited or unlisted assets
« Failure to maintain proper records can lead to penalties, interest, or

denial of exemptions.

6. Penalties and Legal Consequences

« Non-compliance with legal and tax requirements can result in:
o Interest on unpaid capital gains tax

o Penalties for underreporting or misreporting gains

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 49 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

o Legal disputes with tax authorities
- Courts in India have consistently upheld the principle that tax liability
arises on transfer, even if reinvestment or exemptions are claimed

improperly.

7. Special Considerations for Cross-Border Assets

- For foreign assets or non-resident taxpayers:
Double Taxation Avoidance Agreements (DTAA) apply to
prevent double taxation of capital gains.
Foreign currency fluctuations and asset valuation in INR require
careful documentation.
Reporting under Schedule FA of Income Tax Return is

mandatory for foreign assets.

8. Planning for Legal and Tax Efficiency

« Legal compliance and strategic planning allow taxpayers to minimize
capital gains tax liability:
o Timely reinvestment in eligible assets
o Accurate valuation and record-keeping

o Using indexation benefits for long-term gains
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- Businesses and individuals can align asset acquisition, holding
period, and disposal to maximize tax efficiency while remaining

legally compliant.

Examples of Capital Assets

Common capital assets include:

Real Estate: Land, residential or commercial buildings.

Financial Securities: Listed shares, mutual fund units, government
bonds.

Precious Metals: Gold, silver, and platinum.

Intellectual Property: Patents, trademarks, copyrights.

Business Assets: Machinery, equipment, and other fixed assets.

These assets are generally held to earn returns over a longer term, and

proper accounting is essential for wealth management and tax planning.

Transfer-Short Term vs Long Term Capitals Set

The concept of transfer of capital assets is central to the taxation of capital

gains. A transfer occurs when a capital asset changes ownership or title,

resulting in a potential gain or loss. Understanding the distinction between
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short-term and long-term capital assets is crucial because it directly affects
the tax rate, computation method, and exemptions available under the
Income Tax Act, 1961. A clear comprehension of these concepts enables
investors and taxpayers to plan transactions strategically, manage taxes

effectively, and optimize their investment portfolio.

Definition of Transfer

Under Section 2(47) of the Income Tax Act, 1961, a transfer of a capital asset

includes:

. Sale: Exchange of the asset for money or other consideration.

. Exchange: Swapping the asset for another asset, including barter.

. Relinquishment: Giving up ownership without consideration.

. Extinguishment of Rights: Rights associated with the asset, like

lease or tenancy, being terminated for consideration.

. Compulsory Acquisition: Acquisition by the government or local

authority.

However, certain transactions are excluded, such as gifts between specified

relatives, which may not attract capital gains tax in certain cases.
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The moment of transfer determines the time of capital gain, which is essential

for computing short-term or long-term gains.

Classification of Capital Assets Based on Holding Period

Capital assets can be classified based on the duration for which they are
held before being transferred or sold. This classification is important because
the holding period directly influences the tax rate, indexation benefits, and
eligibility for exemptions. The Income Tax Act, 1961 distinguishes between
short-term and long-term capital assets, with varying rules for computation
of gains. Understanding this classification is essential for tax planning,

investment decisions, and compliance.

1. Short-Term Capital Assets (STCA)

A short-term capital asset is an asset held for a period less than the
prescribed threshold. The holding period varies depending on the type of

asset.

Holding Period Thresholds

» Listed equity shares and units of equity-oriented mutual funds: Less
than 12 months

- Immovable property (land or building): Less than 24 months
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» Other assets (jewelry, debt mutual funds, unlisted shares, paintings):

Less than 36 months

Tax Implications

Short-term capital gains are taxed at higher rates, usually at normal
income tax slab rates.
No indexation benefits are available for STCA.

Gains are fully taxable in the financial year in which the transfer occurs.

Examples

« Sale of shares within 10 months of purchase
« Sale of residential land after 18 months of acquisition

« Sale of gold held for 2 years (if threshold is 36 months)

2. Long-Term Capital Assets (LTCA)

A long-term capital asset is an asset held beyond the prescribed threshold
as per the Income Tax Act. Long-term classification allows investors to

benefit from lower tax rates and indexation.

Holding Period Thresholds

% Listed equity shares and equity mutual funds: More than 12 months
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s Immovable property (land or building): More than 24 months
% Other assets (gold, debt mutual funds, unlisted shares, artworks):

More than 36 months

Tax Implications

LTCG are taxed at concessional rates (e.g., 20% with indexation for

property, 10% without indexation for listed equity above X1 lakh).

Eligible for indexation benefits, which adjust the cost of acquisition for

inflation, reducing taxable gains.
LTCG exemptions are available under Sections 54, 54B, 54D, 54EC,

54F, and 54GA, if reinvested in specified assets.

Examples

- Sale of a house held for 5 years
- Sale of equity shares after 15 months of purchase

« Sale of gold held for 4 years

3. Special Considerations in Holding Period

a) Inherited Assets
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For inherited assets, the holding period is considered to include the
period held by the previous owner.
This affects whether the gains are classified as short-term or long-

term.

b) Gifted Assets

« Assets received as a gift also inherit the original acquisition date of the

previous owner for computing LTCG.

c) Conversion of Assets

« Conversion of stock-in-trade into a capital asset does not reset the

holding period.

« The holding period is considered from the original date of acquisition.

. Importance of Classification

Determines tax rate applicability (STCG vs LTCG)

Influences eligibility for exemptions and indexation benefits
Helps in strategic investment planning to minimize tax liability
Essential for accurate computation and compliance with the Income

Tax Act
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Capital assets can be classified based on the duration for which they are
held before being transferred or sold. This classification is important because
the holding period directly influences the tax rate, indexation benefits, and
eligibility for exemptions. The Income Tax Act, 1961 distinguishes between
short-term and long-term capital assets, with varying rules for computation
of gains. Understanding this classification is essential for tax planning,

investment decisions, and compliance.

1. Short-Term Capital Assets (STCA)

A short-term capital asset is an asset held for a period less than the

prescribed threshold. The holding period varies depending on the type of

asset.

Holding Period Thresholds

Listed equity shares and units of equity-oriented mutual funds:
Less than 12 months

Immovable property (land or building): Less than 24 months
Other assets (jewelry, debt mutual funds, unlisted shares,

paintings): Less than 36 months

Tax Implications
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- Short-term capital gains are taxed at higher rates, usually at normal
income tax slab rates.
« No indexation benefits are available for STCA.

- Gains are fully taxable in the financial year in which the transfer occurs.

Examples

- Sale of shares within 10 months of purchase
- Sale of residential land after 18 months of acquisition

- Sale of gold held for 2 years (if threshold is 36 months)

2. Long-Term Capital Assets (LTCA)

A long-term capital asset is an asset held beyond the prescribed threshold

as per the Income Tax Act. Long-term classification allows investors to

benefit from lower tax rates and indexation.

Holding Period Thresholds

Listed equity shares and equity mutual funds: More than 12
months

Immovable property (land or building): More than 24 months
Other assets (gold, debt mutual funds, unlisted shares, artworks):

More than 36 months
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Tax Implications

LTCG are taxed at concessional rates (e.g., 20% with indexation for

property, 10% without indexation for listed equity above X1 lakh).

Eligible for indexation benefits, which adjust the cost of acquisition

for inflation, reducing taxable gains.
LTCG exemptions are available under Sections 54, 54B, 54D, 54EC,

54F, and 54GA, if reinvested in specified assets.

Examples

« Sale of a house held for 5 years
- Sale of equity shares after 15 months of purchase

« Sale of gold held for 4 years

3. Special Considerations in Holding Period

a) Inherited Assets

For inherited assets, the holding period is considered to include the
period held by the previous owner.
This affects whether the gains are classified as short-term or long-

term.
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b) Gifted Assets

- Assets received as a gift also inherit the original acquisition date of the

previous owner for computing LTCG.

c) Conversion of Assets

« Conversion of stock-in-trade into a capital asset does not reset the
holding period.

« The holding period is considered from the original date of acquisition.

4. Importance of Classification

- Determines tax rate applicability (STCG vs LTCG)

» Influences eligibility for exemptions and indexation benefits

» Helps in strategic investment planning to minimize tax liability

- Essential for accurate computation and compliance with the Income

Tax Act

Tax Treatment: Short-Term vs Long-Term Capital Gains
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Feature

Short-Term Capital

Gains (STCG)

Long-Term Capital Gains (LTCG)

Holding

Period

Less than threshold

period (varies by

asset)

More than threshold period (varies

by asset)

Tax Rate

Higher, as per income
slab or 15% for listed

shares

Concessional; 10% for listed shares
(without indexation), 20% for other

assets with indexation

Indexation

Not available

Available for most assets except

listed equity shares

Exemptions

Limited exemptions

available

Exemptions available under Sections

54, 54EC, 54F, etc.

Purpose

Typically speculative

or short-term

investment

Encourages long-term wealth

creation

This table provides a clear distinction between STCG and LTCG, highlighting

their tax implications and investor strategies.

Transfer Scenarios and Examples
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1. Sale of Property

> If a house purchased for 350 lakh is sold after 18 months for X70

lakh, it is a short-term capital gain of 20 lakh.

> If sold after 30 months, it is a long-term capital gain; the cost can

be indexed for inflation.

2. Sale of Equity Shares

- Shares bought and sold within 10 months — STCG at 15%.

» Shares held for 15 months — LTCG at 10% beyond %1 lakh

exemption.

3. Redemption of Mutual Funds

- Debt fund held 2 years — LTCG with indexation.

» Equity fund held 8 months — STCG at 15%.

These examples illustrate how holding period affects taxation and reinforces

the importance of strategic planning for transfers.

Planning Transfers for Tax Efficiency
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Planning the transfer of capital assets is an essential strategy for minimizing
tax liability and optimizing financial outcomes. Capital gains taxation can
significantly impact the net returns from asset sales, making it crucial to
structure transfers strategically. By understanding holding periods,
exemptions, and reinvestment options, taxpayers can legally reduce tax

burdens and enhance the efficiency of their financial planning.

1. Understanding Tax Implications of Transfers

Before planning a transfer, it is important to consider:

« Nature of the Asset: Movable assets like shares, gold, or bonds have
different tax treatments compared to immovable assets such as land
or buildings.

Holding Period: Short-term capital assets are taxed at higher rates,
whereas long-term capital assets benefit from concessional rates and
indexation.

Transfer Mode: Sale, gift, inheritance, or conversion affects tax

liability and eligibility for exemptions.

Understanding these factors is the first step in strategically planning transfers

for tax efficiency.
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2. Timing Transfers Strategically

a) Short-Term vs Long-Term Gains

Holding an asset beyond the prescribed period allows it to qualify as
a long-term capital asset, reducing the tax rate.
Example: Holding listed shares for more than 12 months ensures

LTCG treatment instead of higher STCG taxation.

b) Financial Year Planning

Transferring assets in a financial year when overall income is lower
may reduce the effective tax rate due to lower marginal taxation.
Spreading asset sales over multiple years can also avoid pushing

taxpayers into higher tax brackets.

3. Utilizing Exemptions

- Capital gains exemptions can significantly reduce tax liability if

transfers are planned carefully:
Section 54: Reinvest LTCG from residential property into a new
house.
Section 54B: Reinvest gains from agricultural land into new

agricultural land.
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Section 54EC: Invest in notified bonds to defer or exempt LTCG.
Section 54F: Reinvest gains from non-residential assets into
residential property.

Section 54GA: Reinvest business property gains into Special

Economic Zones (SEZ).

Planning transfers around these exemptions ensures maximum tax

efficiency while remaining compliant.

4. Tax-Loss Harvesting

Selling assets that have incurred capital losses can offset gains from

other assets, reducing overall tax liability.

Losses not utilized in the current year can be carried forward for up
to eight years, allowing future gains to be offset.

This requires careful tracking of asset performance and timing of

sale to optimize benefits.

5. Reinvestment Planning

« Strategic reinvestment of capital gains can defer or exempt tax

liability.
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- Example: Proceeds from the sale of a long-term residential property
can be invested in a new house under Section 54 within the prescribed
time frame to claim exemption.

Reinvestment decisions should consider asset type, liquidity, risk,

and alignment with financial goals.

6. Indexation and Inflation Adjustment

For long-term capital assets, indexation of the cost of acquisition
and improvement reduces taxable gains.
Proper calculation using the Cost Inflation Index (CIl) is essential for

accurate tax planning.

Planning transfers in a manner that maximizes indexation benefits

helps in reducing the effective tax burden.

7. Considerations for Jointly Owned or Inherited Assets

For jointly owned assets, each owner’'s share of gains must be
computed separately.
Inherited or gifted assets inherit the original acquisition date, which

can influence LTCG eligibility.
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« Strategic transfer of such assets can minimize taxation while

distributing wealth efficiently among beneficiaries.

8. Professional Guidance

Engaging tax advisors or financial planners ensures legal compliance
and optimal structuring of transfers.
Professionals can provide guidance on:

Timing asset sales

Leveraging exemptions and indexation

Reinvestment planning

Avoiding pitfalls in documentation and reporting

Strategic planning ensures transfers are tax-efficient, legally compliant, and

aligned with financial objectives.

Computation of Capital Gains

Capital gains arise when a capital asset is transferred for a consideration
higher than its purchase price. To determine the taxable amount, it is

essential to compute capital gains accurately. The computation depends on

several factors, including the type of asset, duration of holding, cost of
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acquisition, cost of improvement, expenses incurred during transfer, and any

applicable exemptions.

The Income Tax Act, 1961 provides a structured framework for computing
both short-term and long-term capital gains. Correct computation ensures

compliance with tax laws and facilitates effective financial planning.

Formula for Capital Gains

The general formula for computing capital gains is:

Capital Gains = Full Value of Consideration — (Cost of Acquisition +

Cost of Improvement + Expenses on Transfer)

Where:

1. Full Value of Consideration (FVC):
The total amount received or receivable from the transfer of the capital
asset, including money, property, or any other consideration.

. Cost of Acquisition:
The amount originally paid to acquire the asset. For gifted or inherited
assets, the cost is determined based on the previous owner’s purchase

price or fair market value on the date of inheritance/gift.
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3. Cost of Improvement:
Expenditure incurred in enhancing the value of the asset, such as
renovations, additions, or upgrades.

. Expenses on Transfer:
Costs directly related to the sale or transfer, such as brokerage fees,

registration charges, legal fees, and commission.

Short-Term Capital Gains (STCG) Computation

Short-Term Capital Gains (STCG) arises when a capital asset is held for less

than the prescribed holding period before being transferred. The STCG is

fully taxable at normal income tax rates for most assets, although certain

exceptions like listed shares under Section 111A have specific rates. Proper
computation is essential to determine tax liability accurately and plan for

exemptions if any.

1. Definition of Short-Term Capital Assets

A short-term capital asset is defined as:

- Listed equity shares or units of equity mutual funds: Held for less
than 12 months

- Immovable property (land/building): Held for less than 24 months
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- Other assets (jewelry, debt funds, unlisted shares, artworks): Held

for less than 36 months

Gains arising from such assets are classified as STCG.

2. Computation Formula

The general formula for STCG is:

STCG=Full Value of Consideration (Sale Price)-Cost of Acquisition—Expen

ses on Transfer

Where:

Full Value of Consideration (FVC): The price received or accruing
from the sale/transfer.

Cost of Acquisition (COA): Purchase price of the asset, including
incidental costs such as brokerage, stamp duty, and legal fees.
Expenses on Transfer (EOT): Direct costs related to the sale or

transfer, e.qg., brokerage, registration fees, or legal charges.

3. Computation Steps

1. Determine Full Value of Consideration (FVC):
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o Sale price of the asset as per agreement or transfer deed.
o Include any additional consideration received (bonuses, benefits,
or stock dividends if applicable).
2. Ascertain Cost of Acquisition (COA):
o Include purchase price and any incidental acquisition costs.
o Forinherited or gifted assets, use cost to the previous owner.
3. Deduct Expenses on Transfer (EOT):
o Direct costs of transfer such as brokerage, agent fees, or
registration charges.
4. Calculate Short-Term Capital Gain:

o Apply the formula:

STCG=FVC-COA-EOT

5. Apply Tax Rate:

o STCG is generally added to total income and taxed at normal

rates.

Listed equity shares under Section 111A are taxed at 15%

STCG (plus applicable cess and surcharge).

4. Example 1: Sale of Listed Shares
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« Purchase Price: 31,00,000
« Sale Price: 31,20,000

- Brokerage Paid: 32,000

STCG=1,20,000-1,00,000-2,000=18,000\text{STCG} = 1,20,000 - 1,00,000

- 2,000 = 18,000STCG=1,20,000-1,00,000-2,000=18,000

« Tax Liability (under Section 111A at 15%): 18,000 x 15% = 32,700

5. Example 2: Sale of Residential Property within 2 Years

« Purchase Price of Property: 340,00,000

« Sale Price: 350,00,000

« Expenses on Transfer: 31,00,000 (legal fees + brokerage)

STCG=50,00,000-40,00,000-1,00,000=9,00,000\text{STCG} = 50,00,000 -
40,00,000 - 1,00,000 =

9,00,000STCG=50,00,000-40,00,000-1,00,000=9,00,000

- Tax Liability: Added to taxable income and taxed at applicable slab

rates.
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6. Key Points in STCG Computation

Indexation benefits do not apply to short-term gains.

STCG on listed equity shares has a flat 15% tax rate, irrespective
of total income.

Deductible expenses include transfer-related costs but not regular
maintenance or repair costs.

Gains from STCG must be reported in Income Tax Return (ITR)

under capital gains.

. Planning Considerations

Holding assets beyond the short-term threshold can convert STCG to

LTCG, reducing tax liability.

Tax-loss harvesting can offset STCG against other short-term or long-
term losses.

Proper documentation of acquisition cost and transfer expenses

ensures accurate computation and compliance.

Long-Term Capital Gains (LTCG) Computation

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 73| Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Long-Term Capital Gains (LTCG) arise when a capital asset is held beyond
the prescribed period, as defined under the Income Tax Act, 1961. LTCG
enjoys concessional tax rates, indexation benefits, and eligibility for
exemptions, making its computation both important and strategic for
investors and taxpayers. Proper calculation ensures compliance, minimizes
tax liability, and facilitates reinvestment planning under various exemption

provisions.

1. Definition of Long-Term Capital Assets

A long-term capital asset (LTCA) is an asset held beyond the threshold

period specified by law:

Listed equity shares and equity mutual funds: Held for more than
12 months

Immovable property (land or building): Held for more than 24
months

Other assets (gold, jewelry, unlisted shares, paintings, debt

mutual funds): Held for more than 36 months

Gains arising from these assets qualify as LTCG and benefit from

concessional taxation and indexation.
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2. Formula for LTCG Computation

The general formula for computing LTCG is:

LTCG=Full Value of Consideration (FVC)-Indexed Cost of Acquisition (ICO

A)-Indexed Cost of Improvement (ICOl)-Expenses on Transfer (EOT)

Where:

Full Value of Consideration (FVC): Sale price or value received for
the asset

Indexed Cost of Acquisition (ICOA): Cost of acquisition adjusted for
inflation using Cost Inflation Index (ClI)

Indexed Cost of Improvement (ICOI): Capital expenditure on asset
improvement, also indexed

Expenses on Transfer (EOT): Direct costs such as brokerage, legal

fees, and stamp duty

3. Steps for LTCG Computation

1. Determine Full Value of Consideration (FVC):
o Sale price of the asset
o Include any additional consideration received

2. Calculate Indexed Cost of Acquisition (ICOA):
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ICOA=Cost of AcquisitionxClIl of Year of TransferCll of Year of Acquisition\t
ext{ICOA} = \text{Cost of Acquisition} \times \frac{\text{CIl of Year of
Transfer}}{\text{ClI of Year of

Acquisition}}ICOA=Cost of AcquisitionxClIl of Year of AcquisitionClII of Year

of Transfer

3. Calculate Indexed Cost of Improvement (ICOI):

ICOI=Cost of ImprovementxCll of Year of TransferCll of Year of Improvem

ent

4. Subtract Expenses on Transfer (EOT):
o Brokerage, registration fees, legal charges

5. Compute LTCG:

LTCG=FVC-ICOA-ICOI-EOT\text{LTCG} = FVC - ICOA - ICOI -

EOTLTCG=FVC-ICOA-ICOI-EOT

6. Apply Tax Rate:

o LTCG on most assets: 20% with indexation

o LTCG on listed equity shares: 10% (without indexation) if gains

exceed 31 lakh
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4. Example 1: Sale of Residential Property

Purchase Price: 30,00,000 (FY 2015-16)
Improvement Cost: 35,00,000 (FY 2018-19)
Sale Price: ¥50,00,000 (FY 2025-26)
Expenses on Transfer: 31,00,000

Cll FY 2015-16: 254, Cll FY 2018-19: 280, Cll FY 2025-26: 348

Step 1: Indexed Cost of Acquisition

ICOA=30,00,000%348254=41,14,173 ICOA = 30,00,000 \times

Step 2: Indexed Cost of Improvement

ICOI=5,00,000%348280=6,21,429 ICOI = 5,00,000 \times

Step 3: LTCG

LTCG=50,00,000-41,14,173-6,21,429-1,00,000=1,64,398 LTCG
50,00,000 - 41,114,173 - 6,21,429 - 1,00,000

1,64,398LTCG=50,00,000-41,14,173-6,21,429-1,00,000=1,64,398

. Tax @ 20% (with indexation) = 32,880

5. Example 2: Sale of Listed Equity Shares
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Purchase Price: X1,00,000
Sale Price: 31,50,000

Holding Period: 18 months

LTCG above X1 lakh on listed shares taxed @ 10%

Step 1: LTCG

LTCG=1,50,000-1,00,000=50,000LTCG = 1,50,000 - 1,00,000 =

50,000LTCG=1,50,000-1,00,000=50,000

« Tax Liability: LTCG less than X1 lakh — No tax

« IfLTCG exceeded X1 lakh, 10% of excess amount is payable.

6. Special Considerations

- Inherited or Gifted Assets: LTCG computation uses cost to previous
owner and holding period of original owner.
- Partial Acquisition or Sale: Assets acquired in parts require separate

computation for each portion.

+ Reinvestment for Exemptions: LTCG can be exempted or deferred

under Sections 54, 54F, 54EC, and 54GA if reinvested as per

prescribed conditions.
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7. Key Points

Indexation is crucial for immovable property, debt funds, and other
LTCAs (except equity shares under Section 112A).

LTCG exemptions reduce taxable gains and encourage reinvestment.
Proper documentation of purchase price, improvement cost, CII
reference, and transfer expenses is essential.

Strategic timing and reinvestment can minimize tax liability legally.

Cost of Acquisition Adjustments

. Acquired by Gift: Cost = Previous owner’s cost or FMV on 1st April
2001 for pre-2001 assets.

. Inherited Assets: Cost = FMV on the date of inheritance.

. Improvement Costs: Only capital expenditure enhancing the asset’s

value is considered. Revenue expenditures are excluded.

Exemptions Affecting Capital Gains

Certain sections under the Income Tax Act provide relief by exempting part

or full capital gains if proceeds are reinvested:

1. Section 54: Gains from residential property reinvested in a new

residential property.
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2. Section 54EC: Gains invested in specified bonds (e.g., NHAI, REC)

within six months.
3. Section 54F: Gains from sale of any long-term asset (other than

residential property) reinvested in a residential house.

These exemptions reduce taxable gains and are important in tax planning.

Expenses Deductible in Transfer

Certain expenses directly related to the transfer of assets are deductible:

- Brokerage or commission paid to agents
+» Legal fees for preparing sale documents
» Registration and stamp duty charges

+ Advertisement or marketing expenses for property sale

These reduce the full value of consideration, thereby lowering taxable capital

gains.

Computation in Securities Market

Listed shares and mutual funds:

« STCG (512 months): Taxed at 15% without indexation.
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« LTCG (>12 months): Taxed at 10% on gains exceeding 31 lakh;

indexation not allowed.

Unlisted securities:

« Both STCG and LTCG are subject to different rules, and indexation is

generally available for LTCG.

Mutual Funds:

« Equity-oriented: STCG taxed at 15%, LTCG at 10% beyond X1 lakh.

« Debt-oriented: STCG added to income, LTCG taxed at 20% with

indexation.

Step-by-Step Computation Process

. Determine the type of asset and holding period.

. Calculate full value of consideration received on transfer.

. Deduct cost of acquisition (adjusted for gift/inheritance if applicable).
. Deduct cost of improvement (capital expenditure only).

. Deduct expenses on transfer.

. Apply indexation for long-term assets if eligible.

7. Apply exemptions under relevant sections (54, 54EC, 54F).
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8. Compute net taxable capital gain.

9. Apply appropriate tax rate based on STCG or LTCG rules.

Exemption under Section 54, 54B, 54D, 54EC, 54F, 54GA.

Exemptions from Capital Gains

The Income Tax Act, 1961 provides specific exemptions under various
sections to encourage reinvestment of capital gains and promote long-term
wealth creation. These exemptions reduce or eliminate taxable capital gains
if the proceeds from the transfer of capital assets are invested in prescribed

assets within specified timelines.

1. Exemption under Section 54

Section 54 of the Income Tax Act, 1961, provides relief to taxpayers from

capital gains tax arising from the sale of a residential property, provided the

gains are reinvested in another residential property. The section is designed
to encourage reinvestment in housing, promote residential development,
and reduce the tax burden on individuals and Hindu Undivided Families

(HUFs) selling long-term residential properties.

1. Eligibility Criteria
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To claim exemption under Section 54, the following conditions must be met:

1. Type of Asset Sold:

» Must be a long-term capital asset, specifically a residential house
property.
» Land or building held for more than 24 months is treated as long-

term.

2. Reinvestment Requirement:
o The taxpayer must purchase or construct a new residential
property:
= Purchase: Within 1 year before or 2 years after the date

of transfer.

« Construction: Within 3 years after the date of transfer.

3. Nature of Taxpayer:
o Applicable only to individuals and HUFs.
4. Extent of Exemption:
o Exemption is limited to the amount of capital gains or cost of new

property, whichever is lower.

2. Computation of Exemption
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The formula for computing the exempted capital gain is:

Exempted Gain=LTCG from residential property—Cost of new residential pr

operty purchased/constructed

- If the new property cost exceeds the LTCG, the entire gain is

exempted.

- Ifthe costis less than LTCG, only the portion reinvested is exempt.
. Example 1: Purchase of New Residential Property

Sale Price of old house: 350,00,000
Indexed Cost of Acquisition: ¥30,00,000
LTCG: 320,00,000

Cost of new house purchased: 315,00,000

Exemption under Section 54: 315,00,000

Taxable LTCG: 320,00,000 - ¥15,00,000 = 5,00,000

4. Example 2: Construction of New Residential Property

« Sale Price of old house: 360,00,000

« Indexed Cost of Acquisition: 340,00,000
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- LTCG: %20,00,000

« Cost of new house constructed: 325,00,000

Exemption under Section 54: Entire LTCG 320,00,000 (as cost of new

property > LTCG)

Taxable LTCG: Nil

5. Special Provisions

1. Multiple Residential Properties:

o From FY 2019-20 onwards, exemption is allowed if only one
residential house is purchased or constructed, even if the old
house is sold.

2. Time Limits:

o Purchase: Within 1 year before or 2 years after transfer

o Construction: Within 3 years after transfer

o Failing these timelines may lead to loss of exemption.

3. Joint Ownership:

o Exemption is proportional to the taxpayer’s share in the new

property if jointly owned.

4. Capital Gains Account Scheme (CGAS):
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o If funds are not immediately used to purchase or construct a new
property, they can be deposited in a CGAS account to claim

exemption within deadlines.

6. Key Benefits

Reduces tax liability on sale of residential property.
Encourages investment in housing.
Enables taxpayers to defer capital gains tax by reinvesting.

Facilitates planning for personal housing needs while minimizing taxes.

2. Exemption under Section 54B

Section 54 of the Income Tax Act, 1961, provides relief to taxpayers from
capital gains tax arising from the sale of a residential property, provided the
gains are reinvested in another residential property. The section is designed
to encourage reinvestment in housing, promote residential development,
and reduce the tax burden on individuals and Hindu Undivided Families

(HUFs) selling long-term residential properties.

1. Eligibility Criteria

To claim exemption under Section 54, the following conditions must be met:
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1. Type of Asset Sold:
o Mustbe along-term capital asset, specifically a residential house
property.
o Land or building held for more than 24 months is treated as long-
term.
2. Reinvestment Requirement:
o The taxpayer must purchase or construct a new residential
property:
« Purchase: Within 1 year before or 2 years after the date

of transfer.

= Construction: Within 3 years after the date of transfer.

3. Nature of Taxpayer:
o Applicable only to individuals and HUFs.
4. Extent of Exemption:
o Exemption is limited to the amount of capital gains or cost of new

property, whichever is lower.

2. Computation of Exemption

The exempted portion of Long-Term Capital Gain (LTCG) under Section 54

or 54F is calculated as:
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Exempted Gain=LTCGxAmount Invested in New Residential Property/Net

Sale Proceeds of Original Asset

Where:

« LTCG = Sale price of the old property — Indexed Cost of Acquisition —
Indexed Cost of Improvement — Expenses of Transfer

« Amount Invested in New Residential Property = Cost of new
property purchased or constructed

- Net Sale Proceeds = Total consideration received from sale of the

original asset

. Example 1: Purchase of New Residential Property

Sale Price of old house: 350,00,000
Indexed Cost of Acquisition: 330,00,000
LTCG: 320,00,000

Cost of new house purchased: 315,00,000

Exemption under Section 54: 315,00,000

Taxable LTCG: 320,00,000 - ¥15,00,000 = %5,00,000

4. Example 2: Construction of New Residential Property
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Sale Price of old house: 360,00,000
Indexed Cost of Acquisition: 340,00,000
LTCG: 320,00,000

Cost of new house constructed: 325,00,000

Exemption under Section 54: Entire LTCG 320,00,000 (as cost of new

property > LTCG)

Taxable LTCG: Nil

5. Special Provisions

1. Multiple Residential Properties:

o From FY 2019-20 onwards, exemption is allowed if only one
residential house is purchased or constructed, even if the old
house is sold.

2. Time Limits:

o Purchase: Within 1 year before or 2 years after transfer

o Construction: Within 3 years after transfer

o Failing these timelines may lead to loss of exemption.

3. Joint Ownership:
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o Exemption is proportional to the taxpayer’s share in the new
property if jointly owned.
4. Capital Gains Account Scheme (CGAS):
o If funds are not immediately used to purchase or construct a new
property, they can be deposited in a CGAS account to claim

exemption within deadlines.

6. Key Benefits

» Reduces tax liability on sale of residential property.
- Encourages investment in housing.
» Enables taxpayers to defer capital gains tax by reinvesting.

» Facilitates planning for personal housing needs while minimizing taxes.

3. Exemption under Section 54D

Section 54D of the Income Tax Act, 1961, provides relief from capital gains

tax arising from compulsory acquisition of industrial or business assets. The
exemption applies when the capital gains are reinvested in acquiring or
constructing a new asset used for the same business purpose. The section

aims to facilitate industrial development and business continuity, especially
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when assets are acquired by the government or other authorities under

compulsory acquisition.

1. Eligibility Criteria

To claim exemption under Section 54D, the following conditions must be

satisfied:

1. Type of Asset Transferred:

» The asset must be an industrial or business property (land,
building, or machinery)
» Transfer must occur under compulsory acquisition by the

government or a local authority.

2. Nature of Taxpayer:
o Applicable to individuals, HUFs, companies, firms, and business
entities holding the asset for long-term.

3. Reinvestment Requirement:

o The capital gains must be reinvested in new industrial property

within the prescribed period.
o The new asset must be used for similar business purposes.

4. Extent of Exemption:
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o Exemption is limited to the capital gains or the cost of new

asset purchased/constructed, whichever is lower.

2. Reinvestment Time Limit

« The reinvestment in the new industrial property must be made:
o Within 3 years from the date of compulsory acquisition.
« Failure to reinvest within these period results in loss of exemption, and

the entire capital gains become taxable.

3. Computation of Exemption

The exempted gain under Section 54D can be computed as:

Exempted Gain=min(Capital Gains from compulsory acquisition,Cost of ne

w industrial property)

If the cost of the new property exceeds the capital gains, entire gains
are exempted.
If the cost is less than the gains, only the reinvested portion is exempt,

and balance becomes taxable.

4. Example 1: Acquisition of Industrial Property

« Compensation received for compulsory acquisition: ¥80,00,000
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« Indexed cost of original industrial property: ¥50,00,000
« LTCG: 30,00,000

« Cost of new industrial property purchased: 325,00,000

Exemption under Section 54D: 325,00,000

Taxable LTCG: ¥30,00,000 - ¥25,00,000 = %5,00,000

5. Example 2: Full Reinvestment

Compensation received: X70,00,000
Indexed cost of original property: 340,00,000
LTCG: 30,00,000

Cost of new industrial property purchased: 335,00,000

Exemption under Section 54D: Entire LTCG 330,00,000

Taxable LTCG: Nil

6. Special Provisions

1. Capital Gains Account Scheme (CGAS):
o If reinvestment is not immediately made, the amount can be

deposited in CGAS to claim exemption.
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2. Proportional Exemption:
o If only part of the gains is reinvested, exemption is allowed
proportionately.
3. Business Continuity Requirement:
o The new asset must be used for similar business or industrial

activity, ensuring continuation of productive assets.

7. Key Benefits

» Reduces tax liability arising from compulsory acquisition of business
assets.

» Encourages reinvestment in industrial development, supporting
business continuity.

- Helps businesses upgrade or replace industrial assets without

immediate tax burden.

4. Exemption under Section 54EC

Section 54EC of the Income Tax Act, 1961, allows taxpayers to save tax on

long-term capital gains (LTCG) arising from the sale of capital assets (other

than equity shares) by investing the gains in specified long-term bonds. This

section aims to encourage productive investment in government-backed
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infrastructure projects while providing a legal avenue for deferring or

exempting capital gains tax.

1. Eligibility Criteria

To claim exemption under Section 54EC, the following conditions must be

met:

1. Type of Asset Sold:
o The capital asset must be a long-term capital asset (LTCG).
o Listed equity shares or equity-oriented mutual funds are
excluded.
2. Nature of Taxpayer:
o Applicable to individuals, Hindu Undivided Families (HUFs), and
companies.
3. Reinvestment Requirement:
o LTCG must be invested in specified bonds notified by the
government (e.g., NHAI, REC).
o Investment must be made within 6 months from the date of
transfer of the original asset.

4. Lock-in Period:
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o Bonds must be held for a minimum of 5 years (extended to 5
years from FY 2021-22 onwards).
o Premature withdrawal before this period nullifies the exemption.
5. Maximum Investment:

o The maximum amount eligible for exemption is 350 lakh in a

financial year.

2. Computation of Exemption

The exempted capital gains under Section 54EC can be computed as:

Exempted Gain=min(LTCG from transfer,Amount invested in specified bon

ds)

If the amount invested in bonds is equal to or greater than LTCG, the
entire gain is exempted.
If the amount invested is less than LTCG, only the reinvested portion

is exempt, and the balance is taxable.

3. Example 1: Investment Within Limit

« Sale Price of long-term land: 3¥40,00,000

« Indexed Cost of Acquisition: 325,00,000
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« LTCG: %15,00,000

« Investment in NHAI Bonds: $10,00,000

Exemption under Section 54EC: 310,00,000

Taxable LTCG: 15,00,000 - ¥10,00,000 = %5,00,000

4. Example 2: Investment Equal to LTCG

Sale Price of property: 360,00,000
Indexed Cost of Acquisition: 345,00,000
LTCG: 315,00,000

Investment in REC Bonds: 315,00,000

Exemption under Section 54EC: 315,00,000 (entire LTCQG)

Taxable LTCG: Nil

5. Special Provisions

1. Specified Bonds:
o Only bonds issued under Section 54EC qualify, primarily NHAI
and REC bonds.

o Bonds are government-backed and non-transferable.
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2. Time Limit Compliance:
o Investment must be made within 6 months from sale of the
asset.
o Depositing the proceeds elsewhere will invalidate exemption.
3. Multiple Assets:
o LTCG from multiple assets can be combined, but total

investment cannot exceed 50 lakh per financial year.

4. Documentation:
o Proof of sale of capital asset and bond purchase is required for

tax filing and claiming exemption.

. Key Benefits

Reduces tax liability on long-term capital gains.
Encourages investment in infrastructure development.

Provides a secure and government-backed investment avenue.

Allows taxpayers to defer or exempt LTCG legally while supporting

national projects.

5. Exemption under Section 54F
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Section 54F of the Income Tax Act, 1961, provides exemption from long-

term capital gains (LTCG) tax arising from the sale of any capital asset (other

than a residential house) if the gains are reinvested in a new residential
property. This section is designed to promote housing investments and
encourage taxpayers to convert their capital gains from non-residential
assets into residential assets, thereby providing both tax relief and housing

security.

1. Eligibility Criteria

To claim exemption under Section 54F, the following conditions must be

satisfied:

. Type of Asset Sold:
o Any long-term capital asset other than a residential house
(e.g., land, building, shares, mutual funds).
o The asset must be held for the prescribed period:
= Land or building: more than 24 months
» Other assets: more than 36 months
. Nature of Taxpayer:
o Applicable to individuals and Hindu Undivided Families (HUFs).
3. Reinvestment Requirement:
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o Capital gains must be reinvested in a new residential property in
India:
= Purchase: Within 1 year before or 2 years after the date
of transfer.
= Construction: Within 3 years after the date of transfer.
4. Ownership Conditions:
Taxpayer must not own more than one residential house on the
date of transfer of the original asset.
New residential house should be owned solely by the taxpayer
or jointly in accordance with the law.
5. Extent of Exemption:
o Exemption is proportional to the amount of net consideration

invested in the new house.

2. Computation of Exemption

The exempted capital gains under Section 54F are calculated as:

Exempted LTCG=LTCG from sale of assetxCost of new residential propert

y/Net Sale Consideration of original asset

Cost of new residential property
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Where:

Net Sale Consideration: Sale price of original asset minus expenses
on transfer
Exemption is full or partial depending on the proportion of

reinvestment.

. Example 1: Full Reinvestment

Sale Price of non-residential land: ¥50,00,000

Expenses on Transfer: 1,00,000

Indexed Cost of Acquisition: ¥30,00,000

LTCG: ¥50,00,000 - 31,00,000 - 330,00,000 = 319,00,000

Cost of new residential house purchased: 349,00,000 (entire net

consideration reinvested)

Exemption under Section 54F: 319,00,000 (entire LTCQG)

Taxable LTCG: Nil

4. Example 2: Partial Reinvestment

« Sale Price of non-residential land: 60,00,000

« Expenses on Transfer: 32,00,000
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Indexed Cost of Acquisition: $35,00,000
LTCG: 360,00,000 - 32,00,000 - ¥35,00,000 = 323,00,000
Cost of new residential house purchased: 320,00,000

Net Sale Consideration: 60,00,000 - 2,00,000 = %58,00,000

Exemption under Section 54F:

Exemption under Section 54F — Calculation

Given:

« Long Term Capital Gain (LTCG) =323,00,000

« Amount invested in new residential house = 320,00,000

« Net consideration received = 358,00,000

Step 1: Calculate Exemption under Section 54F

Formula:

Exemption= LTCGx Amount Invested/Net Consideration

= 23,00,000 x20,00,000/58,00,000= 23,00,000 \times

= 23,00,000 x0.344827
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=37,93,103

Step 2: Calculate Taxable LTCG

Taxable LTCG=Total LTCG-Exemption

=23,00,000-7,93,103

=315,06,897

5. Special Provisions

1. Time Limits:
o Purchase: Within 1 year before or 2 years after transfer

o Construction: Within 3 years after transfer

2. Capital Gains Account Scheme (CGAS):

o If funds are not immediately used to purchase or construct the
new house, they can be deposited in CGAS to claim exemption.
3. Joint Ownership:
o Exemption is allowed proportionate to the taxpayer’s share in
the new property if jointly owned.

4. One Residential House Rule:
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o If the taxpayer owns more than one house (other than the new

house), exemption is not allowed.

6. Key Benefits

- Provides tax relief on LTCG from sale of non-residential assets.
+ Encourages investment in residential housing.
- Facilitates financial planning and legal deferral of tax while acquiring

a new home.

6. Exemption under Section 54GA

Section 54GA of the Income Tax Act, 1961, provides relief from long-term
capital gains (LTCG) tax arising from the transfer of a business asset if the
gains are reinvested in a new business unit in a Special Economic Zone

(SEZ). This section encourages businesses to relocate or expand operations

in SEZs, promoting industrial growth, employment generation, and economic

development while allowing taxpayers to defer or exempt LTCG tax.

1. Eligibility Criteria

To claim exemption under Section 54GA, the following conditions must be

satisfied:
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1. Type of Asset Transferred:
o The asset must be a long-term capital asset used for business
purposes, such as land, building, or machinery.
o Asset must be owned by the taxpayer and used in the business
for at least 3 years prior to transfer.
2. Nature of Taxpayer:
o Applicable to individuals, HUFs, companies, and firms.
3. Reinvestment Requirement:
o LTCG must be reinvested in a new business asset in a
Special Economic Zone (SEZ).
o The new asset must be used for similar business purposes.
4. Time Limit for Reinvestment:
o Investment must be made within 1 year before or 3 years after
the date of transfer of the original business asset.
5. Extent of Exemption:
o Exemption is limited to the amount of capital gains

reinvested in the new business asset.

2. Computation of Exemption

The exempted capital gains under Section 54GA can be computed as:
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Exempted LTCG=min(LTCG from transfer of business asset,Cost of new b

usiness asset in SEZ)

If the cost of new SEZ asset 2 LTCG, the entire gain is exempted.

- If the cost is less than LTCG, only the reinvested portion is exempt;

the balance becomes taxable.

. Example 1: Partial Reinvestment

Sale Price of old factory land: 31,50,00,000
Indexed Cost of Acquisition: ¥1,00,00,000
LTCG: 350,00,000

Investment in SEZ unit: $35,00,000

Exemption under Section 54GA: 335,00,000

Taxable LTCG: ¥50,00,000 - ¥35,00,000 = ¥15,00,000

4. Example 2: Full Reinvestment

« Sale Price of old machinery: 360,00,000
« Indexed Cost of Acquisition: 340,00,000

« LTCG:%20,00,000
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« Investment in new SEZ unit: 25,00,000

Exemption under Section 54GA: 320,00,000 (entire LTCQG)

Taxable LTCG: Nil

5. Special Provisions

1. Business Continuity Requirement:

o The new asset must be used for similar business activities within
the SEZ.

2. Time Limits and CGAS:

o If reinvestment is not immediately possible, proceeds can be
deposited in the Capital Gains Account Scheme (CGAS) to claim
exemption.

3. Multiple Assets:
o LTCG from multiple business assets can be combined, but each

asset must comply with Section 54GA conditions.

6. Key Benefits

« Reduces tax liability on LTCG from transfer of business assets.

« Encourages relocation or expansion of business in SEZs, fostering

industrial growth.
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Allows businesses to upgrade or acquire new assets without
immediate tax burden.
Supports government objectives of economic development and

employment generation.

Key Points about Capital Gains Exemptions

1. Exemptions apply only to long-term capital gains unless explicitly
stated.
. Investment timelines are strictly enforced to claim exemptions.
. Taxpayers must maintain proof of reinvestment (sale deed, bond

certificates, etc.).

. Exemptions reduce immediate tax liability but encourage productive

reinvestment in residential, agricultural, industrial, or government-

specified assets.

Short Numerical Problems:

1. Q: Mr. A sold a residential house for 340,00,000. The cost of
acquisition was 325,00,000. Brokerage paid was 350,000. Compute

short-term or long-term capital gain if the house was purchased 2.5
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years ago.

A:

Holding period > 24 months — Long-Term Capital Asset

LTCG =40,00,000 — (25,00,000 + 50,000) = ¥14,50,000

. Q: Compute STCG: Mr. B bought listed shares for 31,50,000 and sold

after 10 months for 31,80,000. Brokerage = 35,000.

A:

Holding period <12 months — Short-Term Capital Asset

STCG = 1,80,000 — (1,50,000 + 5,000) = 325,000

. Q: Mr. C sold a plot of land for 350,00,000. Purchase price =
330,00,000. Expenses on transfer = 32,00,000. Land held 3 years.

Compute LTCG.

A:

Holding > 24 months — LTCG

LTCG = 50,00,000 - (30,00,000 + 2,00,000) = ¥18,00,000
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4. Q: Mr. D sold an agricultural land for ¥20,00,000. Cost = 312,00,000.

Reinvested in new agricultural land. Exemption under which section?

A: Section 54B. LTCG exempted = 320,00,000 - 12,00,000 =

38,00,000

. Q: Mr. E sold residential property for 360,00,000. LTCG =320,00,000.
He purchased a new house for 18,00,000. Compute exempted gain

under Section 54.

A:

Exempted Gain = min(LTCG, cost of new house) = min(20,00,000,

18,00,000) = %18,00,000

« Taxable LTCG =320,00,000 - 18,00,000 = %¥2,00,000

Detailed Computation

1. Q: Mr. F sold a commercial property for 31,20,00,000 in 2025.

Purchase price in 2010 = 350,00,000. Cost of improvement =
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310,00,000. Cll 2010 = 167, Cll 2025 = 348. Expenses on transfer =

32,00,000. Compute LTCG.

A:

Indexed Cost of Acquisition = 50,00,000 x 348 + 167 = 31,04,07,185
Indexed Cost of Improvement = 10,00,000 x 348 + 167 = 320,83,233

LTCG = 1,20,00,000 - (1,04,07,185 + 20,83,233 + 2,00,000)

=1,20,00,000 — 1,26,90,418 — Negative — No LTCG (loss)

. Q: Mr. G sold land for X70,00,000. Purchased in 2015 for ¥30,00,000.
Expenses on sale =31,00,000. Reinvested 350,00,000 in NHAI bonds.

Compute taxable LTCG.

A:

LTCG =70,00,000 - (30,00,000 + 1,00,000) = 39,00,000
Invested in NHAI bonds 350,00,000 — Exemption = 339,00,000

Taxable LTCG =30
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3. Q: Mr. H sold land used for business purposes for 1,00,00,000. LTCG
= %30,00,000. He purchased new land in SEZ for 325,00,000 within

one year. Compute exempted gain under Section 54GA.

A:

Exempted LTCG = 325,00,000

Taxable LTCG = 30,00,000 — 25,00,000 = %5,00,000

. Q: Mr. | sold long-term asset (not residential) for ¥80,00,000. Cost =

¥50,00,000. Invested 360,000,000 in residential property. Compute

exempted LTCG under Section 54F.

A:

LTCG = 80,00,000 - 50,00,000 = 330,00,000
Invested 360,00,000 > LTCG — Exemption = 330,00,000 — Taxable

LTCG =30
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5. Q: Mr. J sold agricultural land for 325,00,000. Cost = 315,00,000.
Reinvested 320,00,000 in new agricultural land. Compute exempted

gain.

A:

LTCG = 25,00,000 - 15,00,000 =310,00,000

Reinvestment =2 LTCG — Exempted =%10,00,000

Multi-Step Sums

1. Q: Mr. K sold his residential house in 2025 for 31,00,00,000. Purchase
price in 2010 = 340,00,000. Improvement cost in 2012 = 310,00,000.
Cll 2010 = 167, Cll 2025 = 348. Expenses on sale = 32,00,000. He
purchased a new house for 350,00,000 in 2026. Compute:

a) Indexed cost of acquisition and improvement

b) LTCG

C) Exempted gain Section 54

d) Taxable LTCG
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A:
a) Indexed Cost of Acquisition = 40,00,000 x 348 + 167 = 383,35,329

Indexed Cost of Improvement = 10,00,000 x 348 + 167 = 320,83,233

b) LTCG = 1,00,00,000 — (83,35,329 + 20,83,233 + 2,00,000) = —6,18,562

— No LTCG, actually a loss

c) Exemption under 54 = LTCG =0

d) Taxable LTCG =0

2. Q: Mr. L sold land used for business for ¥90,00,000. Purchase price =

$50,00,000. Expenses on sale = 31,00,000. Reinvested 340,00,000 in
SEZ land and ¥30,00,000 in NHAI bonds. Compute LTCG, exemptions

under Sections 54GA and 54EC, and taxable gain.

LTCG = 90,00,000 — 50,00,000 — 1,00,000 = %39,00,000
Exemption under 54GA = 340,00,000 — limited to LTCG =339,00,000

(entire gain exempted)
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« Exemption under 54EC not applicable (already covered in 54GA)

. Taxable LTCG =30

3. Q: Mr. M sold residential property for X75,00,000. Purchase price =
¥50,00,000. Brokerage = 31,00,000. He purchased a new house for

330,00,000. Compute:

a) LTCG

b) Exemption Section 54

c) Taxable gain

LTCG = 75,00,000 — (50,00,000 + 1,00,000) = 24,00,000
Exemption under 54 = min(LTCG, cost of new house) = min(24,00,000,
30,00,000) = 24,00,000

« Taxable LTCG = 24,00,000 —24,00,000=0
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4. Q: Mr. N sold agricultural land for ¥35,00,000. Cost = 320,00,000.

Reinvested 330,00,000 in new agricultural land. Compute exempted

gain under Section 54B and taxable gain.

LTCG = 35,00,000 - 20,00,000 = 15,00,000
Reinvestment =2 LTCG — Exempted = 15,00,000

Taxable LTCG =0

. Q: Mr. O sold land used for industrial purposes for 31,20,00,000.

Purchase price = X70,00,000. Expenses on sale = 32,00,000.
Reinvested 340,00,000 in SEZ land and 350,00,000 in NHAI bonds.

Compute:

LTCG
Exemptions under Sections 54GA and 54EC

Taxable gain
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LTCG = 1,20,00,000 — 70,00,000 — 2,00,000 = 48,00,000

Exemption 54GA = 40,00,000

Remaining LTCG = 48,00,000 — 40,00,000 = 8,00,000

Exemption 54EC = 8,00,000 (max allowed <50 lakh) — Entire 8,00,000

exempted

Taxable LTCG =0
Complex Sums
1. Sale of Residential Property and Reinvestment under Section 54

Q: Mr. A sold his long-term residential house in 2025 for 31,50,00,000.

Purchase price in 2010 = 360,00,000
Improvement cost in 2012 =320,00,000
Expenses on transfer = 32,00,000

CII 2010 = 167, CIl 2025 = 348

He purchased a new residential house for 380,00,000 in 2026. Compute:

a) Indexed cost of acquisition and improvement

b) LTCG
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C) Exempted gain under Section 54

d) Taxable LTCG

Solution:

a) Indexed Cost of Acquisition = 60,00,000 x 348 + 167 = 31,24,91,616

Indexed Cost of Improvement = 20,00,000 x 348 + 167 = 341,63,872

b) LTCG = Full Value of Consideration — (Indexed Cost of Acquisition +
Indexed Cost of Improvement + Expenses)

= 1,50,00,000 - (1,2491616 + 4163,872 + 2,00,000)

=1,50,00,000 - 1,68,55,488 — LTCG = -18,55,488 (loss)

c) Exemption under Section 54 = Nil (no gain)

d) Taxable LTCG = Nil

2. Sale of Agricultural Land under Section 54B

Q: Mr. B sold agricultural land for ¥60,00,000. Purchase price = 340,00,000.
Expenses on transfer = %1,00,000. He reinvested 350,00,000 in new

agricultural land within 2 years. Compute:
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« LTCG
- Exemption under Section 54B

« Taxable LTCG

Solution:

- LTCG =60,00,000 —-40,00,000 — 1,00,000 = %19,00,000
« Exemption under 54B = 319,00,000 (reinvestment = gain)

« Taxable LTCG =0

3. Sale of Business Land under Section 54GA

Q: Mr. C sold land used for business for 90,00,000. Purchase price =

¥50,00,000. Expenses = 32,00,000. He purchased land in SEZ for

360,00,000 within one year. Compute LTCG and exemptions.

Solution:

« LTCG =90,00,000 - 50,00,000 —-2,00,000 = %¥38,00,000

« Exemption under 54GA = min(LTCG, amount reinvested) =

min(38,00,000, 60,00,000) = ¥38,00,000
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« Taxable LTCG =0

4. Investment in NHAI/REC Bonds (Section 54EC)

Q: Mr. D sold property for 31,20,00,000. Purchase price = 380,00,000.
Expenses on transfer = 32,00,000. LTCG = %38,00,000. He invested

335,00,000 in NHAI bonds. Compute exempted and taxable gain.

Solution:

LTCG =1,20,00,000 - 80,00,000 — 2,00,000 = ¥38,00,000

Exemption under 54EC = min(LTCG, investment in bonds) =

335,00,000

Taxable LTCG = 38,00,000 — 35,00,000 = %3,00,000

5. Sale of Non-Residential Asset under Section 54F

Q: Mr. E sold land (non-residential) for 31,00,00,000. Purchase price =
360,00,000. Expenses = 32,00,000. Reinvested 350,00,000 in residential

house. Compute:
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« LTCG
« Exemption under 54F

« Taxable LTCG

Solution:

« LTCG =1,00,00,000-60,00,000 - 2,00,000 =338,00,000
« Exemption under 54F = min(LTCG, amount invested) = 338,00,000

« Taxable LTCG =0

6. Mixed Exemptions: 54GA + 54EC

Q: Mr. F sold industrial land for 32,00,00,000. Purchase price =
31,50,00,000. Expenses = 35,00,000. LTCG = %45,00,000. He invested

¥35,00,000 in SEZ land (54GA) and %10,00,000 in NHAI bonds (54EC).

Compute exemptions and taxable gain.

Solution:

« LTCG =2,00,00,000 - 1,50,00,000 — 5,00,000 = 345,00,000

« Exemption 54GA = 335,00,000
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« Remaining gain = 45,00,000 — 35,00,000 = 310,00,000 — Exemption
54EC =310,00,000

« Taxable LTCG =0

7. Sale of Residential House: Partial Reinvestment

Q: LTCG from residential house = 350,00,000. Reinvested in new house =

330,00,000. Compute exempted gain under Section 54 and taxable gain.

Solution:

« Exempted Gain = min(LTCG, cost of new house) = 330,00,000

- Taxable LTCG = 50,00,000 - 30,00,000 = %¥20,00,000

8. Sale of Agricultural Land: Partial Reinvestment

Q: LTCG from agricultural land 315,00,000. Reinvestment in new

agricultural land = 310,00,000. Compute exempted gain (54B) and taxable

LTCG.
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Solution:

« Exempted Gain =310,00,000 (reinvestment < gain)

- Taxable LTCG = 15,00,000 - 10,00,000 = ¥5,00,000

9. Sale of Business Property: Indexation + SEZ Investment

Q: Land used in business sold for 31,00,00,000. Purchase price 2010 =
360,00,000. Expenses = 32,00,000. Cll 2010 = 167, 2025 = 348. Reinvested

340,00,000 in SEZ land. Compute LTCG and exemption under 54GA.

Solution:

+ Indexed cost = 60,00,000 x 348 + 167 =31,24,91,616

« LTCG =1,00,00,000 — 1,24,91,616 — 2,00,000 — Loss — No gain,

exemption =0

10. Sale of Property with Improvement Costs
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Q: Residential property sold for ¥90,00,000. Purchase price = 350,00,000.
Improvement = 310,00,000. Expenses = %1,00,000. Reinvested 340,00,000

in new house. Compute LTCG, exemption, taxable gain.

Solution:

« LTCG =90,00,000 - 50,00,000 - 10,00,000 - 1,00,000 =329,00,000
- Exemption under 54 = min(29,00,000, 40,00,000) = 329,00,000

« Taxable LTCG =0

11. Sale of Industrial Land: Combined Exemptions

Q: Industrial land sold for 1,50,00,000. Purchase price = 31,00,00,000.

Expenses = 32,00,000. LTCG = 348,00,000. Reinvested 330,00,000 in SEZ

land and ¥15,00,000 in REC bonds. Compute exemptions and taxable gain.

Solution:

« 54GA =330,00,000
« Remaining LTCG = 48,00,000 —- 30,00,000 = 18,00,000

- 54EC =315,00,000
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« Taxable LTCG = 18,00,000 — 15,00,000 = %3,00,000

12. Sale of Land with Partial Reinvestment in NHAI Bonds

Q: LTCG = 40,00,000. Reinvested 325,00,000 in NHAI bonds (54EC).

Compute exempted and taxable LTCG.

Solution:

« Exemption =325,00,000

« Taxable LTCG =40,00,000 —25,00,000 = %¥15,00,000

13. Sale of Residential House with Multiple Expenses

Q: Sale proceeds =370,00,000, Purchase price = 340,00,000, Improvement

= %5,00,000, Expenses = 32,00,000. New house cost = 330,00,000.

Compute LTCG, exemption (54), taxable gain.

Solution:

« LTCG =70,00,000 - (40,00,000 + 5,00,000 + 2,00,000) = ¥23,00,000
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« Exemption = min(LTCG, new house cost) = 323,00,000

« Taxable LTCG =0

14. Sale of Agricultural Land: Full Exemption

Q: LTCG = %12,00,000. Full reinvestment in new agricultural land

312,00,000. Compute exempted gain (54B) and taxable LTCG.

Solution:

« Exempted Gain =312,00,000

« Taxable LTCG =0

15. Sale of Non-Residential Asset under Section 54F

Q: LTCG =7350,00,000. Amount invested in residential house = 335,00,000.

Compute exemption and taxable gain.

Solution:

« Exemption under 54F =335,00,000
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« Taxable LTCG =50,00,000 — 35,00,000 =315,00,000

Capital Gains Exemptions

1. Section 54 — Residential House

Q: Mr. A sold his long-term residential house for 380,00,000.

« Purchase price = 350,00,000
« Expenses on transfer = 31,00,000
« He purchased a new residential house for ¥40,00,000 within two years.

Compute:
a)
b) Exemption

c) Taxable LTCG

Solution:

LTCG = 80,00,000 —- 50,00,000 - 1,00,000 = ¥29,00,000

Exemption under 54 = min(LTCG, cost of new house) = min(29,00,000,

40,00,000) =329,00,000

Taxable LTCG = 29,00,000 — 29,00,000 =30
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2. Section 54B — Agricultural Land

Q: Mr. B sold agricultural land for 360,00,000.

Cost of acquisition = 340,00,000
Expenses on sale = 31,00,000
He reinvested 345,00,000 in new agricultural land within 2 years.

Compute exempted gain.

Solution:

« LTCG =60,00,000-40,00,000 - 1,00,000 =319,00,000
« Reinvestment 2 LTCG — Exemption = 319,00,000

« Taxable gain=0

3. Section 54D — Compulsory Acquisition

Q: Mr. C’s industrial building was compulsorily acquired by the government

for 31,00,00,000.
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Purchase price =X70,00,000
Expenses =32,00,000
He purchased new industrial property within 3 years for 328,00,000.

Compute exemption under Section 54D.

Solution:

« LTCG =1,00,00,000 - 70,00,000 —2,00,000 =3%28,00,000
« Exemption under 54D = min(LTCG, cost of new property) =328,00,000

« Taxable LTCG =0

4. Section 54EC - Investment in Bonds

Q: LTCG from property sale = 350,00,000. Mr. D invests 340,00,000 in NHAI

bonds within six months. Compute exempted and taxable gain.

Solution:

- Exempted gain = min(LTCG, investment in bonds) = 340,00,000

« Taxable LTCG = 50,00,000 —40,00,000 =%10,00,000
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5. Section 54F — Non-Residential Asset

Q: Mr. E sold a piece of land (non-residential) for 31,20,00,000.

Purchase price = 380,00,000

Expenses =32,00,000

LTCG = 1,20,00,000 - 80,00,000 - 2,00,000 = %38,00,000

He invested 330,00,000 in a new residential house. Compute

exemption under Section 54F.

Solution:

« Exempted gain = min(LTCG, cost of new house) = 330,00,000

- Taxable LTCG = 38,00,000 — 30,00,000 = %8,00,000

6. Section 54GA - SEZ Reinvestment

Q: LTCG from industrial land sale = 360,00,000. Mr. F purchased new land

in SEZ for 350,00,000 within 1 year. Compute exemption under Section

S54GA.
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Solution:

« Exempted gain = min(LTCG, amount reinvested) = min(60,00,000,

50,00,000) = %50,00,000

« Taxable LTCG =60,00,000 - 50,00,000 =%10,00,000

7. Section 54 + Partial Reinvestment

Q: LTCG from residential property = ¥35,00,000. Reinvestment in new house

= 325,00,000. Compute exempted and taxable gain.

Solution:

- Exempted gain = min(LTCG, investment) = 325,00,000

« Taxable LTCG = 35,00,000 —25,00,000 = %10,00,000

8. Section 54EC + Full Exemption

Q: LTCG = %30,00,000. Mr. G invests 330,00,000 in REC bonds. Compute

exempted and taxable gain.
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Solution:

- Exempted gain = 330,00,000

- Taxable gain=0

9. Section 54B + Partial Reinvestment

Q: LTCG from agricultural land = 312,00,000. Reinvestment in new land =

38,00,000. Compute exemption and taxable gain.

Solution:

- Exempted gain = 38,00,000

« Taxable LTCG = 12,00,000 - 8,00,000 =34,00,000

10. Section 54F + Partial Reinvestment

Q: LTCG from sale of land (non-residential) = ¥50,00,000. Investment in new

house = 335,00,000. Compute exempted and taxable gain.

Solution:

« Exemption = min(LTCG, investment) = 335,00,000
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« Taxable LTCG =50,00,000 — 35,00,000 =315,00,000

. UNIT I — Capital Gains

Zz
B

Question

Define capital asset.

What is transfer of a capital asset?

Differentiate between short-term and long-term capital gains.
State the exemptions available under Section 54 and 54F.
List the exemptions available under capital gains.

Explain the concept and types of capital gains.

Describe the provisions relating to transfer of capital assets under the
Income Tax Act.

o N N kW N~

Explain the computation of capital gains.

Discuss the exemptions available under Sections 54, 54B, 54D, 54EC,
54F and 54GA.

10 Compute capital gains from a given problem.

Unit Il Income from Other Sources & Clubbing of Income
Charge ability-Computation of Income from Other Sources- Deductions

Allowed -Clubbing of Income-Concept

Income from Other Sources and Clubbing of Income

1. Introduction
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In the framework of Income Tax Law in India, the computation of total income
is divided into five major heads: (i) Income from Salary, (ii) Income from
House Property, (iii) Profits and Gains of Business or Profession, (iv) Capital
Gains, and (v) Income from Other Sources. Among these, Income from Other
Sources serves as a residual category to capture incomes not specifically
chargeable under the first four heads. The purpose of this head is to ensure
that all incomes accruing to an individual are subject to tax, even if they do

not fit into standard classifications.

On the other hand, clubbing of income refers to the inclusion of another
person’s income in the taxpayer’s total income under specific circumstances
defined by the Income Tax Act, 1961. This concept ensures that individuals
cannot evade taxation by transferring assets or incomes to others, such as

family members, to reduce their tax liability.

2. Concept and Definition of Income from Other Sources

Income from Other Sources is defined under Section 56 of the Income Tax

Act, 1961, which states that any income that is not chargeable under the

heads of Salary, House Property, Business or Profession, or Capital Gains

shall be treated as income from other sources. It is often referred to as the
residual head of income, ensuring comprehensive taxation.
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Key Characteristics:

1. Residual nature — It includes all incomes not specifically taxed under
other heads.

2. Periodic or non-periodic — Income may accrue regularly (e.g.,
interest) or occasionally (e.g., winning from lottery).

3. Taxable under the head — All incomes under this category are

generally taxable at normal rates, subject to exemptions or deductions

under the Income Tax Act.

3. Examples of Income from Other Sources

Income from Other Sources is varied and covers multiple forms of income.

Some common examples include:

1. Interest Income — Interest on savings accounts, fixed deposits,
recurring deposits, or bonds.

2. Dividend Income — Dividends received from domestic companies and
mutual funds. Dividends from domestic companies are now taxable in
the hands of the shareholder as per the Finance Act, 2020.

3. Gifts and Sum Received — Certain gifts received from non-relatives

above Rs. 50,000 during a financial year.
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4. Winning from Lotteries, Crossword Puzzles, Horse Races, and
Gambling — This is fully taxable under Section 115BB.

. Rental Income from Machinery or Plant Not Used in Business — If
the asset is not employed for business purposes, the rental income is
treated under this head.

. Interest on Securities — Interest on government securities,
debentures, and corporate bonds.

. Family Pension — Pension received by a family member in case of the

death of a government employee or an employee of a company.

4. Taxability of Income from Other Sources

Income under this head is generally taxable at the normal slab rate
applicable to the taxpayer. However, certain provisions and exemptions are

important:

1. Exemptions —
Agricultural income is exempt from tax but included for rate

purposes.

Certain types of gifts (e.g., received from relatives) are exempt

under Section 56(2).
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o Tax-free bonds or specified securities may yield interest exempt

from tax.

2. Deductions —
o Section 57 allows deductions from income from other sources,

including expenses incurred to earn such income.

o Expenses that are wholly and exclusively for earning the income,

like commission paid to earn dividend income or bank charges
for interest income, can be claimed as deductions.

3. Special Rates for Certain Incomes —
Winning from lotteries or gambling is taxed at a flat rate of 30%
plus surcharge and cess.
Short-term capital gains on listed securities taxed under 15% are

not included here but under capital gains.

5. Computation of Income from Other Sources

The computation follows a simple formula:

Income from Other Sources = Gross Income under this head -

Allowable Deductions under Section 57
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lHlustration:

Mr. A earns the following income in a financial year:

« Interest on FD: Rs. 50,000
« Dividend from Indian Company: Rs. 20,000

« Commission paid to earn dividend: Rs. 2,000

Computation:
Gross Income: 50,000 + 20,000 = Rs. 70,000
Less: Deduction under Section 57 (Commission) = Rs. 2,000

Income from Other Sources = Rs. 68,000

This income is added to the total income of the individual and taxed as per

the applicable income tax slab.

6. Concept of Clubbing of Income

Clubbing of income refers to the inclusion of income in the hands of the
transferor instead of the transferee under certain specific provisions of the
Income Tax Act. The purpose is to prevent tax evasion by diverting income
to other persons, such as spouse or minor child, who may be in a lower tax

bracket.

Key Sections of Clubbing:
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Section 60 — Income of a minor child.
Section 61 — Income of a spouse from transferred assets without
adequate consideration.

Section 62 — Income from assets transferred to a spouse or son’s wife.

Section 64(1)(iii) — Income from assets transferred without

consideration to spouse or children.

. Important Provisions under Clubbing of Income

1. Income of Minor Children (Section 64(1A))
Income earned by a minor child is included in the parent’s total
income.
Exception: Income derived from assets settled by the parent
exclusively for the child, such as gifts received from
grandparents.
If a parent is legally separated, only the income of the minor child
of that parent is clubbed with that parent.

2. Income of Spouse (Section 64(1)(ii))

o Income from assets transferred to a spouse without adequate

consideration is included in the transferor’s total income.
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o Exception: Transfer made before marriage or received as gift
from relatives.
3. Revocable Transfers (Section 64(1)(iv))
o If assets are transferred with the condition that the transferor can
revoke, income is taxable in the hands of transferor.
4. Income from Revocable Trusts and Other Sources
o If a person transfers an asset to a trust in which they have control
or benefit, income arising from that asset may be clubbed with

the transferor’s income.

8. lllustrations of Clubbing of Income

1. Income of Minor Child:
Mr. X transfers Rs. 1,00,000 to his minor child’s bank account, earning
Rs. 10,000 as interest. The Rs. 10,000 is taxable in the hands of Mr.
X, the parent.

. Income of Spouse:
Mr. A gifts shares to his wife without consideration. Dividend earned

from these shares is taxable in the hands of Mr. A, unless the transfer

is exempt under Section 56(2).
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3. Transfer of Income without Consideration:
If a father transfers property to his son and earns rent from it, the

income is taxable in the father’'s hands.

9. Importance and Objectives of Clubbing

1. Prevent Tax Evasion — Clubbing ensures taxpayers cannot shift

income to others in lower tax brackets to save taxes.

2. Maintain Fair Taxation — Ensures equitable taxation, particularly in

family setups.

3. Comprehensive Tax Base — It widens the scope of taxable income
and prevents loopholes.

4. Legal Compliance — Acts as a deterrent for informal income transfers

and gifts for tax avoidance purposes.

10. Planning and Legal Exceptions

While clubbing provisions seem restrictive, legal tax planning is possible:

1. Gifts from Relatives — Income earned from gifts received from

specified relatives is exempt from clubbing.
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2. Settlements for Minor Children — If assets are settled by
grandparents or third parties for the child’s welfare, clubbing may not
apply.

3. Marriage Settlements — Income transferred before marriage is not
subject to clubbing.

4. Adequate Consideration — Transfer for fair market value or sale

consideration is exempt from clubbing.

These exceptions ensure that clubbing is targeted primarily at income

transferred to evade tax, not legitimate transfers.

Chargeability of Income Tax

1. Introduction

Chargeability is the legal foundation of income tax. It refers to the condition
under which income earned by a person is subject to tax. The Income Tax
Act, 1961 does not tax all income automatically; only income “chargeable to

tax” under the law is taxable.

The objective of defining chargeability is to:

> Specify the scope of taxation.

> Ensure legal clarity on who is liable to pay tax.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 142 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

> Avoid disputes between taxpayers and the tax authorities.

Chargeability depends on three main factors:

1. Residency — whether the person is resident in India or not.
2. Source of Income — whether the income arises in India or elsewhere.
3. Nature of Income — income must fall under one of the five heads of

income defined in the Act.

2. Concept of Chargeability

Under Section 4 of the Income Tax Act, 1961, “Income Tax shall be

charged on the total income of the previous year of every person,” in

accordance with the provisions of the Act.

Key points:

1. Previous Year and Assessment Year — Tax is charged on income
earned in the previous year (financial year), but assessed in the
assessment year (the year following the previous year).

2. Total Income — Income is aggregated under all five heads before

applying exemptions, deductions, and rebates.
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3. Person — Includes individual, Hindu Undivided Family (HUF),
company, firm, association of persons, body of individuals, local

authority, or any other person as defined under Section 2(31).

3. Section-wise Chargeability

1. Section 4(1) — Charge of income-tax
Specifies that income-tax shall be charged for every
assessment year on the total income of the previous year.
Total income is computed under the Heads of Income and

includes incomes subject to clubbing or deemed incomes.

2. Section 4(2) — Special provisions for companies

o Companies are liable to pay income-tax on global income if
resident in India, and on income received or deemed to be
received in India if non-resident.

3. Section 5 — Scope of total income
o Resident individuals: Taxable on global income.
o Non-residents: Taxable only on income received in India or

accrued/arising in India.

4. Person Liable to Pay Tax
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Income Tax is chargeable on the following persons:

. Individuals — All residents and non-residents with taxable income from
Indian sources.

. Hindu Undivided Family (HUF) — Taxed separately from its members.

. Companies — Domestic companies taxed on global income; foreign
companies on India-sourced income.

. Firms and LLPs — Taxed as separate entities.

. Association of Persons (AOP) / Body of Individuals (BOI) — Taxed
on total income.

. Other persons — Local authorities, co-operative societies, and trusts

(as per Sections 11 and 12 for charitable institutions).

5. Chargeability Based on Residency

The residential status of a person determines the scope of chargeability:

1. Resident — Taxable on global income (income earned in India +
income earned outside India).
2. Non-Resident (NR) — Taxable only on income received in India or

accruing/arising in India.
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3. Resident but Not Ordinarily Resident (RNOR) — Special status;

taxed on India-sourced income and certain foreign income.

6. Types of Income Chargeable to Tax

Income chargeable to tax includes:

. Income under Salaries - Wages, pension, gratuity, leave
encashment, allowances.

. Income from House Property — Rent received, less deductions under
Section 24.

. Profits and Gains from Business or Profession — Net profit, income
from freelance services, commission, or trading activities.

. Capital Gains — Gains arising from transfer of capital assets (short-
term or long-term).

. Income from Other Sources — Interest, dividends, gifts exceeding

limits, lottery winnings, etc.

Each head is computed separately and aggregated to form total income.

7. Exempted Income vs Chargeable Income

Not all income is chargeable. Certain incomes are exempt under Sections

10, 11, and 12:
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Agricultural income (Section 10(1)) — Fully exempt, but included for
rate purposes.

Life insurance proceeds (Section 10(10D)) — Tax-free under certain
conditions.

Scholarships, gifts from specified relatives, certain allowances for

employees.

Chargeable income is total income minus exempt income, deductions

(Chapter VI-A), and rebates.

8. Tax Liability and Rate of Tax

Once chargeable income is computed, the tax liability is determined based

on:

1. Individual rates — Progressive slabs (e.g., 0% to 30%).
2. Corporate rates — Flat rates based on domestic or foreign companies.
3. Special rates — Capital gains, lottery winnings, dividends (post-2020

amendments).

Tax is computed annually, and advance tax, TDS, or self-assessment tax is

paid accordingly.

9. Important Provisions Affecting Chargeability
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1. Clubbing of Income — Ensures that transferred income or minor
child’s income is charged in the hands of the transferor.

2. Deemed Income — Section 41, Section 56: Certain incomes are
deemed to have accrued and are taxable, even if not actually received.

3. Exempt Allowances — HRA, LTA, and travel allowances reduce

chargeable income.

10. lllustrations

1. Individual Resident:
Mr. A, a resident, earns:
o Salary: Rs. 6,00,000
o Interest on FD (India): Rs. 50,000

o Dividend from US company: Rs. 20,000

Chargeable income = Salary + Interest + Dividend = Rs. 6,70,000

(Global income is taxed for residents).

2. N o n R
Mr. B, NR, earns:
o Salary from India: Rs. 5,00,000

o Rental income from US property: Rs. 2,00,000
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Chargeable income in India = Rs. 5,00,000 only (India-sourced

income).

Computation of Income from Other Sources

1. Introduction

Income from Other Sources is the residual head of income under the

Income Tax Act, 1961. It captures all incomes that do not fall under the first

four heads: Salary, House Property, Business or Profession, and Capital

Gains.

Computation of income from other sources is essential because:

1. It ensures all forms of income are taxed.
2. It provides clarity on allowable deductions.

3. It ensures compliance with the Income Tax Act.

Section 56 and Section 57 of the Act govern the taxation and deductions for

this head of income.

2. Step-by-Step Computation

The computation generally follows three steps:
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Step 1: Identify Gross Income

Gross income under this head includes all receipts not falling under other

heads. Common items include:

. Interest Income — From savings accounts, fixed deposits (FDs),
recurring deposits (RDs), bonds, and securities.

. Dividends — Dividends from domestic or foreign companies, mutual
funds.

. Gifts — Gifts exceeding Rs. 50,000 from non-relatives.

. Family Pension — Receipts after the death of a family member.

. Lottery/Gambling/Contests — Winnings from lotteries, horse races,
or other games of chance.

. Rental income from machinery or plant not used in business — If
the asset is not employed in business, the rent is taxable under this

head.

lllustration of Gross Income

Source Amount (Rs.)

Interest on FD 50,000
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Source Amount (Rs.)

Dividend from Indian company 20,000

Family pension 15,000

Lottery winnings 10,000

Total Gross Income 95,000

Step 2: Deduct Allowable Expenses (Section 57)

Section 57 of the Income Tax Act allows deductions wholly and exclusively

incurred for earning income from other sources. Typical deductions include:

1. Commission paid to earn dividend income.
2. Interest paid to earn interest income.

3. Expenses relating to rent collection from property not used in business.

lHlustration:

« Commission paid to earn dividend: Rs. 2,000

« Interest paid on loan for FD: Rs. 3,000
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Total allowable deduction = Rs. 5,000

Step 3: Compute Net Income

Net income under this head is:

Income from Other Sources = Gross Income — Allowable Deductions

From the above example:

« Gross Income: Rs. 95,000

« Deductions: Rs. 5,000

Income from Other Sources = Rs. 90,000

This amount is then included in the total income of the taxpayer and taxed

at normal slab rates, except for certain incomes with special rates (e.g.,

lottery winnings taxed at 30%).

3. Special Considerations

1. Lottery, Crossword Puzzles, Horse Races, and Gambling
o Fully taxable under Section 115BB.
o No deduction allowed except TDS if applicable.

o Taxed at a flat 30% plus surcharge and cess.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 152 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

2. Dividend Income
Dividends from domestic companies are taxable in the hands of
the shareholder after Finance Act 2020.
Dividend income received from mutual funds may have TDS
applicable if exceeding the threshold.
3. Gifts
o Gifts received from relatives are exempt.
o Gifts from non-relatives exceeding Rs. 50,000 are taxable.
4. Family Pension
o Deduction under Section 57 (iia): Minimum of Rs. 15,000 or
one-third of pension is allowed.

5. Interest on Securities

o If earned from government securities, some may be exempt

under Section 10(15) depending on the type of security.

4. lllustrative Examples

Example 1: Individual with Multiple Sources

Mr. X, a resident individual, earns the following in a financial year:
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Interest on Savings Account: Rs. 10,000
Interest on FD: Rs. 40,000

Dividend from Indian company: Rs. 15,000
Lottery winnings: Rs. 20,000

Commission paid to earn dividend: Rs. 1,500

Interest on loan for FD: Rs. 2,000

Step 1: Compute Gross Income

Gross Income = 10,000 + 40,000 + 15,000 + 20,000 = Rs. 85,000

Step 2: Deduct Expenses

Allowable Deduction = 1,500 + 2,000 = Rs. 3,500

Step 3: Compute Net Income

Income from Other Sources = 85,000 — 3,500 = Rs. 81,500

Tax Treatment:

« Lottery winnings (Rs. 20,000) taxed at 30%

« Remaining income (Rs. 61,500) taxed at normal slab rate
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Example 2: Family Pension Deduction

Mrs. Y receives family pension of Rs. 18,000 after the death of her husband.

« Deduction under Section 57(iia) = lower of Rs. 15,000 or 1/3rd of
pension = 1/3 x 18,000 = Rs. 6,000

« Taxable Family Pension = 18,000 — 6,000 = Rs. 12,000

5. Steps to Include in Total Income

1. Compute income under Other Sources separately.
2. Add it to income under Salary, House Property, Business, and

Capital Gains.

3. Apply deductions under Chapter VI-A (like Section 80C, 80D).

4. Apply rebates and TDS to arrive at total tax liability.

lllustration of Total Income Computation

Head of Income Amount (Rs.)

Salary 6,00,000
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Head of Income Amount (Rs.)

House Property (Net Rent) 50,000

Business Income 2,00,000

Capital Gains 1,00,000

Income from Other Sources|[90,000

Total Income 10,40,000

6. Practical Tips for Computation

. Maintain accurate records of all income, including bank interest
certificates, dividend statements, and gift receipts.

. Claim only allowable deductions under Section 57.

. Separate special rate income (lottery, gambling) for correct tax

computation.
. Include family pension with deduction carefully.

. Use TDS certificates to adjust tax already paid.
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Numerical Problems: Income from Other Sources & Clubbing of

Income

Section A: Short Problems — Quick Computation

Q1: Mr. A earns Rs. 50,000 as interest from a savings bank account and Rs.
20,000 as dividend from an Indian company. He pays Rs. 2,000 as

commission to earn dividend. Compute his Income from Other Sources.

Answer:
Gross Income = 50,000
Less: Deduction

Income from Other Sources = Rs. 68,000

Q2: Mrs. B receives family pension of Rs. 12,000. Compute taxable amount

assuming deduction under Section 57(iia).

Answer:
Deduction = Lower of Rs. 15000 or 1/3 of 12,000 = 4,000

Taxable Family Pension = 12,000 — 4,000 = Rs. 8,000
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Q3: Mr. C wins a lottery of Rs. 30,000. Compute taxable income.

Answer:
Lottery income fully taxable at 30% plus cess.

Income from Other Sources = Rs. 30,000

Q4: Mr. D earns Rs. 40,000 interest on FD and pays Rs. 5,000 interest on

loan for FD. Compute Income from Other Sources.

Answer:

Income = 40,000 — 5,000 = Rs. 35,000

Q5: Mrs. E receives Rs. 60,000 as gift from her uncle. Compute taxable

income under Income from Other Sources.

Answer:
Gift from  non-relative exceeding Rs. 50,000 = taxable

Income from Other Sources = Rs. 60,000
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Section B: Medium Problems — Detailed Computation

Q6: Mr. F earns:

Salary: Rs. 4,00,000
FD Interest: Rs. 50,000 (loan interest paid Rs. 5,000)
Dividend: Rs. 10,000 (commission 1,000)

Compute Income from Other Sources and Total Income.

Answer:

Income from Other Sources = (50,000 + 10,000) — (5,000 + 1,000) = Rs.

54,000
Total Income = Salary + Income from Other Sources = 4,00,000 + 54,000 =

Rs. 4,54,000

Q7: Mr. G transfers Rs. 1,00,000 to his wife without consideration. The

income earned by the wife is Rs. 12,000. Compute clubbed income.

Answer:
Income of wife from transferred asset

Taxable in the hands of Mr. G = Rs. 12,000
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Q8: Mr. H’s minor child earns Rs. 15,000 from savings bank interest.

Compute clubbed income if the father is the parent.

Answer:
Income of minor child = 15,000 included in fathers income

Clubbed Income = Rs. 15,000

Q9: Mr. | receives Rs. 20,000 interest on FD, Rs. 10,000 dividend, Rs.
25,000 lottery winnings. Deduct Rs. 2,000 commission on dividend.

Compute Income from Other Sources.

Answer:

Gross 10,000 25,000
Deduction =

Income = 55,000 — 2,000

Note: Lottery winnings taxed separately at 30%

Q10: Mrs. J receives Rs. 18,000 family pension. Compute taxable amount.
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Answer:
Deduction = 1/3 x 18,000 = 6,000 (less than Rs. 15,000)

Taxable = 18,000 — 6,000 = Rs. 12,000

Section C: 20 Marks (Long Problems — Multiple Heads/Comprehensive)

Q11: Mr. K’s income for the year:

Salary: Rs. 5,00,000

House Property Income: Rs. 1,00,000

FD Interest: Rs. 40,000 (loan interest Rs. 5,000)
Dividend: Rs. 10,000 (commission Rs. 1,000)
Lottery winnings: Rs.

Compute Income from Other Sources and Total Income.

Answer:

Income from Other Sources = (40,000 + 10,000 + 20,000) — (5,000 + 1,000)

= Rs. 64,000

Total Income = 5,00,000 + 1,00,000 + 64,000 = Rs. 6,64,000
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Q12: Mr. L transfers property worth Rs. 2,00,000 to his wife without

consideration. The property earns rent of Rs. 24,000. Compute taxable

clubbed income.

Answer:
Income from transferred asset

Taxable in hands of Mr. L = Rs. 24,000

Q13: Mr. M earns:

Savings bank interest: Rs. 12,000
FD Interest: Rs. 50,000
Commission paid: Rs. 2,000
Family pension:

Compute Income from Other Sources.

Answer:
Gross Income = 12,000 + 50,000 + 15000 = 77,000
Deduction = 2,000 + 5,000 (1/3 of pension) = 7,000

Net Income = 77,000 — 7,000 = Rs. 70,000
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Q14: Mrs. N receives Rs. 75,000 as gift from a non-relative. She invests Rs.

50,000 in FD earning 5% interest. Compute taxable income for the year.

Answer:
Gift taxable Rs.
Interest = 50,000 X 5% =

Total Income from Other Sources = 75,000 + 2,500 = Rs. 77,500

Q15: Mr. O’s minor child earns Rs. 18,000. Father receives Rs. 5,00,000

salary. Compute total taxable income including clubbing.

Answer:
Income of minor child

Father’s total income = 5,00,000 + 18,000 = Rs. 5,18,000

: Mr. P earns:

FD Interest: Rs. 60,000
Commission: Rs. 4,000

Lottery winnings: Rs. 25,000
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« Dividend: Rs.

Compute Income from Other Sources.

Answer:
Gross Income = 60,000 + 25000 + 15,000
Deduction =

Income = 1,00,000 — 4,000 = Rs. 96,000

JMCO63

15,000

1,00,000

4,000

Q17: Mr. Q transfers shares worth Rs. 1,50,000 to wife. Dividend earned =

Rs. 12,000. Compute taxable clubbed income.

Answer:
Income of wife from transferred asset

Taxable in hands of Mr. Q = Rs. 12,000

Q18: Mr. R earns:

« FD Interest: Rs. 40,000
« Dividend: Rs. 15,000

- Family Pension: Rs. 18,000
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« Commission: Rs. 3,000

Compute Income from Other Sources.

Answer:
Gross 40,000 + 15,000 + 18,000
Deduction = 3,000 + 6,000 (1/3 pension)

Income from Other Sources = 73,000 — 9,000 = Rs. 64,000

Q19: Mr. S wins horse race Rs. 30,000. FD Interest = Rs. 40,000. Loan

interest for FD = Rs. 5,000. Compute Income from Other Sources.

Answer:

Gross Income

Deduction

Income = 70,000 - 5,000

Note: 30,000 winnings taxed at 30% separately

Q20: Mr. T transfers property to son-in-law without consideration. Rent

earned = Rs. 20,000. Compute clubbed income.
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Answer:
Income from transferred

Taxable in hands of Mr. T = Rs. 20,000

« Summary Table of Sections and Marks

Section|Marks|No. of Sums|Type

8 Short Computation

15 Medium / Detailed

20 Long / Multiple Heads

Deductions Allowed

Deductions Allowed under Income from Other Sources

1. Introduction

Income from Other Sources, as defined under Section 56 of the Income

Tax Act, 1961, includes all residual incomes not covered under Salary,

House Property, Business/Profession, or Capital Gains. While all such
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income is generally taxable, certain expenses incurred to earn this

income are allowed as deductions under Section 57.

The purpose of these deductions is to ensure that only net income earned
is taxed and that expenses wholly and exclusively incurred to earn such

income are accounted for.

2. Legal Basis

Section 57 of the Income Tax Act, 1961, provides for deductions from
Income from Other Sources.

These deductions are wholly and exclusively for earning income
under this head.

Section 57 also specifies special deductions for family pension.

3. General Deductions under Section 57

A. Expenses Wholly and Exclusively for Earning Income

The following are typical deductible expenses:

1. Commission Paid to Earn Dividend or Interest — If you pay
commission to a broker or agent to earn dividend income or interest,

this is allowed.
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o Example: Dividend earned Rs. 10,000, commission paid Rs.
1,000 — Deduction = Rs. 1,000

2. Interest on Borrowed Capital — If you take a loan to invest in an

income-yielding asset (like FD, bonds, or shares), interest on such

loan is allowed.

3. Insurance Premium on Securities — Insurance taken to protect an
investment that yields taxable income.

4. Expenses on Collection of Income — Bank charges, postal charges,

or professional fees related to earning the income.

lHlustration:

« Interest on FD = Rs. 50,000
« Loan interest for FD = Rs. 5,000

« Net Income = 50,000 — 5,000 = Rs. 45,000

B. Family Pension Deduction (Section 57(iia))

Family pension received by a family member after the death of an employee

is allowed a special deduction:

« Lower of:

1. Rs. 15,000 or
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2. One-third of family pension received

Example:

- Family pension = Rs. 18,000
« Deduction = Lower of Rs. 15,000 or 1/3 x 18,000 = Rs. 6,000

« Taxable family pension = 18,000 — 6,000 = Rs. 12,000

4. Non-Allowable Deductions

Expenses not allowed as deductions include:

1. Personal expenses unrelated to income generation.

2. Capital expenditure (e.g., purchase of an FD or shares).

3. Expenses incurred for income that is exempt under Section 10.

5. Examples of Computation with Deductions

Example 1: Basic Computation

Mr. X earns:

« FD Interest: Rs. 50,000
« Dividend: Rs. 10,000

« Commission paid to earn dividend: Rs. 1,000
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« Loan interest for FD: Rs. 2,000

Computation:

Gross Income = 50,000 10,000
Allowable Deduction = 1,000 + 2,000

Income from Other Sources = 60,000 — 3,000 = Rs. 57,000

Example 2: Including Family Pension

Mrs. Y receives:

« Family pension: Rs. 12,000
« FD interest: Rs. 20,000

« Loan interest: Rs. 5,000

Computation:

Deduction on family pension = 1/3 x 12,000

Deduction on FD interest = 5,000

Gross Income 12,000 20,000
Total Deduction = 4,000 + 5,000

Income from Other Sources = 32,000 — 9,000 = Rs. 23,000
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6. Practical Points for Deductions

JMCO63

. Maintain proper bills and records for commission, loan interest, and

expenses.

. Claim family pension deduction carefully to ensure compliance.

. Deductions cannot exceed the income under this head.

. Lottery, gambling, and horse race winnings do not allow deductions.

7. Summary Table of Deductions

Nature of Income

Deduction Allowed

Section

Reference

Interest on FD/Loans

Interest on loan for

earning income

Section 57

Dividend Income

Commission paid to earn

dividend

Section 57

Family Pension

Lower of Rs. 15,000 or

1/3 of pension

Section 57(iia)

Other Income (Insurance, Bank

Wholly and exclusively

Section 57
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Section
Nature of Income Deduction Allowed
Reference

charges, Collection) incurred expenses

Lottery/Gambling None

Numerical Problems: Income from Other Sources & Deductions

Allowed

Section A — 8 Marks (Short Problems — Quick Computation)

Q1: Mr. A earns Rs. 50,000 as interest from savings account and Rs. 20,000
as dividend. Commission paid to earn dividend = Rs. 2,000. Compute

Income from Other Sources.

Answer:
Gross
Deduction

Income from Other Sources = 68,000
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Q2: Mrs. B receives family pension Rs. 12,000. Deduct allowable under

Section 57(iia).

Answer:
Deduction = 1/3 X 12,000

Taxable Family Pension = 12,000 — 4,000 = 8,000

Q3: Mr. C wins a lottery Rs. 25,000. Compute taxable income.

Answer:

Lottery fully taxable — Income from Other Sources = Rs. 25,000

Q4: Mr. D earns FD interest Rs. 40,000. Loan interest paid for FD Rs. 5,000.

Compute taxable income.

Answer: 40,000 — 5,000 = Rs. 35,000

Q5: Mrs. E receives gift Rs. 60,000 from non-relative. Compute taxable

income.
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Answer: Gift > Rs. 50,000 — Taxable = Rs. 60,000

Section B — 15 Marks (Medium Problems — Detailed Computation)

Q6: Mr. F earns:

« FD Interest = Rs. 50,000 (loan interest = Rs. 5,000)
« Dividend = Rs. 10,000 (commission = Rs. 1,000)

« Lottery = Rs. 20,000

Compute Income from Other Sources.

Answer:
Gross 50,000 + 10,000 20,000 80,000
Deduction = 5,000 + 1,000 6,000

Income = 80,000 — 6,000 = 74,000

Q7: Mrs. G receives family pension Rs. 18,000. Compute taxable amount.
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Answer:
Deduction = 1/3

Taxable = 18,000 — 6,000 = 12,000

Q8: Mr. H transfers Rs. 1,00,000 to wife without consideration. Income

earned = Rs. 12,000. Compute clubbed income.

Answer: Taxable in husband’s hands = Rs. 12,000

Q9: Mr. | earns: FD interest = 20,000, Dividend = 10,000, Lottery = 25,000,

Commission on dividend = 2,000. Compute Income from Other Sources.

Answer:
Gross 10,000 25,000 55,000
Deduction = 2,000

Income = 55,000 — 2,000 = 53,000

Q10: Mr. J earns FD interest = 40,000, loan interest = 5,000, Family pension

= 15,000. Compute taxable Income from Other Sources.
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Answer:
Deduction = 5,000 + 1/3 x 15,000 = 5,000 + 5,000 = 10,000
Gross = 40,000 + 15,000 = 55,000

Income = 55,000 — 10,000 = 45,000

Section C —Long Problems — Multiple Heads/Comprehensive

Q11: Mr. K earns:

Salary = Rs. 5,00,000

House Property = Rs. 1,00,000

FD interest = 40,000 (loan interest 5,000)
Dividend = 10,000 (commission 1,000)

Lottery winnings = 20,000

Compute Income from Other Sources and Total Income.

Answer:

Income from Other Sources = (40,000 + 10,000 + 20,000) — (5,000 + 1,000)

= 64,000

Total Income = 5,00,000 + 1,00,000 + 64,000 = Rs. 6,64,000
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Q12: Mrs. L receives family pension 20,000. FD interest = 30,000, Loan

interest = 5,000. Compute Income from Other Sources.

Answer:

Deduction on pension
Deduction on
Gross = 20,000

Income = 50,000 — 11,667 = 38,333

Q13: Mr. M’s minor child earns Rs. 18,000. Father earns salary Rs. 5,00,000.

Compute clubbed income.

Answer: Father’s total income = 5,00,000 + 18,000 = Rs. 5,18,000

Q14: Mr. N earns FD interest = 50,000, dividend = 15,000, commission =

2,000, lottery = 25,000. Compute Income from Other Sources.

Answer:

Gross = 50,000 + 15,000 + 25,000 = 90,000
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Deduction 2,000

Income = 90,000 — 2,000 = 88,000

Q15: Mr. O transfers property to wife without consideration. Rent earned =

24,000. Compute taxable clubbed income.

Answer: Taxable in husband’s hands = Rs. 24,000

Q16: Mrs. P receives gift from non-relative Rs. 80,000. FD interest = 20,000,

loan interest 2,000. Compute Income from Other Sources.

Answer:
Gross 1,00,000
Deduction 2,000

Income = 1,00,000 — 2,000 = 98,000

Q17: Mr. Q earns FD interest = 40,000, family pension = 15,000, commission

=1,000. Compute net Income from Other Sources.
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Answer:
Deduction = 1,000 + 1/3 x 15000 = 1,000 + 5,000 = 6,000
Gross = 40,000 + 15,000 = 55,000

Net Income = 55,000 — 6,000 = 49,000

Q18: Mr. R wins lottery 30,000. FD interest = 40,000. Loan interest = 5,000.

Compute Income from Other Sources.

Answer:

Gross

Deduction

Net Income = 70,000 —

Note: Lottery winnings taxed at 30% separately

Q19: Mr. S’s minor child earns 15,000. FD interest = 25,000 (loan interest

5,000). Compute total Income from Other Sources including clubbing.

Answer:

Minor income 15,000
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FD interest — loan interest = 25,000 - 5,000 = 20,000

Total Income from Other Sources = 15,000 + 20,000 = 35,000

Q20: Mr. T transfers shares to wife without consideration. Dividend earned

= 12,000. Compute taxable clubbed income.

Answer: Taxable in husband’s hands = Rs. 12,000

Clubbing of Income-Concept

1. Introduction

In the Indian Income Tax Act, 1961, the principle of “Clubbing of Income”
is used to prevent tax evasion by transferring income-producing assets
to other persons. Simply put, it ensures that income arising from an asset
transferred to another person is taxed in the hands of the transferor if

certain conditions are met.

The idea is that a person should not escape tax liability by transferring

an income-generating asset to a family member, minor child, or spouse.
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Clubbing provisions make the transferor responsible for tax on the income

from such transferred assets.

2. Legal Basis

The clubbing of income is governed by Sections 60 to 64 of the Income

Tax Act, 1961:

Section 60: Income from revocable transfers (where the transferor
retains the power to revoke the asset).

Section 61: Income from revocable transfer of assets to a spouse.
Section 62: Income from assets transferred for inadequate
consideration.

Section 63: Income from assets transferred to minor children.

Section 64: Income of spouse in certain cases and specific transfers.

These sections specify whose income is clubbed, and under what

circumstances.

3. Objective of Clubbing of Income
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1. Prevent Tax Evasion: Ensures that high-income taxpayers do not
avoid tax by transferring assets to family members in lower tax
brackets.

2. Maintain Equity in Taxation: Taxes income in the hands of the
person who controls or owns the asset effectively.

3. Include Minor Income: Minor children’s income from transferred

assets is taxed in parents’ hands to prevent misuse.

4. Cases Where Clubbing Applies

A. Income of Spouse (Section 64(1)(ii))

- If an individual transfers an asset to a spouse without adequate
consideration, the income from the asset is taxable in the

transferor’s hands.

Example: Mr. A transfers shares worth Rs. 2,00,000 to his wife without

consideration. Dividend received = Rs. 20,000 — Clubbed in Mr. A’s

income.

B. Income of Minor Child (Section 64(1A))
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« Income of a minor child (under 18 years) is clubbed in the parent’s
income.
Exceptions:
1. Income of child with disability.
2. Income earned by child from manual work or skill/ talent.
Example: Minor child earns Rs. 15,000 interest on savings account.

Clubbed in father’s or mother’s income.

C. Transfer of Asset for Inadequate Consideration (Section 56(2)(x))

- Income from an asset transferred for less than adequate
consideration is taxed in the transferor’s hands.
Example: Mr. B transfers property worth Rs. 1,00,000 to friend for Rs.
10,000. Income from property = Rs. 12,000 — Clubbed in Mr. B’s

income.

D. Revocable Transfer (Section 60 & 61)

- If the transferor retains right to revoke the asset, income is taxed in

transferor’s hands, even if income accrues to transferee.
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5. Computation Principles in Clubbing

. Identify income arising from transferred assets.
. Determine if the transfer is revocable or for inadequate
consideration.

. Check if transferee is spouse, minor child, or other person.

. If clubbing applies, include income in transferor’s total income.

. Apply deductions, exemptions, and TDS as usual.

6. lllustrative Examples

Example 1: Transfer to Spouse

Mr. X transfers shares worth Rs. 1,00,000 to wife without

consideration.
Dividend received Rs. 15,000

Computation: Dividend taxable in Mr. X’s hands = Rs. 15,000

Example 2: Minor Child Income
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Minor child earns interest of Rs. 12,000 from bank deposits transferred
by father.
Deduction on child’s income = Not applicable.

Clubbed income in father’'s hands = Rs. 12,000

Example 3: Asset transferred for inadequate consideration

« Property transferred worth Rs. 1,50,000 for Rs. 50,000.
« Rent earned = Rs. 18,000

Computation: Income taxable in transferor’'s hands = Rs. 18,000

7. Key Points to Remember

Aspect Rule

Income from asset transferred without adequate
Spouse Income
consideration is taxed in transferor’s hands

Taxable in parent’s hands (except disabled child

Minor Child Income
or income from manual work/talent)

Revocable Transfer Income taxed in transferor’'s hands

Transfer for Inadequate|lncome taxed in transferor’'s hands
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Aspect Rule

Consideration

Clubbing Purpose Prevent tax evasion and maintain equity

Numerical Problems: Clubbing of Income

Section A — Short Problems — Quick Computation

Q1: Mr. A transfers FD worth Rs. 50,000 to his wife without consideration.

FD interest earned = Rs. 5,000. Compute taxable income.

Answer: Taxable in Mr. A’s hands = Rs. 5,000

Q2: Minor child of Mr. B earns bank interest of Rs. 10,000. Compute clubbed

income in father's hands.

Answer: Clubbed in father’s income = Rs. 10,000

Q3: Mr. C gifts property worth Rs. 1,00,000 to wife. Rent received = Rs.

12,000. Compute taxable income.
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Answer: Clubbed in Mr. C’s hands = Rs. 12,000

Q4: Minor child earns Rs. 8,000 from manual work. Compute clubbed

income.

Answer: Income from manual work is exempt from clubbing — Rs. 0

Q5: Mr. D transfers shares worth Rs. 60,000 to wife for Rs. 10,000. Dividend

received = Rs. 6,000. Compute taxable income.

Answer: Income clubbed in Mr. D’s hands = Rs. 6,000

Section B — Medium Problems — Detailed Computation

Q6: Mr. E transfers property worth Rs. 2,00,000 to his wife without

consideration. Rent earned = Rs. 24,000. Compute clubbed income.

Answer: Taxable in Mr. E’s hands = Rs. 24,000
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Q7: Minor child earns Rs. 15,000 from savings account interest. Father has

salary Rs. 4,00,000. Compute total taxable income including clubbing.

Answer:
Total income = Salary minor child’s income

=4,00,000 + 15,000 = Rs. 4,15,000

Q8: Mr. F transfers shares worth Rs. 1,50,000 to wife. Dividend = Rs. 10,000.

Compute clubbed income.

Answer: Taxable in Mr. F’s hands = Rs. 10,000

Q9: Minor child earns Rs. 12,000 from interest on FD and Rs. 5,000 from

professional work. Compute clubbing in father’s hands.

Answer:
Interest income clubbed = 12,000
Income from professional work = not clubbed = 5,000

Total clubbed = Rs. 12,000
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Q10: Mr. G transfers property worth Rs. 1,00,000 to wife for Rs. 20,000. Rent

= Rs. 12,000. Compute taxable income.

Answer: Income clubbed in Mr. G’s hands = Rs. 12,000

Section C —Long Problems — Comprehensive Computation

Q11: Mr. H transfers property worth Rs. 2,50,000 to wife without
consideration. Rent = Rs. 30,000. Minor child earns bank interest = Rs.

10,000. Compute total clubbed income.

Answer:
Wife’s income clubbed
Minor child’s income clubbed

Total clubbed income = 30,000 + 10,000 = Rs. 40,000

Q12: Mr. | transfers property to wife for Rs. 50,000 (market value 2,00,000).

Rent = Rs. 25,000. Compute taxable income.

Answer: Income from transferred asset = 25,000 — clubbed in Mr. I's hands
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Q13: Minor child earns:

« Interest on FD = 8,000
+ Income from talent
Father’'s salary =

Compute total taxable income including clubbing.

Answer:
Clubbed
Father’s

Total = 4,58,000

JMCO63

5,000

4,50,000

8,000

4,50,000

Q14: Mr. J transfers shares to wife without consideration. Dividend = 12,000.

Minor child earns Rs. 15,000 from FD. Compute clubbed income.

Answer:
Wife’s dividend clubbed
Minor child income clubbed

Total clubbed = Rs. 27,000
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Q15: Mr. K transfers FD worth 1,00,000 to wife for Rs. 10,000. Interest

earned = 6,000. Compute taxable income.

Answer: Clubbed in Mr. K’'s hands = 6,000

Q16: Minor child earns bank interest 12,000. Income from painting = 3,000.

Father’s salary = 5,00,000. Compute total income.

Answer: Clubbed income = 12,000 + salary = 5,12,000

Q17: Mr. L transfers property to wife for inadequate consideration. Rent

earned = 18,000. Minor child earns FD interest = 10,000. Compute clubbed

income.

Answer:
Property income
Minor child interest

Total clubbed = 28,000
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Q18: Mr. M transfers FD to wife without consideration. Interest = 5,000.

Minor child earns 8,000. Compute taxable income.

Answer: 5,000 + 8,000 = Rs. 13,000

Q19: Mr. N transfers shares worth Rs. 1,50,000 to wife. Dividend = 12,000.

Minor child earns bank interest = 15,000. Compute total clubbed income.

Answer: Clubbed = 12,000 + 15,000 = 27,000

Q20: Mr. O transfers property to wife without consideration. Rent = 20,000.

Minor child earns FD interest = 10,000. Income from minor child’s painting

= 5,000. Compute total clubbed income.

Answer:

Property 20,000
Minor child interest 10,000
Income from painting = exempt clubbing

Total clubbed = 30,000
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« Summary Table — Key Scenarios Covered

No. of
Section Key Concepts

Spouse transfer, minor child, lottery exemption

Spouse, minor child, inadequate consideration

Comprehensive, multiple heads, total clubbed

income

UNIT II — Income from Other Sources &
Clubbing of Income

No

Question

Define income from other sources. K1
List the incomes chargeable under income from other sources. K1
What are the deductions allowed under income from other sources? K2
Define clubbing of income. K1
State the provisions relating to clubbing of income. K2
Explain the concept and scope of income from other sources. K2

Discuss the various incomes chargeable under income from other

K3
sources.

Explain deductions allowed under income from other sources. K3

O 0 I O N B W N =

Describe the concept and provisions of clubbing of income. K3
10 Analyze situations where clubbing of income is applicable. K4
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Unit lll Set Off and Carry Forward of Losses and Deductions from Gross
Total Income

Gross Total Income vs Total Income - Provisions for Set-off and Carry
Forward of Losses (Simple Problems). Deductions U/S80C, 80CC, 80CCB,
80CCC, 80CCD, 80CCE, 80D, 80DD, 80DDB, 80E, 80OEE, 80EEA, 80EEB,
80G, 80GG, 80GGA,

80TTA, 80TTB, and 80U only.

Set Off and Carry Forward of Losses and Deductions from Gross Total

Income

1. Introduction

The Indian Income Tax Act, 1961, allows taxpayers to adjust losses against
income to ensure that tax is levied on net taxable income rather than gross

income. The provisions of Set-Off and Carry Forward of Losses enable:

1. Reducing taxable income in the same financial year (set-off).
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2. Carrying forward losses to subsequent years for adjustment against

future income.

Additionally, deductions under Chapter VI-A (like Section 80C, 80D) are

allowed from Gross Total Income to arrive at Total Income.

2. Set-Off of Losses

Definition:
Set-off means adjusting a loss against income in the same assessment

year to reduce taxable income.

Types of Losses (as per Income Tax Act):

1. Loss from House Property (Sec. 71):

o Can be set-off against any other head of income except salary.

o Maximum allowable set-off = Rs. 2,00,000 against other income
(if self-occupied).

2. Loss under the Head “Profits and Gains of Business or
Profession” (Sec. 72):

o Can be set-off against any other business income in the same

year.
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o Cannot be set-off against salary, capital gains, orincome from
other sources.
3. Loss from Capital Gains (Sec. 74, 74A):
o Short-term capital loss can be set-off against any capital
gains (both short-term and long-term).
Long-term capital loss can be set-off only against long-term
capital gains.
4. Loss from Speculation Business (Sec. 73):
o Can be set-off only against profits from speculation
business.
5. Loss from Specified Activities (Sec. 74, 74A, 73A):
o Loss from specified activities like specified business loss has

separate set-off rules.

lllustration — Set-Off:

- Salary = Rs. 4,00,000

« Business loss = Rs. 50,000

» House property loss (self-occupied) = Rs. 1,50,000

Computation of Set-Off:
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Business loss can be set-off against business income only (here, no
business income, so carried forward)
House property loss set-off against other heads = 1,50,000

Net taxable income = 4,00,000 — 1,50,000 = Rs. 2,50,000

3. Carry Forward of Losses

Definition:
Carry forward means transferring the unadjusted loss to subsequent

assessment years to set-off against future income.

Conditions for Carry Forward:

1. Loss must be from business, speculation, or capital gains.

2. Return of income must be filed on or before due date (Sec. 139(1)).

Period of Carry Forward (as per IT Act):

Carry Forward
Type of Loss Set-Off Conditions
Period

Loss  from House||8 years Set-off against income from
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Type of Loss

Carry Forward

Period

Set-Off Conditions

Property

house property only

Business Loss (non-

speculation)

Set-off against business income

Speculation Business

Loss

Against speculation profits only

Short-term Capital Loss

Against any capital gains

Long-term Capital Loss

Against long-term capital gains

only

lllustration — Carry Forward:

Business loss FY 2025-26 = Rs. 50,000 (no business income)

FY 2026-27 business profit = Rs. 70,000

Set-off against FY 2026-27 profit = 50,000

Remaining taxable business income = 70,000 — 50,000 = Rs. 20,000

4. Deductions from Gross Total Income (Chapter VI-A)
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After computing Gross Total Income (GTI) by adding income from all heads

and adjusting losses, the taxpayer can claim deductions under Chapter VI-

A to arrive at Total Income.

Key Sections for Deductions:

Section Nature of Deduction

Investment in PPF, LIC, ELSS,
Max Rs. 1,50,000
NSC, tuition fees

Max Rs. 50,000 (senior
Health insurance premium
citizens 1,00,000)

Interest on education loan No limit

Interest on savings account
80TTA/80TTB 10,000/50,000
(individual/senior citizens)

Donations to approved|50%-100% depending on

funds/charities fund

lllustration — Deduction Computation:

« Gross Total Income = Rs. 5,00,000
« Deduction under 80C = Rs. 1,50,000

« Deduction under 80D = Rs. 25,000
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Total Deduction = 1,50,000 + 25,000 = 1,75,000

Total Income = 5,00,000 — 1,75,000 = Rs. 3,25,000

5. Summary of Steps for Computing Total Income with Losses and

Deductions

1. Compute income under all heads:
o Salary, House Property, Business/Profession, Capital Gains,
Other Sources
. Set-off losses against permissible heads:
o Business loss, house property loss, speculation loss, capital

losses

. Carry forward unadjusted losses to future years (subject to

conditions)
. Compute Gross Total Income (GTI)

. Claim deductions under Chapter VI-A to get Total Income

6. lllustrative Example — Full Computation
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Given:

Salary = Rs. 5,00,000

Business loss = Rs. 80,000
Short-term capital loss = Rs. 20,000
House property loss = Rs. 1,50,000

Chapter VI-A deductions = Rs. 1,50,000

Computation:

1. Set-off losses:
House property loss can be set-off against salary = 1,50,000
Business loss cannot be set-off (no business income) — carry
forward
Short-term capital loss can be set-off against capital gains (none)
— carry forward

2. Gross Total Income = 5,00,000 - 1,50,000 = 3,50,000

3. Less: Chapter VI-A deduction = 1,50,000

Total Income = 3,50,000 — 1,50,000 = Rs. 2,00,000

Remaining losses (Business loss = 80,000, STCL = 20,000) — carried

forward
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7. Key Points to Remember

Aspect Rule

Loss adjusted against permissible heads in
Set-Off
same FY

Losses not adjusted — carried forward for
Carry Forward
specified years

Conditions for Carry
Return filed on time, only allowable heads
Forward

Deductible after GTI — reduces total taxable
Chapter VI-A
income

House Property Loss Self-occupied loss limit Rs. 2,00,000

Business Loss Can be set-off against business income only

Capital Loss STCL — any CG, LTCL — only LTCG

Gross Total Income vs Total Income

Gross Total Income vs Total Income
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1. Introduction

In the Indian Income Tax Act, 1961, income is computed in stages. Two key

terms are:

1. Gross Total Income (GTI)

2. Total Income (TI)

Understanding the difference is essential for tax computation, claiming

deductions, and complying with legal requirements.

2. Gross Total Income (GTI)

Definition:

Gross Total Income is the aggregate income of an assessee under all

heads of income before any deductions under Chapter VI-A.

Heads of Income (Sec. 14 of IT Act):

1. Income from Salary
2. Income from House Property
3. Profits and Gains of Business or Profession

4. Capital Gains
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5. Income from Other Sources

Features of GTI:

It includes all taxable income under all heads.
Losses from one head are adjusted against permissible heads as per
set-off rules before arriving at GTI.

Before deductions under Sections 80C to 80U (Chapter VI-A).

Example:

- Salary = Rs. 5,00,000
« House Property Loss = Rs. 1,50,000

« FD Interest = Rs. 50,000

Computation of GTI:

- Adjust house property loss against salary = 5,00,000 — 1,50,000 =

3,50,000

« Add other income (FD Interest) = 3,50,000 + 50,000 = 4,00,000

Gross Total Income = Rs. 4,00,000
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3. Total Income (TI)

Definition:
Total Income is the income on which tax is computed. It is derived from

Gross Total Income after claiming deductions under Chapter VI-A.

Key Points:

Deductions are allowed under Sections 80C to 80U (investments,
insurance, health expenses, donations, etc.)
Total Income cannot be negative; if deductions exceed GTI, the Total

Income = Rs. 0.

Computation:

Total Income = Gross Total Income — Deductions under Chapter VI-A

Example: Continuing from GTl example:

GTI = Rs. 4,00,000
Deduction under 80C (PPF, LIC) = Rs. 1,50,000
Deduction under 80D (Health Insurance) = Rs. 25,000

Total Deductions = 1,50,000 + 25,000 = 1,75,000

Total Income =4,00,000 - 1,75,000 = Rs. 2,25,000
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4. Key Differences Between GTI and Total Income

Aspect

Gross Total Income (GTI)

Total Income (TI)

Definition

Aggregate income under all heads

after  set-off/carry  forward

losses, but before deductions

Income on which tax is

computed, after claiming

Chapter VI-A deductions

Sec. 14

Sec. 80C-80U & Sec. 15

Includes

All heads of income, adjusted for|

permissible set-off of losses

GTI minus allowable
deductions under Chapter

VI-A

To determine eligibility  for

deductions

To compute tax liability

Example

GTI = Salary + House Property +
Business + Capital Gains + Other

Sources — allowable set-offs

Tl = GTI — deductions (80C,

80D, 80G, etc.)

5. Summary
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. Gross Total Income is the pre-deduction aggregate income under
all heads.

. Total Income is net taxable income after deducting allowable
exemptions and deductions.

. GTl — Deductions — Tl — Tax Computation

lllustration Flow:

Income from all Heads

| (Set-off losses as allowed)
Gross Total Income (GTI)

| (Chapter VI-A deductions)
Total Income (TI)

| (Tax Computation)

Income Tax Payable

6. Practical Example — Complete Flow

- Salary = Rs. 5,00,000
« House Property Loss = Rs. 1,50,000

« Business Loss = Rs. 50,000 (cannot set-off)
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« FD Interest = Rs. 30,000

« Chapter VI-A Deductions = Rs. 1,50,000

Step 1 — Set-off of losses:

« House property loss adjusted against salary = 5,00,000 — 1,50,000 =

3,50,000

Step 2 — Compute GTI:

- GTI=3,50,000 + 30,000 = Rs. 3,80,000

Step 3 — Deduct Chapter VI-A:

- T1=3,80,000 - 1,50,000 = Rs. 2,30,000

Step 4 — Tax Computation:

« Tax is calculated on Rs. 2,30,000

Provisions for Set-off and Carry Forward of Losses

1. Introduction
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The Income Tax Act, 1961 recognizes that taxpayers may incur losses in
one financial year that they are unable to set-off entirely against income.
To ensure fairness and proper tax computation, the Act provides provisions

for:

1. Set-off of losses — adjusting losses against income of the same
assessment year.
2. Carry forward of losses — transferring unadjusted losses to future

years to offset against income in subsequent years.

These provisions ensure that tax is levied on net income, and taxpayers are

not penalized for timing differences in income and losses.

2. Legal Basis

The provisions for set-off and carry forward of losses are primarily found in

the following sections of the Income Tax Act:

Section Description

71 Set-off of loss from House Property
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Section Description

Set-off and carry forward of business losses (other than speculation

business)

Loss from speculation business — set-off and carry forward

Loss from capital gains — set-off and carry forward

Loss from specified business (like forward/futures) — set-off and

carry forward

3. Set-Off of Losses

Definition:
Set-off refers to adjusting a loss against income from another head or

same head in the same financial year to reduce taxable income.

Categories of Set-off:

A. Intra-head Set-off

« Loss can be set off within the same head of income.
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- Example: Business loss of Rs. 50,000 can be set-off against business

profit of Rs. 70,000.

B. Inter-head Set-off

« Loss from one head can be adjusted against income from another
head.

« Allowed inter-head set-offs:

Type of Loss Can be set-off against

House Property Loss Any other head except salary

Short-term Capital Loss Any capital gains

Long-term Capital Loss Long-term capital gains only

Business Loss (Non-Speculation) Other business income

Speculation Loss Speculation profits only

Example:

« Salary = Rs. 5,00,000

« House Property Loss = Rs. 1,50,000
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- GTI after set-off = 5,00,000 — 1,50,000 = Rs. 3,50,000

4. Carry Forward of Losses

Definition:
When a loss cannot be fully set-off in the same assessment year, it can be
carried forward to subsequent years for adjustment against income of the

same head.

Conditions for Carry Forward:

. Timely filing of return of income (on or before due date under Sec.

139(1))
. Losses eligible as per the type of income
. Losses can only be adjusted against permissible heads in

subsequent years

Period of Carry Forward:
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Type of Loss

Carry Forward

Period

Set-off Limit

House Property Loss

Against income from house

property only

Business Loss (Non-

Speculation)

Against business income only

Speculation Business

Loss

Against speculation profits

only

Short-term Capital Loss

(STCL)

Against any capital gains

(STCGILTCG)

Long-term Capital Loss

(LTCL)

Against long-term capital gains

only

lHlustration:

Business loss FY 2025-26 = Rs. 80,000 (no business income) —

cannot set-off

Carry forward to FY 2026-27 where business profit = Rs. 1,00,000

+ Adjusted profit = 1,00,000 — 80,000 = Rs. 20,000
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5. Special Provisions

. Speculation Losses — can be set-off only against profits from

speculation business.

. Capital Gains Losses — Short-term can adjust against any capital

gains, long-term only against long-term capital gains.

. House Property Loss — self-occupied property loss capped at Rs.
2,00,000 per year.

. Carry Forward Condition — Return of income must be filed on time;

otherwise, loss cannot be carried forward.

6. Deductions from Gross Total Income

After set-off and carry forward of losses, taxpayers can claim deductions
under Chapter VI-A (Sections 80C to 80U) to reduce Gross Total Income

to Total Income.

Example:

« Gross Total Income (after set-off of losses) = Rs. 5,00,000
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« Deduction under 80C = Rs. 1,50,000
« Deduction under 80D = Rs. 25,000

« Total Income = 5,00,000 - 1,75,000 = Rs. 3,25,000

7. Stepwise Computation Summary

Step 1: Compute income under all heads — Income from Salary, House
Property, Business, Capital Gains, Other Sources
Step 2: Set-off losses within or across heads (as per law)
Step 3: Carry forward Ilosses wunadjusted to next vyears
Step : Compute Gross Total Income (GTI)
Step 5: Deduct Chapter VI-A deductions — Total Income

Step 6: Compute tax liability

8. Key Points

Aspect Provision

Set-off Loss Adjust loss against permissible heads in same year
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Aspect

Provision

Carry Forward

Transfer unadjusted loss to subsequent years

House  Property

Loss

Maximum set-off against other heads = Rs. 2,00,000

Business Loss

Non-speculation: 8 years; Speculation: 4 years

Capital Loss

STCL: 8 years against any CG; LTCL: 8 years against

LTCG only

Condition

Return filed on time to claim carry forward

Provisions for Set-off and Carry Forward of Losses (Simple Problems)

Numerical Problems — Set-Off and Carry Forward of Losses

Section A — 8 Marks (Short Problems — Quick Set-Off/Carry Forward)

Q1: Mr. A has salary Rs. 5,00,000 and house property loss Rs. 1,50,000.

Compute gross total income after set-off.
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Answer:

Salary — House Property Loss = 5,00,000 - 1,50,000 = Rs. 3,50,000

Q2: Business loss FY 2025-26 = Rs. 50,000, no business income. Can it be

set-off?

Answer: Cannot set-off in same year — carry forward 8 years

Q3: Short-term capital loss = Rs. 20,000, short-term capital gain = Rs.

15,000. Compute taxable gain.

Answer: STCL set-off against STCG = 20,000 — 15,000 = 5,000 — loss

carried forward

Q4: Long-term capital loss = Rs. 40,000, LTCG = Rs. 50,000. Compute

taxable LTCG.

Answer: 50,000 — 40,000 = Rs. 10,000
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Q5: Speculation loss = Rs. 15,000, speculation profit = Rs. 10,000. Compute

taxable income.

Answer: 10,000 — 15,000 = 0, remaining 5,000 — carry forward 4 years

Section B — 15 Marks (Medium Problems — Detailed Computation)

Q6: Mr. B:

- Salary = Rs. 6,00,000
« House property loss = Rs. 2,00,000 (self-occupied)

« Business loss = Rs. 50,000 (no business income)

Compute Gross Total Income.

Answer:
Salary — House property loss = 6,00,000 - 2,00,000 = 4,00,000
Business loss cannot set-off — carry forward

Gross Total Income = Rs. 4,00,000

Q7: Mr. C:
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« STCG =Rs. 25,000
« STCL =Rs. 30,000

« LTCG =Rs. 40,000

Compute taxable capital gains.

Answer:

STCG - STCL = 25,000 - 30,000 =0
Remaining STCL = 5,000 — carry forward
LTCG unaffected

Total Taxable CG = 40,000

Q8: Business loss FY 2025-26 = Rs. 80,000, business profit FY 2026-27 =

Rs. 1,00,000. Compute taxable profit.

Answer: 1,00,000 — 80,000 = Rs. 20,000

Q9: Mr. D:

« Speculation loss = Rs. 10,000, speculation profit = Rs. 8,000

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 219 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

« Non-speculation business profit Rs. 50,000

Compute taxable incomes.

Answer:

Speculation: 8,000 — 10,000 = 0, remaining 2,000 — carry forward 4

yrs
Non-speculation business

Total = 50,000

Q10: House property loss = Rs. 1,80,000, salary = Rs. 5,00,000, deduction

under 80C = Rs. 1,50,000. Compute total income.

Answer:

« GTI=5,00,000-1,80,000 = 3,20,000
« Less 80C deduction 1,50,000

Total Income =1,70,000

Section C —Long Problems — Comprehensive Computation)

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 220 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Q11: Mr. E:

Salary = 6,00,000

House Property Loss = 2,00,000
Business Loss = 1,50,000

STCL = 20,000, STCG = 15,000

Deduction under 80C = 1,50,000

Compute Total Income.

Answer:

Salary — House property loss = 6,00,000 — 2,00,000 = 4,00,000

Business loss cannot set-off — carry forward

STCL 20,000 — STCG 15,000 = 5,000 — carry forward

GTI =4,00,000
Less 80C 1,50,000

Total Income = 2,50,000

Q12: Mr. F:

« Business loss FY 2025-26 = Rs. 80,000
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« Business profit FY 2026-27 = Rs. 1,00,000
« STCL = 10,000, STCG

Compute taxable incomes.

Answer:

« Business: 1,00,000 — 80,000 = 20,000
- STCG 8,000 - STCL 10,000 = 0, 2,000 carry forward

Total taxable income = 20,000 + 0 = 20,000

Q13: Mr. G:

Salary = Rs. 5,00,000

House Property Loss = 1,50,000
LTCG = Rs. 50,000

LTCL =

Compute taxable income.

Answer:

« Salary — House Property Loss = 5,00,000 — 1,50,000 = 3,50,000
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- LTCG - LTCL = 50,000 30,000 20,000

GTI = 3,50,000 + 20,000 = 3,70,000

Q14: Mr. H:

Speculation loss FY 2025-26 = Rs. 10,000
Speculation profit FY 2026-27 = Rs. 8,000
Salary = Rs. 4,50,000

Deduction under 80C = Rs. 1,50,000

Compute Total Income.

Answer:

Speculation: 8,000 — 10,000 = 0 — 2,000 carry forward

Salary = 4,50,000
Less 80C deduction 1,50,000

Total Income = 3,00,000
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Business loss = 60,000
House property loss = 1,20,000
Salary = 5,00,000
STCL =10,000, STCG = 8,000

Deduction 80C = 1,50,000

Answer:

Salary — House property loss = 5,00,000 — 1,20,000 = 3,80,000

GTI = 3,80,000 (Business loss and STCL carried forward)

Less 80C = 1,50,000

Total Income = 2,30,000

: Mr. J:

Business profit = Rs. 1,50,000
Business loss carried forward = Rs. 80,000
STCL carried forward = Rs. 5,000, STCG = Rs. 7,000

Compute taxable income.

Answer:
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+ Business = 1,50,000 — 80,000 = 70,000
« STCG — STCL = 7,000 — 5,000

Total taxable income = 70,000 + 2,000 = 72,000

Q17: Mr. K:

Salary = 4,50,000

House property loss = 1,80,000

Business loss = 50,000

Deduction 1,50,000

Compute total income.

Answer:

Salary — House property loss = 4,50,000 — 1,80,000 = 2,70,000

Business loss cannot set-off — carry forward

Less 80C = 1,50,000

Total Income =1,20,000

Q18: Mr. L:
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LTCG = 40,000

LTCL carried forward = 30,000

STCG = 25,000

STCL carried forward

Compute taxable capital gains.

Answer:

LTCG - LTCL = 40,000 — 30,000 = 10,000
STCG - STCL = 25,000 20,000

Total CG taxable = 15,000

: Mr. M:

Speculation loss = 12,000
Speculation profit = 10,000
Salary 5,00,000

Compute total income.

Answer:

« Speculation: 10,000 — 12,000 = 0 — 2,000 carry forward
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« Salary 5,00,000

Total Income = 5,00,000

: Mr. N:

Business loss FY 2025-26 = Rs. 70,000
Business profit FY 2026-27 = Rs. 1,00,000
LTCG = 50,000, LTCL carried forward = 40,000

Deduction 80C = 1,50,000

Answer:

Business profit — carried forward loss = 1,00,000 — 70,000 = 30,000
LTCG - LTCL = 50,000 - 40,000 = 10,000
GTI = 30,000 + 10,000 = 40,000

Less 80C = 1,50,000 — exceeds GTl — Total Income =0

Deductions U/S80C, 80CC, 80CCB, 80CCC, 80CCD, 80CCE, 80D, 80DD,

80DDB, 80E, 80OEE, 80EEA, 80EEB, 80G, 80GG, 80GGA, 80TTA, 80TTB,

and 80U only.
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Deductions under Sections 80C to 80U (Selected Sections)

1. Introduction

The Income Tax Act, 1961 provides several deductions under Chapter VI-
A to encourage savings, investments, insurance coverage, healthcare
protection, education, and social welfare contributions. These deductions
are allowed from the Gross Total Income (GTI) to arrive at Total Income,

which is used for tax calculation.

The primary objective of these deductions is to:

Promote long-term savings and financial security
Encourage taxpayers to invest in approved financial instruments
Provide relief for medical expenses and disability

Support education and housing

Encourage donations and social welfare activities

The following sections explain the important deductions allowed under
Sections 80C, 80CC, 80CCB, 80CCC, 80CCD, 80CCE, 80D, 80DD, 80DDB,

80E, 80EE, 80EEA, 80EEB, 80G, 80GG, 80GGA, 80TTA, 80TTB, and 80U.
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2. Section 80C - Investment-Based Deductions

Section 80C is one of the most widely used deductions. It encourages

taxpayers to invest in approved savings schemes.

Eligible Investments

Taxpayers can claim deductions for investments made in:

Public Provident Fund (PPF)
Life Insurance Premium
National Savings Certificate (NSC)

Equity Linked Savings Scheme (ELSS)

Sukanya Samriddhi Scheme

Employee Provident Fund (EPF)
Tuition fees paid for children
Principal repayment of housing loan

5-year tax-saving fixed deposits

Limit

The maximum deduction allowed under Section 80C is Rs. 1,50,000.

Conditions
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« Deduction available only for individuals and Hindu Undivided Families
(HUF).
Investments must be made in approved schemes.
Life insurance premium should not exceed specified percentage of

sum assured.

3. Section 80CC - Pension Fund Contributions

Section 80CC allows deduction for contributions to certain pension funds

notified by the government.

Key Features

« Encourages retirement planning
« Applicable to individuals

« Contribution should be made to approved pension schemes

The deduction allowed under this section forms part of the overall ceiling

specified under Section 80CCE.

4. Section 80CCB - Contributions to Notified Funds
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This section allows deduction for contributions made to certain government-

approved funds or deposit schemes notified for long-term investments.

Features

- Designed to encourage investment in specific government funds

« Subject to conditions and limits notified by authorities

The deduction is included in the combined ceiling under Section 80CCE.

5. Section 80CCC - Contribution to Pension Plans

Section 80CCC provides deduction for contributions made to pension plans

offered by insurance companies.

Eligibility

« Available only to individuals

« Contribution must be made to approved annuity or pension plans

Limit

Maximum deduction allowed is Rs. 1,50,000, but this is combined with

Sections 80C and 80CCD under Section 80CCE.
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6. Section 80CCD — Contribution to National Pension System (NPS)

This section allows deduction for contributions to the National Pension

System (NPS).

Types of Deduction

80CCD(1)

« Deduction for employee or self-employed individual contributions
« Maximum deduction is:

o 10% of salary (for employees)

o 20% of gross total income (for self-employed)

80CCD(1B)

» Additional deduction up to Rs. 50,000 for NPS contributions.

80CCD(2)

« Deduction for employer contributions
« Maximum 10% of salary for employees (14% for government

employees).
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7. Section 80CCE - Overall Limit

Section 80CCE provides a combined limit for deductions under:

« Section 80C

« Section 80CCC

« Section 80CCD(1)

Maximum Limit

The total deduction under these sections cannot exceed Rs. 1,50,000.

However, additional deduction of Rs. 50,000 under Section 80CCD(1B) is

allowed separately.

8. Section 80D — Medical Insurance Premium

Section 80D provides deduction for payment of health insurance premiums

and medical expenses.

Deduction Limits
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Category Deduction Limit
Self, spouse, children Rs. 25,000
Parents below 60 years Rs. 25,000
Senior citizen parents Rs. 50,000

Senior citizen taxpayer Rs. 50,000

Additional Benefits

- Preventive health check-up expenses allowed up to Rs. 5,000.

« Available to individuals and HUFs.

9. Section 80DD — Maintenance of Disabled Dependent

This section allows deduction for expenses incurred for the maintenance of

a dependent person with disability.

Deduction Amount

« Disability (40% or more): Rs. 75,000

« Severe disability (80% or more): Rs. 1,25,000

Conditions
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- Dependent must be spouse, children, parents, or siblings.

« Medical certificate required.

10. Section 80DDB — Medical Treatment for Specified Diseases

Section 80DDB allows deduction for expenses incurred for treatment of

serious diseases.

Eligible Diseases

Cancer

Chronic kidney failure
Parkinson’s disease
AIDS

Neurological diseases

Deduction Limit

« Individuals below 60 years — Rs. 40,000

« Senior citizens — Rs. 1,00,000

Deduction is allowed after reducing any insurance reimbursement.
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11. Section 80E — Interest on Education Loan

This section encourages higher education by allowing deduction on interest

paid on education loans.

Features

Available only to individuals
Loan must be taken for higher education of self, spouse, children, or
student for whom taxpayer is guardian

Deduction allowed for interest only (not principal)

Period

- Deduction available for 8 consecutive years or until interest is fully

paid.

12. Section 80EE - Interest on Housing Loan (First-Time Buyers)

Section 80EE provides deduction for interest on housing loan for first-time

home buyers.
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Limit

Maximum deduction allowed is Rs. 50,000 per year.

Conditions

« Loan amount must not exceed prescribed limit
« Property value must be within specified limit

- Taxpayer must not own another residential property.

13. Section 80EEA - Additional Deduction for Affordable Housing

This section encourages purchase of affordable housing.

Deduction Limit

Maximum deduction allowed = Rs. 1,50,000.

Conditions

« Stamp duty value of property must be within prescribed limit

« Loan must be taken from financial institution

- Applicable only if deduction under Section 80EE is not claimed.
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14. Section 80EEB — Deduction for Electric Vehicle Loan

Section 80EEB encourages adoption of electric vehicles.

Deduction Limit

Maximum deduction allowed = Rs. 1,50,000.

Conditions

« Loan must be taken for purchase of electric vehicle

« Available only to individuals.

15. Section 80G — Donations to Charitable Institutions

Section 80G allows deduction for donations made to approved charitable

institutions or relief funds.

Types of Deductions

1. 100% deduction without limit

2. 50% deduction without limit
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3. 100% deduction with qualifying limit

4. 50% deduction with qualifying limit

Conditions

« Donation must be made to approved institutions

« Cash donation above Rs. 2,000 is not allowed.

16. Section 80GG — Deduction for Rent Paid

Section 80GG provides deduction for rent paid by individuals who do not

receive House Rent Allowance (HRA).

Deduction Amount

Least of the following:

« Rs. 5,000 per month
o 25% of total income

« Rent paid minus 10% of total income

Conditions

 Individual must not own residential property at place of work.
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17. Section 80GGA - Donations for Scientific Research and Rural

Development

Section 80GGA provides deduction for donations made towards:

« Scientific research
« Rural development programmes

« Agricultural research

Deduction

100% deduction is allowed.

Condition

Cash donations above Rs. 2,000 are not eligible.

18. Section 80TTA - Interest on Savings Account

Section 80TTA allows deduction for interest earned from savings accounts.

Limit
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Maximum deduction = Rs. 10,000

Eligibility

« Available to individuals and HUFs

- Not available to senior citizens (they claim under 80TTB).

19. Section 80TTB - Interest Income for Senior Citizens

Section 80TTB provides deduction for senior citizens on interest income

from:

« Savings accounts
» Fixed deposits

« Recurring deposits

Limit

Maximum deduction = Rs. 50,000

This section provides higher relief compared to Section 80TTA.
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20. Section 80U — Deduction for Disabled Individuals

Section 80U provides deduction for individuals suffering from disability.

Deduction Amount

« Disability (40% or more) — Rs. 75,000

« Severe disability (80% or more) — Rs. 1,25,000

Conditions

- Available only to resident individuals

« Valid medical certificate required.

Numerical Problems — Chapter VI-A Deductions

Section A - 80C, 80CCC, 80CCD & 80CCE

Q1

Mr. A invested Rs. 1,220,000 in PPF and Rs. 60,000 in LIC.

Find deduction u/s 80C.
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Answer:
Maximum 1,50,000

Deduction = Rs. 1,50,000

Q2

Mrs. B paid Rs. 90,000 tuition fees and Rs. 70,000 in ELSS.

Answer:
Total 1,60,000
Limit 1,50,000

Deduction = 1,50,000

Q3

Mr. C invested Rs. 80,000 in PPF and Rs. 50,000 in NSC.

Answer:

Deduction = 1,30,000
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Q4

Mr. D contributed Rs. 1,20,000 to pension fund u/s 80CCC.

Answer:

Deduction = Rs. 1,20,000 (subject to 80CCE limit)

Q5

Mr. E contributes Rs. 1,40,000 to 80C and Rs. 40,000 to 80CCC.

Answer:
Combined limit u/s 1,50,000

Deduction = 1,50,000

Q6

Mr. F contributes Rs. 1,20,000 to NPS u/s 80CCD(1).

Answer:

Deduction = Rs. 1,20,000 (within 80CCE limit)
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Q7

Mr. G contributes Rs. 1,50,000 under 80C and Rs. 50,000 under 80CCD(1B).

Answer:
80CCE limit 1,50,000
Additional NPS 50,000

Total Deduction = 2,00,000

Q8

Mr. H salary = Rs. 6,00,000. He contributes 10% to NPS.

Answer:
10% of

Deduction = Rs. 60,000

Q9

Mr. | contributes Rs. 1,70,000 in 80C schemes.
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Answer:
Limit

Deduction = 1,50,000

Q10

Mr. J invests Rs. 1,00,000 in PPF and Rs. 30,000 in NPS.

Answer:

Total deduction = 1,30,000

Section B — 80D (Medical Insurance)

Q11

Mr. K pays Rs. 20,000 health insurance for self.

Answer:

Deduction = 20,000

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012

JMCO63

1,50,000

246 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Q12

Mrs. L pays Rs. 28,000 for family health insurance.

Answer:
Limit

Deduction = 25,000

Q13

Mr. M pays Rs. 55,000 for senior citizen parents.

Answer:
Limit

Deduction = 50,000

Q14

Mr. N pays Rs. 22,000 for self and Rs. 45,000 for senior citizen parents.
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Answer:
Self
Parents

Total = 67,000

Q15

Mrs. O pays Rs. 30,000 premium including preventive check-up Rs. 6,000.

Answer:
Check-up

Total allowed = 25,000

Section C - 80DD, 80DDB, 80U

Q16

Mr. P spent Rs. 80,000 on disabled dependent (40%).
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Answer:

Fixed deduction = 75,000

Q17

Mr. Q spent Rs. 1,50,000 on severely disabled dependent.

Answer:

Deduction = 1,25,000

Q18

Mrs. R incurred Rs. 35,000 for treatment of specified disease.

Answer:

Deduction = 35,000

Q19

Mr. S incurred Rs. 1,20,000 treatment for senior citizen disease.
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Answer:
Limit 1,00,000

Deduction = 1,00,000

Q20

Mr. T is disabled (80%).

Answer:

Deduction u/s 80U = 1,25,000

Section D - 80E, 80EE, 80EEA, 80EEB

Q21

Mr. U paid education loan interest Rs. 45,000.

Answer:

Deduction = 45,000
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Q22

Mrs. V paid interest Rs. 90,000 on education loan.

Answer:
No

Deduction = 90,000

Q23

Mr. W paid housing loan interest Rs. 60,000 (eligible u/s 80EE).

Answer:
Limit

Deduction = 50,000

Q24

Mr. X paid Rs. 1,70,000 interest under affordable housing 80EEA.
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Answer:
Limit 1,50,000

Deduction = 1,50,000

Q25

Mr. Y paid Rs. 1,40,000 interest on electric vehicle loan.

Answer:

Deduction = 1,40,000

Section E - 80G & 80GGA

Q26

Donation Rs. 10,000 to PM Relief Fund (100%).

Answer:

Deduction = 10,000
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Q27

Donation Rs. 20,000 to approved trust (50%).

Answer:

Deduction = 10,000

Q28

Donation Rs. 15,000 (eligible 100% with limit).

GTI =1,00,000

Answer:
Qualifying limit

Deduction = 10,000

Q29

Donation Rs. 12,000 to rural development program.
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Answer:

80GGA deduction = 12,000

Q30

Donation Rs. 3,000 cash to research institution.

Answer:
Cash allowed

Deduction =0

Section F — 80GG (Rent Deduction)

Q31

Mr. Z pays rent Rs. 6,000 per month. Total income Rs. 4,00,000.

Answer:

Least of:

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 254 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I

« 5,000 x 12 =60,000
e 25% income = 1,00,000

« Rent-10% income = 72,000 — 40,000 = 32,000

Deduction = 32,000

Q32

Mr. A1 pays rent Rs. 4,000 monthly. Income Rs. 3,00,000.

Answer:
Rent
10% income

Deduction = 18,000

Q33

Mr. B1 pays rent Rs. 10,000 monthly. Income Rs. 6,00,000.

Answer:

5,000 12
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25% income =

Rent — 10% income = 1,20,000 — 60,000 = 60,000

Deduction = 60,000

Section G -80TTA & 80TTB

Q34

Mr. C1 earns savings interest Rs. 8,000.

Answer:

Deduction = 8,000

Q35

Mr. D1 earns Rs. 15,000 savings interest.
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Answer:
Limit

Deduction = 10,000

Q36

Senior citizen earns Rs. 45,000 interest.

Answer:

80TTB deduction = 45,000

Q37

Senior citizen earns Rs. 60,000 interest.

Answer:
Limit

Deduction = 50,000

Mixed Problems
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Q38

Mr. E1:

- 80C =1,20,000

. 80CCD(1B) = 50,000

Answer:

Total Deduction = 1,70,000

Q39

Mrs. F1:

80C =1,50,000
80D = 25,000

80TTA = 8,000

Answer:

Total Deduction = 1,83,000
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Q40

Mr. G1:

80C = 1,40,000
80CCD(1B) = 50,000
80D = 30,000

80E = 40,000

Answer:
80C limit 1,40,000

NPS additional 50,000

80D = (limit)

80E = 40,000

Total Deduction = 2,55,000

Numerical Problems —Medium level

Q1

Mr. A (Salary Income Rs. 8,00,000) made following investments:

- PPF-1,00,000

« LIC-70,000
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« NPS -40,000

« Medical Insurance — 28,000

Answer

80C 1,50,000

80CCD(1) Included

80D = 25,000

Total Deduction =1,75,000

Q2

Mrs. B (GTI Rs. 7,50,000)

ELSS - 90,000
Tuition Fees — 60,000
NPS Additional — 50,000

Parents Health Insurance (Senior Citizen) — 55,000

Answer
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80C 1,50,000
80CCD(1B) 50,000

80D = 50,000

Total Deduction = 2,50,000

Q3

Mr. C paid:

« Pension Plan —1,20,000
« PPF -50,000

« NPS -60,000

Answer

80CCC + 80C + 80CCD(1) combined 1,50,000

Additional 80CCD(1B) = 50,000

Total = 2,00,000

Q4

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 261 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Mr. D:

« Disabled Dependent Expense — 1,00,000 (40%)

« Medical Insurance — 20,000

Answer

80DD

80D = 20,000

Total Deduction = 95,000

» Specified Disease Treatment — 70,000

« Insurance reimbursement — 20,000

Answer

Net Expense

Limit = 40,000

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 262 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Deduction = 40,000

Q6

Mrs. F:

« Education Loan Interest — 85,000

« Savings Interest — 12,000

Answer

80E

80TTA = 10,000

Total = 95,000

Q7

Mr. G (Senior Citizen):

« FD Interest — 60,000

« Health Insurance — 52,000
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Answer

80TTB

80D = 50,000

Total =1,00,000

« Housing Loan Interest (First House) — 60,000

- Affordable Housing Loan Interest — 1,40,000

Answer

80EE

80EEA =1,40,000

Total = 1,90,000

Q9
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Mr. I

« Electric Vehicle Loan Interest — 1,60,000

« NPS Contribution — 50,000

Answer

80EEB 1,50,000

80CCD(1B) = 50,000

Total = 2,00,000

« Donation PM Relief Fund — 20,000

« Donation Approved Trust — 30,000 (50%)

Answer

PM

Trust = 15,000
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Total = 35,000

Mr. K pays : 8,000/month

Total Income = 5,00,000

Answer

Rent
10% Income
Rent —

5,000 x 12 = 60,000

Deduction = 46,000

- 80C =1,40,000
- 80D =30,000
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. 80U Disability (40%)

Answer

80C 1,40,000

80D 25,000
80U = 75,000

Total = 2,40,000

. M:

NPS Contribution = 1,20,000
Additional NPS = 50,000

PPF = 40,000

Answer

80C + 80CCD(1) 1,50,000

80CCD(1B) = 50,000

Total = 2,00,000
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« Medical Treatment Senior Citizen Disease — 1,30,000

Answer

Limit 1,00,000

Deduction = 1,00,000

Mr. O:

« Savings Interest — 9,000

« FD Interest Senior Citizen — 45,000

Answer

80TTB

80TTA not applicable
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Total = 45,000

PROBLEMS

Q16

Mr. P (GTI Rs. 10,00,000):

80C Investments — 1,60,000
NPS Additional — 50,000
Medical Insurance — 30,000

Education Loan Interest — 70,000

Answer

80C

80CCD(1B)

80D

80E = 70,000

Total = 2,95,000
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Q17

Mrs. Q:

« Disabled Dependent Severe — 1,80,000

« Health Insurance — 40,000

Answer

80DD 1,25,000

80D = 25,000

Total =1,50,000

« Donation Research Institution — 25,000

« Donation PM Fund — 15,000

Answer
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80GGA 25,000

80G = 15,000

Total = 40,000

« Rent Paid = 12,000/month

« Total Income = 6,00,000

Answer

Rent 1,44,000
10% Income 60,000

Net 84,000

5,000 x 12 = 60,000

Deduction = 60,000

Q20
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Mr. T:

« Electric Vehicle Loan Interest = 1,30,000

- Affordable Housing Loan = 1,60,000

Answer

80EEB 1,30,000

80EEA =1,50,000

Total = 2,80,000

- 80C =1,20,000
« 80CCC =60,000

« NPS =40,000

Answer

Combined 80CCE limit 1,50,000

Additional 80CCD(1B) = 50,000
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Total = 2,00,000

Q22

Mrs. V (Senior Citizen):

« FD Interest — 70,000

« Disease Treatment — 90,000

Answer

80TTB

80DDB = 90,000

Total = 1,40,000

Mr. W:

- PPF =90,000

« LIC=70,000
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- NPS Additional = 50,000

« Savings Interest = 11,000

Answer

80C 1,50,000

80CCD(1B) 50,000

80TTA = 10,000

Total = 2,10,000

« Medical Insurance Self = 22,000
« Parents Senior Citizen = 55,000

« Education Loan Interest = 60,000

Answer

80D =

80E = 60,000

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 274 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Total = 1,32,000

« Disabled Individual Severe

« 80C Investment = 1,50,000

Answer

80U 1,25,000

80C =1,50,000

Total = 2,75,000

Q26

Mrs. Z:

- 80C =1,00,000

. 80CCD(1B) = 50,000
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« 80G Donation = 40,000 (50%)

Answer

80C 1,00,000
80CCD(1B) 50,000

80G = 20,000

Total =1,70,000

Q27

Mr. A1:

« Housing Loan Interest 80EE = 55,000

- Affordable Housing 80OEEA = 1,40,000

Answer

80EE

80EEA =1,40,000

Total = 1,90,000
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Q28

Mr. B1:

« NPS Contribution = 1,50,000

« Additional NPS = 50,000

Answer

80CCE 1,50,000

80CCD(1B) = 50,000

Total =2,00,000

Q29

Mr. C1:

« Donation Rural Development = 18,000

« Donation PM Fund = 12,000

Answer
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80GGA 18,000

80G = 12,000

Total = 30,000

Q30

Mr. D1:

« Rent=7,000/month

« Total Income =4,80,000

Answer

Rent
10% Income
Net

5,000 x 12 = 60,000

Deduction = 36,000

Q31
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Mr. E1:

« Savings Interest = 12,000

« Senior Citizen FD Interest = 52,000

Answer

80TTB = 50,000

Q32

Mrs. F1:

80C = 1,40,000

80D = 28,000

80DD (40%)

Answer

80C 1,40,000
80D 25,000

80DD = 75,000

Total = 2,40,000
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Q33

Mr. G1:

« Disease Treatment = 35,000

« Medical Insurance = 26,000

Answer

80DDB

80D = 25,000

Total = 60,000

Q34

Mr. H1:

« Electric Vehicle Interest = 1,45,000

« Education Loan Interest = 55,000

Answer

80EEB 1,45,000

80E = 55,000
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Total = 2,00,000

Q35

Mr. 11:

. 80C = 1,30,000
. 80CCD(1B) = 50,000

« 80G = 20,000 (50%)

Answer

80C 1,30,000

80CCD(1B) 50,000

80G = 10,000

Total = 1,90,000

Q36

Mr. J1:

« Rent =9,000/month

« Total Income = 5,40,000

Answer
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Rent 1,08,000
10% Income 54,000
Net 54,000

5,000 x 12 = 60,000

Deduction = 54,000

Q37

Mrs. K1:

« Senior Citizen Interest = 65,000

« Disease Treatment = 1,10,000

Answer

80TTB

80DDB = 1,00,000

Total =1,50,000

Q38

Mr. L1:
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- PPF =1,00,000
- LIC=70,000

« Tuition Fees = 40,000

Answer

Total 2,10,000

Limit = 1,50,000

Deduction = 1,50,000

Q39

Mr. M1:

« 80U Severe Disability

« Education Loan Interest = 70,000

Answer

80U 1,25,000

80E = 70,000

Total = 1,95,000

Q40

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 283 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Mr. N1:

80C = 1,50,000
80CCD(1B) = 50,000
80D = 50,000

80G Donation = 40,000 (50%)

Answer

80C 1,50,000
80CCD(1B) 50,000
80D 50,000

80G = 20,000

Total = 2,70,000

UNIT III — Set Off and Carry Forward of
Losses & Deductions from GTI

Question

Define Gross Total Income. K1
Differentiate between Gross Total Income and Total Income. K2
What is set-off of losses? K1
List the deductions available under Section 80C. K1
State the deductions available under Chapter VI-A. K1
Explain the provisions for set-off and carry forward of losses. K2
Discuss the deductions available under Section 80C to 80CCE. K3
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Bloom’s

Question Marks Level

Explain deductions available under Sections 80D, 80DD, 80DDB and
80E.

Describe deductions available under Sections 80G, 80GG and
80GGA.

10 Compute total income after set-off of losses and deductions.

8 K3

9 K3

Unit IV Computation of Total Income-Individual
Computation of Total Income - Tax Liability of an Individual (Old regime vs

New regime

Computation of Total Income - Individual

1. Introduction

Computation of total income is the most important step in determining the

tax liability of an individual under the Income Tax system. The Income Tax

Act, 1961 provides a systematic method for calculating taxable income by

considering various heads of income, adjusting losses, and allowing eligible
deductions. The purpose of computation is to ensure that tax is charged only

on the actual taxable income of the individual and not on gross earnings.

Every individual who earns income during a financial year must compute

total income to determine the tax payable. The process involves identifying
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different sources of income, calculating income under each head, adjusting

losses, and allowing deductions prescribed by law.

2. Meaning of Total Income

Total Income refers to the amount of income on which tax is payable by

an individual after considering all deductions and adjustments. It is

calculated by deducting permissible deductions from Gross Total Income.

Formula for Total Income

Total Income = Gross Total Income — Deductions under Chapter VI-A

3. Steps in Computation of Total Income

The computation of total income involves the following major steps:

Step 1 — Determination of Residential Status

Residential status determines the scope of taxable income. It decides

whether global income or only Indian income is taxable.

An individual can be classified as:
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1. Resident and Ordinarily Resident (ROR)
2. Resident but Not Ordinarily Resident (RNOR)

3. Non-Resident (NR)

Tax liability differs depending upon residential status.

Step 2 - Classification of Income under Five Heads

Income earned by an individual is classified under five heads as per the

Income Tax Act:

1. Income from Salary

Includes:

Basic salary

Dearness allowance
Bonus and commission
Perquisites
Allowances

Pension

Certain exemptions such as House Rent Allowance and Leave Travel

Allowance may be available.
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2. Income from House Property

Income from property owned by an individual is taxable under this head. It

includes:

« Rental income
« Annual value of property

» Self-occupied property rules

Deductions allowed:

« Standard deduction (30% of Net Annual Value)

« Interest on borrowed capital

3. Profits and Gains of Business or Profession

Includes income from:

« Trade
« Business activities

« Professional services
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Expenses incurred wholly and exclusively for business are allowed as

deductions.

4. Capital Gains

Income arising from transfer of capital assets such as:

Land
Building
Shares

Mutual funds

Types of capital gains:

- Short-term capital gain

« Long-term capital gain

5. Income from Other Sources

Includes income not covered under other heads, such as:

Interest income
Dividend income
Lottery winnings

Gifts received
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« Family pension

Step 3 — Computation of Income under Each Head

Income under each head is calculated separately by deducting allowable

expenses and exemptions.

Example:

Head of Income Amount

Salary 5,00,000

House Property 1,00,000

Business Income 2,00,000

Capital Gains 50,000

Other Sources 30,000

Total Income before adjustment = 8,80,000

Step 4 — Clubbing of Income
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Certain incomes of other persons are added to the income of the individual.

This is done to prevent tax evasion.

Examples:

« Income of minor child
« Income of spouse from transferred assets

« Income from assets transferred without adequate consideration

Step 5 — Set-off and Carry Forward of Losses

Losses incurred under one head of income can be adjusted against income

under another head or carried forward to future years.

Types of adjustments include:

Intra-head Adjustment

Loss adjusted within the same head.

Inter-head Adjustment

Loss adjusted against income from other heads.

Unadjusted losses can be carried forward for specified years as per law.
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Step 6 — Computation of Gross Total Income (GTI)

Gross Total Income is the sum of income under all five heads after adjusting

clubbing provisions and set-off of losses.

Formula

Gross Total Income = Income under all heads after adjustments

Step 7 — Deductions under Chapter VI-A

Certain deductions are allowed from Gross Total Income to encourage

savings and social welfare.

Important deductions include:

Section 80C

Investments in LIC, PPF, NSC, ELSS, tuition fees, etc.

Section 80D

Medical insurance premium

Section 80E

Interest on education loan
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Section 80G

Donations to charitable institutions

Section 80U

Deduction for disabled individuals

These deductions reduce taxable income and provide tax benefits.

Step 8 — Determination of Total Income

After deducting eligible deductions from Gross Total Income, the balance

amount is called Total Income.

Total Income is rounded off to the nearest multiple of ten.

Step 9 — Calculation of Tax Liability

Tax is calculated based on slab rates applicable to individuals. The tax

payable depends on:

Age of taxpayer
Residential status
Applicable tax regime
Income level
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Rebate and relief provisions are applied if eligible.

4. Computation under Old and New Tax Regime

Individuals can choose between two tax regimes.

Old Tax Regime

« Allows deductions and exemptions

- Higher tax rates

New Tax Regime

« Lower tax rates

« Most deductions not allowed

Taxpayers can select the regime based on benefits available.

5. Practical lllustration

Example

Mr. Arun provides the following information:

- Salary = Rs. 6,00,000

« Income from house property = Rs. 1,20,000
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Business income = Rs. 80,000
Interest income = Rs. 40,000
Investment under Section 80C = Rs. 1,50,000

Medical insurance premium = Rs. 25,000

Solution

Step 1: Compute income under all heads

Salary

House Property
Business Income

Other Sources = 40,000

Gross Total Income = 8,40,000

Step 2: Deduct Chapter VI-A deductions

80C deduction

80D deduction = 25,000

Total deductions = 1,75,000

Step 3: Compute Total Income
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Total Income 8,40,000 1,75,000

Total Income = Rs. 6,65,000

This amount is taxable as per applicable tax slabs.

6. Importance of Computation of Total Income

Computation of Total Income is one of the most important steps in the
income tax system. It refers to the process of calculating the total taxable
income of an individual, firm, or company by considering income from
different sources, applying deductions, exemptions, and allowances, and
arriving at the final taxable amount. It forms the foundation for determining

the tax liability of a taxpayer under income tax laws.

The process ensures that taxpayers pay tax based on their actual income
after considering eligible deductions and exemptions. Proper computation
helps maintain transparency, legal compliance, and fairness in the taxation

system.

1. Determination of Tax Liability

The primary importance of computation of total income is to determine the

exact tax liability of a taxpayer. Income is generally earned from multiple

sources such as salary, business or profession, house property, capital
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gains, and other sources. The computation process consolidates all these

incomes into a single figure called total income.

Once total income is determined, the applicable tax rates are applied.
Without proper computation, it becomes difficult to assess how much tax a
taxpayer must pay. Accurate calculation prevents both underpayment and

overpayment of tax, ensuring fairness and correctness.

2. Ensures Legal Compliance

Computation of total income helps taxpayers comply with tax laws and
regulations. Tax laws require every taxpayer to calculate income according
to prescribed rules and procedures. Proper computation ensures that all
incomes are reported correctly and tax benefits are claimed as per law.
Failure to compute income accurately may lead to penalties, interest
charges, or legal action. Therefore, correct computation protects taxpayers

from unnecessary legal complications and promotes voluntary compliance.

3. Helps in Availing Deductions and Exemptions

Computation of total income allows taxpayers to claim various deductions

and exemptions provided under income tax laws. These deductions reduce
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taxable income and help taxpayers save tax legally. Examples include
deductions for insurance premiums, education loans, medical expenses,

and retirement savings.

Without proper computation, taxpayers may miss eligible deductions or claim
incorrect deductions. Accurate computation ensures that taxpayers receive

maximum tax benefits available under law, improving their financial planning.

4. Facilitates Proper Financial Planning

Computation of total income plays a significant role in financial planning. It

helps individuals and organizations understand their income structure and
tax obligations. By analysing total income, taxpayers can plan investments,

savings, and expenditures more efficiently.

Financial planning becomes easier when taxpayers know their taxable
income and expected tax liability. It enables them to choose suitable tax-

saving investment options and manage cash flow effectively.

5. Helps in Filing Income Tax Returns
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Filing of income tax returns requires accurate computation of total income.

The return forms demand detailed information about income from different
heads and deductions claimed. Proper computation ensures that the
information provided in the return is correct and complete. Incorrect
computation may lead to defective returns or notices from tax authorities.
Therefore, computation acts as the base for accurate and smooth filing of

tax returns.

6. Helps Tax Authorities in Assessment
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Computation of total income helps tax authorities verify and assess the
income declared by taxpayers. It provides a clear picture of income earned,
deductions claimed, and tax paid. This makes the assessment process
easier and more transparent. Tax authorities rely on proper computation to
ensure that taxpayers are paying taxes correctly. It also helps detect tax

evasion, concealment of income, and incorrect claims.

7. Promotes Transparency and Fairness

The computation process promotes transparency in the taxation system.
Since income from all sources must be included, it reduces the possibility of
hiding income. It ensures that taxpayers contribute to government revenue

according to their earning capacity.

Fair taxation strengthens public trust in the tax system and supports national

development by generating revenue for public welfare activities.

8. Helps in Avoiding Penalties and Interest

Incorrect computation of total income may result in short payment of taxes.
This may attract penalties and interest charges. Proper computation helps

taxpayers pay the correct amount of tax within the prescribed time. It reduces
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financial burden and prevents legal complications. Hence, accurate

computation safeguards taxpayers from unnecessary financial losses.

Computed total income is often required for obtaining loans, credit cards,
and other financial services. Banks and financial institutions use income

details to evaluate repayment capacity and creditworthiness.

Properly computed income and filed tax returns act as proof of financial
stability. It improves the chances of loan approval and helps individuals

secure financial assistance easily.

7. Precautions While Computing Total Income

Taxpayers must ensure:

Correct classification of income
Accurate calculation of exemptions
Proper documentation of deductions
Timely filing of returns

Compliance with tax provisions

. Common Errors in Computation

Some frequent mistakes include:
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Ignoring clubbing provisions

Claiming excess deductions

Incorrect classification of capital gains
Failure to adjust losses properly

Non-reporting of income from other sources

Avoiding these errors ensures correct tax calculation.

9. Role of Documentation

Maintaining proper records such as salary slips, investment proofs, loan
statements, and insurance receipts is essential for accurate computation

and verification during assessment.

Computation of Total Income - Individual (Problems with Answers)

Problem 1

Mr. Arun has the following income:

« Salary =34,50,000
« House Property Loss = 340,000

« Bank Interest = 320,000
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Compute Total Income

Answer:

Particulars Amount ()

Salary Income 4.,50,000

Income from Other Sources|[20,000

Gross Total Income 4.70,000

Less: House Property Loss ||(40,000)

Total Income 34,30,000

Problem 2

Mrs. Devi earned:

» Salary =36,00,000

« Deduction u/s 80C =31,50,000

Answer:

Total Income 6,00,000 1,50,000

15> 34,50,000
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Problem 3

Mr. Ravi received:

« Pension =33,00,000
« Interest on FD =350,000

« Deduction 80D =320,000

Answer:

Gross Total Income 3,50,000
Total Income 3,50,000 20,000

5> %3,30,000

Problem 4

Salary 35,00,000

Rental Income 31,20,000
Municipal Tax 320,000

Standard Deduction 30%
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Answer:

Net  Annual Value = 1,20,000 — 20,000 = 1,00,000
Standard Deduction = 30,000

Income from House Property = 70,000

Total Income 5,00,000

IZ> %5,70,000

Problem 5

Mr. Kumar:

« Business Income 33,50,000
» Capital Gain 360,000

« 80C Deduction 31,00,000

Answer:

Gross Total Income 4,10,000

Total Income = 3,10,000

K5 3,10,000
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Problem 6

Salary
Professional Tax

Standard Deduction = 50,000

Answer:

Salary Income 7,20,000

5> %6,68,000

Problem 7

Interest from Savings

Interest from FD

80TTA Deduction =310,000

Answer:

Income

IS> 345,000
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Problem 8

Agricultural Income 31,00,000

Salary Income = 34,00,000

Answer:

Agricultural income is exempt.

2> Total Income = %4,00,000

Problem 9

Salary 38,00,000
HRA received 31,20,000
Rent Paid 31,00,000

80C Deduction ¥1,50,000

(HRA Exemption assumed 360,000)
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Answer:
Taxable

Total Income

15> X7,10,000

Problem 10

Business
Depreciation

Donation u/s 80G 320,000

Answer:

Adjusted

Business

Total Income =4,30,000

IS> 34,30,000

Problem 11

8,60,000

Income

Allowed

Income
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Salary
Interest

Medical Insurance 325,000

Answer:
Gross Income

Total Income = 6,95,000

5> %6,95,000

Problem 12

Rental Income

Municipal Tax

Interest on Housing Loan 380,000

Answer:
NAV
Std Deduction

Income = 1,40,000 — 80,000

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012

JMCO63

36,50,000
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32,40,000
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5> 360,000

Problem 13

Salary 39,00,000
LTCG 3$1,00,000

80C %1,50,000

Answer:
Gross Income 10,00,000

Total Income = 8,50,000

K5 ¥8,50,000

Problem 14

Business Income 36,00,000

Speculation Loss 31,00,000

80C %1,50,000
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Answer:
Business Income 5,00,000

Total Income = 3,50,000

5> %3,50,000

Problem 15

Salary 37,00,000

House Property 32,00,000

80D 330,000

Answer:
GTI 5,00,000

Total Income =4,70,000

IS> 34,70,000

Problem 16
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Salary 35,50,000
Commission 31,50,000

80C %1,00,000

Answer:
GTI 7,00,000

Total Income = 6,00,000

K5> ¥6,00,000

Problems

Problem 17

Salary 310,00,000

HRA Exemption 380,000
Rental Income 33,00,000
Municipal Tax 350,000

80C %1,50,000
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Answer:

Taxable Salary 9,20,000

House Property 1,75,000
GTI 10,95,000

Total Income =9,45,000

K5 9,45,000

Problem 18

Business Income 38,00,000
Depreciation 31,00,000
Capital 31,50,000

80C %1,50,000

Answer:
Business Income 7,00,000
GTI 8,50,000

Total Income = 7,00,000

KS> X7,00,000
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Problem 19

Salary

Interest
House

80D 340,000

Answer:
GTI

Total Income = 8,10,000

K5> ¥8,10,000

Problem 20

Salary
Bonus
Professional
80C

80D 325,000

39,50,000

31,00,000

Interest 32,00,000

8,50,000

312,00,000

31,00,000

33,000

31,50,000
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Answer:

Salary 12,97,000

GTI 12,97,000

Total Income = 11,22,000

15> 311,22,000

Problem 21

Rental 34,00,000
Municipal 350,000

Housing Loan Interest 31,80,000

Answer:
NAV 3,50,000
Std Deduction 1,05,000

Income = 2,45,000 — 1,80,000

5> 365,000
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Problem 22

Salary 38,50,000
Business 31,50,000

80C %1,50,000

Answer:
GTI 7,00,000

Total Income = 5,50,000

IZ> ¥5,50,000

Problem 23

Salary 36,00,000

Capital Gain 32,00,000
Lottery Winning 350,000

80C %1,50,000
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Answer:
GTI 8,50,000

Total Income = 7,00,000

5> X7,00,000

Problem 24

Business Income 37,50,000

Speculation Profit 31,00,000

80G Deduction 30,000

Answer:
GTI 8,50,000

Total Income = 8,20,000

K5 ¥8,20,000

Problem 25
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Salary 311,00,000
Interest 390,000
House 32,00,000

80C %1,50,000

Answer:
GTI 9,90,000

Total Income = 8,40,000

5> ¥8,40,000

Computation of Total Income - Individual

Problem 1

Salary 35,40,000
Standard Deduction 350,000

Bank Interest 330,000

Answer:

Salary Income = 5,40,000 4,90,000

GTI =4,90,000 + 30,000 = 5,20,000
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IZ> Total Income = %5,20,000

Problem 2

Business Income 33,80,000

80C Deduction 1,20,000

Answer:

Total Income 3,80,000 1,20,000

IZ> ¥2,60,000

Problem 3

Salary 36,20,000

Professional 32,000

80D 325,000

Answer:

Salary 6,18,000
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Total Income 6,18,000

K5 %5,93,000

Problem 4

Rental Income
Municipal Tax

Standard Deduction 30%

Answer:
NAV

Std Deduction

Income from House Property = 1,05,000

IZ> Total Income =31,05,000

Problem 5
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Interest from Savings 312,000
Interest from FD 348,000

80TTA 310,000

Answer:

Income

5> 350,000

Problem 6

Salary 34,80,000

Agricultural Income 390,000

Answer:

Agricultural income exempt

IZ> Total Income =34,80,000

Problem 7
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Capital Gain 370,000

Business Income 33,20,000

80C 380,000

Answer:
GTI 3,90,000

Total Income = 3,10,000

K5 ¥3,10,000

Problem 8

Pension 32,80,000
Interest 340,000

80D 320,000

Answer:
GTI 3,20,000

Total Income = 3,00,000

K5 3,00,000
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Problem 9

Salary 37,80,000
HRA Exemption 350,000

80C %1,50,000

Answer:

Taxable Salary 7,30,000

Total Income = 5,80,000

K5 ¥5,80,000

Problem 10

Business 36,40,000
Depreciation 360,000

80G Donation 340,000
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Answer:
Business Income 5,80,000

Total Income = 5,40,000

5> ¥5,40,000

Problem 11

Salary 38,50,000

Interest 390,000

80D 330,000

Answer:
GTI 9,40,000

Total Income =9,10,000

5> 9,10,000

Problem 12
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Rental Income 33,00,000
Municipal Tax 360,000

Housing Loan Interest 31,20,000

Answer:
NAV 2,40,000
Std Deduction 72,000

Income = 1,68,000 — 1,20,000

15> 348,000

Problem 13

Salary 39,20,000

Bonus 380,000

80C %1,50,000

Answer:
GTI 10,00,000

Total Income = 8,50,000
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5> ¥8,50,000

Problem 14

Business Income 35,50,000

Speculation Loss 380,000

80C 31,00,000

Answer:
Business Income 4.,70,000

Total Income = 3,70,000

Kc> %3,70,000

Problem 15

Salary 36,90,000
House 31,80,000

80D 325,000
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Answer:
GTI 5,10,000

Total Income = 4,85,000

IK5> 34,85,000

Problem 16

Salary 35,80,000

Commission 31,20,000

80C %1,20,000

Answer:
GTI 7,00,000

Total Income = 5,80,000

Ic> ¥5,80,000

Problem 17

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 327 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63
Salary 311,00,000
HRA Exemption 390,000
Rental Income 32,80,000
Municipal Tax 340,000

80C %1,50,000

Answer:

Taxable Salary 10,10,000
House Property Income 1,68,000
GTI 11,78,000

Total Income = 10,28,000

5> 310,28,000

Problem 18

Business X7,80,000

Depreciation 390,000

Capital 31,20,000

80C %1,50,000
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Answer:
Business Income 6,90,000
GTI 8,10,000

Total Income = 6,60,000

5> 6,60,000

Problem 19

Salary 310,20,000

Interest 31,10,000

Housing Interest 32,00,000

80D 335,000

Answer:
GTI 9,30,000

Total Income = 8,95,000

K5 8,95,000
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Problem 20

Salary 313,00,000

Bonus 31,20,000
Professional 33,000
80C 31,50,000

80D 330,000

Answer:
Salary 14,17,000

Total Income = 12,37,000

15> 312,37,000

Problem 21

Rental Income 34,50,000
Municipal Tax 370,000

Housing Loan Interest 32,00,000
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Answer:
NAV 3,80,000
Std Deduction 1,14,000

Income = 2,66,000 — 2,00,000

5> 366,000

Problem 22

Salary 39,00,000

Business 31,80,000

80C %1,50,000

Answer:
GTI 7,20,000

Total Income = 5,70,000

5> ¥5,70,000

Problem 23
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Salary 36,80,000

Capital 32,20,000
Lottery 360,000

80C %1,50,000

Answer:
GTI 9,60,000

Total Income = 8,10,000

K5> ¥8,10,000

Problem 24

Business Income 38,20,000
Speculation Profit 390,000

80G 340,000

Answer:
GTI 9,10,000

Total Income = 8,70,000
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K5 %8,70,000

Problem 25

Salary 312,20,000
Interest 380,000
House Property 32,00,000

80C %1,50,000

Answer:
GTI 11,00,000

Total Income = 9,50,000

5> 9,50,000

Tax Liability of an Individual (Old Regime vs New Regime)

Tax liability refers to the amount of tax an individual is required to pay to the

government based on their taxable income during a financial year. In India,
individuals are provided with two taxation systems for calculating their

income tax liability, namely the Old Tax Regime and the New Tax Regime.
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The introduction of the New Tax Regime aimed to simplify the taxation
process by reducing tax rates while removing several deductions and
exemptions available under the Old Tax Regime. Understanding both
regimes is essential for taxpayers to choose the most beneficial option based

on their income structure, investment habits, and financial goals.

Meaning of Tax Liability

Tax liability is the total amount of income tax payable by an individual after
considering income from various sources, allowable deductions,
exemptions, and applicable tax rates. The Income Tax Act provides different

heads of income such as salary, house property, business or profession,

capital gains, and income from other sources. The total income derived from

these heads is adjusted with deductions to determine the taxable income,

which is then used to compute the tax liability.

Old Tax Regime

The Old Tax Regime is the traditional taxation system that allows individuals
to claim several deductions and exemptions to reduce their taxable income.

This regime encourages savings and investments through various tax-saving
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instruments such as insurance policies, provident funds, and education

loans.

Tax Slabs under Old Tax Regime (For Individuals below 60 years)

Up to 2,50,000 — Nil
32,50,001 to 35,00,000 — 5%
35,00,001 to ¥10,00,000 — 20%

Above 310,00,000 — 30%

Additionally, individuals earning up to 35,00,000 can avail rebate under

Section 87A, which eliminates their tax liability.

Deductions and Exemptions Available in Old Regime

The Indian Income Tax system provides various deductions and exemptions
to taxpayers to encourage savings, investments, and expenditure in socially
and economically beneficial areas. Under the old tax regime, taxpayers had
the option to claim several deductions and exemptions to reduce their
taxable income. Unlike the new tax regime, which offers lower tax rates with
fewer exemptions, the old regime allows individuals to strategically plan their

finances to minimize tax liability through legal avenues.
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Deductions reduce the taxable income, whereas exemptions exclude certain

income from being taxed. A proper understanding of these provisions helps

taxpayers legally lower their tax burden while complying with income tax

laws.

1. Deductions under Chapter VI-A

Chapter VI-A of the Income Tax Act contains provisions for various
deductions that an individual or Hindu Undivided Family (HUF) can claim
from gross total income. These deductions are instrumental in reducing

taxable income and thereby the overall tax liability.

1.1 Section 80C

Section 80C is one of the most widely used tax-saving provisions. Taxpayers

can claim a deduction of up to 1.5 lakh in a financial year under this section.

Eligible investments and expenditures include:

Life insurance premiums

Employee Provident Fund (EPF) contributions
Public Provident Fund (PPF) deposits
Equity-linked savings schemes (ELSS)

National Savings Certificates (NSC)
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vi.  Principal repayment of home loans

vii.  Tuition fees for children

This section encourages long-term financial planning and savings. Proper

utilization ensures a significant reduction in taxable income.

1.2 Section 80CCC

Section 80CCC provides deductions for contributions made to certain
pension funds. Individuals investing in pension plans offered by insurance

companies can claim deductions up to 1.5 lakh, which is part of the overall

limit under Section 80C. This provision promotes retirement planning and

long-term financial security.

1.3 Section 80CCD

Section 80CCD relates to contributions made to the National Pension
System (NPS). Contributions by the employee can be claimed as a deduction

up to 10% of salary (for salaried individuals) or 20% of gross income (for self-

employed individuals). An additional deduction of 50,000 is allowed under

Section 80CCD(1B) for NPS contributions, over and above the 80C limit.

1.4 Section 80D
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» Section 80D allows deductions for premiums paid for health insurance
policies. Taxpayers can claim:

» Up to 325,000 for self, spouse, and dependent children
» Additional 325,000 for parents (350,000 if parents are senior citizens)

» This section also includes preventive health check-up expenses up to

35,000, incentivizing individuals to maintain health security.

1.5 Section 80E

Section 80E provides deductions for interest paid on educational loans.
There is no monetary limit on this deduction, and it is available for a
maximum of eight years or until the loan is fully repaid, whichever is earlier.

This provision supports higher education and skill development.

1.6 Section 80G

Section 80G encourages charitable contributions by offering deductions

ranging from 50% to 100% of donations made to specified funds, trusts, and

charitable organizations. Donations to political parties are also covered
under this section with certain limits. This provision promotes social welfare

and philanthropic activities.

1.7 Section 80GG
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» Section 80GG provides deductions for individuals paying house rent
who do not receive house rent allowance (HRA). The deduction is
limited to the least of the following:

35,000 per month

25% of total income
Rent paid minus 10% of total income
This section benefits self-employed and salaried individuals without

HRA provisions.

1.8 Section 80TTA and 80TTB

Section 80TTA allows a deduction up to 10,000 on interest earned from

savings accounts for non-senior citizens.

Section 80TTB extends similar benefits to senior citizens, allowing up to

350,000 deduction on interest from savings accounts, fixed deposits, and

recurring deposits.

These provisions incentivize saving in bank deposits while reducing tax

liability.

2. Exemptions Available under the Old Regime
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Exemptions are amounts of income that are excluded from taxable income
under specified conditions. Some key exemptions under the old regime

include:

2.1 House Rent Allowance (HRA)

HRA received by a salaried individual is partially or fully exempt if the
taxpayer pays rent for residential accommodation. The exemption is
calculated based on salary, actual rent paid, and the city of residence. This
provision helps employees meet housing expenses without incurring

additional tax.

2.2 Leave Travel Allowance (LTA)

LTA is exempt from tax for travel expenses incurred within India by the

employee and eligible family members. The exemption is available for two

journeys in a block of four years, promoting domestic travel and recreation.

2.3 Agricultural Income

Income derived from agricultural activities is fully exempt from income tax,
regardless of amount. This exemption supports farmers and encourages

agricultural development.
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2.4 Gratuity
Gratuity received by employees upon retirement or resignation is partially or
fully exempt, depending on whether the employer is covered under the

Payment of Gratuity Act. This provision provides financial security after

retirement.

2.5 Pension

Certain types of pensions, including superannuation benefits and family
pensions, are exempt up to prescribed limits. Exemption ensures that post-

retirement income is not heavily taxed, providing relief to senior citizens.

2.6 Capital Gains Exemptions

Long-term capital gains from the sale of assets like residential property can

be exempt if reinvested in specified assets under Sections 54, 54EC, and
54F. These exemptions encourage real estate investment, infrastructure

development, and long-term saving.

2.7 Provident Fund and Other Retirement Benefits

» Employees’ Provident Fund (EPF) contributions and interest earned

are exempt, subject to conditions.
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» Pension funds and approved superannuation funds are partially or fully
exempt.

» This encourages long-term saving and retirement planning.

. Benefits of Deductions and Exemptions

1) The old regime’s deductions and exemptions offer multiple
advantages:

2) Reduction in Taxable Income: Deductions lower total taxable income,
reducing the tax payable.

3) Promotion of Savings and Investments: Sections 80C, 80CCC, and
80CCD incentivize long-term savings, retirement planning, and
investments in socially beneficial instruments.

4) Encouragement of Health Security: Section 80D promotes health
insurance, improving individual and family well-being.

5) Support for Education and Skill Development: Section 80E ensures
affordable access to higher education through tax benefits.

6) Social Welfare: Section 80G promotes donations to charitable

institutions, funding social programs.

7) Housing and Retirement Security: HRA, 80GG, gratuity, and pension

exemptions support housing, employee welfare, and retirement.
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8) Taxpayers can strategically plan their finances to maximize the

benefits available under these provisions.

4. Strategic Planning under the Old Regime

The old tax regime allows taxpayers to plan their financial year strategically.
By choosing eligible investments and expenditure wisely, individuals can

reduce taxable income significantly. For example:

» Investing in PPF, ELSS, or NSC up to 1.5 lakh under Section 80C

» Contributing to NPS under Section 80CCD(1B) for an additional

350,000 deduction

» Claiming health insurance premiums under Section 80D

» Utilizing exemptions like HRA and LTA where applicable

A systematic approach ensures maximum legal tax savings while complying

with regulations.

New Tax Regime
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The New Tax Regime was introduced to simplify the taxation system by
offering lower tax rates but eliminating most exemptions and deductions. It

aims to provide flexibility and reduce compliance burden.

Tax Slabs under New Tax Regime

Up to I3,00,000 — Nil

33,00,001 to 36,00,000 — 5%
36,00,001 to 39,00,000 — 10%
39,00,001 to 12,00,000 — 15%
312,00,001 to 315,00,000 — 20%

Above 315,00,000 — 30%

A rebate is also available for individuals with income up to 37,00,000,

reducing tax liability to zero.

Features of New Tax Regime

The New Tax Regime was introduced in India in the Finance Act 2020 to

simplify the income tax system and provide lower tax rates for individual and
HUF taxpayers. Unlike the old regime, which allowed taxpayers to claim

multiple deductions and exemptions, the new regime offers reduced tax rates
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with minimal deductions. This system aims to make taxation straightforward,

transparent, and easy to comply with.

The new regime is optional, and taxpayers can choose between the old and
new regimes each financial year. Choosing the new regime requires careful
consideration because it removes most exemptions and deductions but

provides a lower slab-based tax rate.

1. Reduced Tax Rates

One of the most significant features of the new tax regime is the lower slab
rates applicable to individuals and Hindu Undivided Families (HUFs). Unlike
the old regime, which had higher tax rates for higher income brackets, the
new regime provides a flatter structure with multiple slabs and reduced rates,

ensuring lower tax liability for middle-income groups.

The tax slabs under the new regime are as follows for individuals below 60

years:

Income Slab (X) Tax Rate (%)

Up to 3,00,000 Nil

3,00,001 —6,00,000 5%
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Income Slab (X) Tax Rate (%)

6,00,001 —9,00,000 10%

9,00,001 - 12,00,000 15%

12,00,001 — 15,00,000 20%

Above 15,00,000 30%

These rates are beneficial for taxpayers who do not claim major deductions

and prefer a straightforward approach to taxation.

2. Minimal Deductions and Exemptions

The new tax regime removes most deductions and exemptions that were

available under the old regime. For instance:

No Section 80C, 80D, 80E deductions for investments, insurance,
and loans
HRA and LTA exemptions are not allowed

Standard deduction for salary is not available

However, some deductions are still allowed, such as:

« Employer contribution to NPS (Section 80CCD(2))

« Allowances exempt under Section 10(14) in certain cases
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This feature simplifies tax filing but requires taxpayers to carefully analyze
whether they benefit more from the lower rates or the deductions under the

old regime.

3. Optional Nature

The new tax regime is optional, and taxpayers can choose which regime to
follow each financial year. Salaried individuals, self-employed professionals,
and HUFs can evaluate the tax liability under both regimes and opt for the

one that results in lower tax.

Once the choice is made for the financial year, it applies to all income for that

year, except in certain cases like business income where specific conditions

apply.

4. No Need for Detailed Investment Planning

Under the new tax regime, the need to maintain detailed records of tax-
saving investments, insurance policies, and loans is significantly reduced.
Taxpayers can pay taxes based on income alone without claiming multiple

deductions or exemptions.
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This reduces administrative burden and paperwork and makes the tax
system more accessible to those who do not have substantial investments

in tax-saving instruments.

5. Slab-Based Progressive Taxation

The new regime retains the principle of progressive taxation, where higher
income is taxed at higher rates. However, the slabs are wider and the rates
lower, ensuring taxpayers at lower and middle-income levels pay less tax

compared to the old regime.

This structure benefits young professionals, small investors, and individuals

with minimal exemptions or deductions.

6. Encourages Higher Disposable Income

Since the new regime does not require taxpayers to invest in tax-saving
instruments or spend on eligible deductions to save tax, it increases
disposable income. Individuals have more flexibility to choose where to
invest or spend, rather than being compelled to invest in instruments like

PPF, NSC, or ELSS for tax benefits.

This promotes financial independence and better personal money

management.
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7. Simplified Tax Compliance

Taxpayers under the new regime face simplified compliance:

« Less documentation for investments
« Fewer calculations for deductions

« Easy calculation of taxable income

This simplicity reduces errors, helps in faster filing of returns, and minimizes

the risk of scrutiny by tax authorities.

8. Applicable for All Individuals and HUFs

The new regime is designed for:

« Salaried individuals
- Self-employed professionals

« Hindu Undivided Families (HUFs)

However, it is not applicable to firms, companies, or LLPs. It primarily

targets personal taxpayers who benefit from lower rates and simplified

procedures.

9. Trade-Off Between Tax Savings and Investment Incentives
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While the new tax regime offers lower rates, it removes the incentive to save
or invest in government-approved instruments for tax benefits. Taxpayers

must assess whether:

« They benefit more from reduced tax rates without exemptions

« Or they can reduce taxable income further under the old regime by

claiming deductions

This trade-off is crucial in deciding the most suitable option for individual

financial planning.

10. No Standard Deduction and Limited Allowances

The new tax regime does not allow standard deduction of 350,000 for

salaried employees or pensioners, which is available under the old regime.
Most allowances like HRA, conveyance, and LTA are also not exempt. This
ensures that only a few select exemptions are available, making the system

transparent but limiting planning flexibility.

Comparison between Old and New Tax Regimes

1. Tax Rates
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The New Tax Regime provides lower tax rates compared to the Old Tax
Regime. However, the Old Regime allows taxpayers to reduce taxable

income through deductions and exemptions.

2. Availability of Deductions

The Old Tax Regime provides multiple deductions including investment-
based deductions, insurance benefits, and housing loan interest deductions.

The New Tax Regime removes most of these benefits.

3. Complexity

The Old Regime requires detailed documentation and tax planning. The New

Regime simplifies tax filing and reduces paperwork.

4. Flexibility

The New Regime allows individuals to spend or invest income without

focusing on tax-saving instruments, whereas the Old Regime encourages

structured financial planning.

5. Suitability

« Old Regime is suitable for individuals with high deductions and

investments.
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- New Regime is suitable for individuals with fewer deductions and

higher disposable income.

lllustration of Tax Liability under Both Regimes

Consider an individual with a salary income of ¥10,00,000 and deductions

of ¥2,00,000.

Under Old Tax Regime

Taxable Income =310,00,000 — %2,00,000 = %8,00,000

Tax Calculation:

« 32,50,000 — Nil
« 32,50,000 - 5% =312,500

« 33,00,000 - 20% = 360,000

Total Tax =372,500

Under New Tax Regime

Taxable Income =310,00,000 (No deductions)
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Tax Calculation:

33,00,000 — Nil
33,00,000 - 5% =X15,000
33,00,000 — 10% = 330,000

31,00,000 — 15% =X15,000

Total Tax = 360,000

In this example, the New Tax Regime results in lower tax liability. However,

if deductions are higher, the Old Regime may be more beneficial.

Factors Influencing Choice of Tax Regime

With the introduction of the New Tax Regime in India, individual taxpayers
and Hindu Undivided Families (HUFs) now have the option to choose
between the Old Tax Regime and the New Tax Regime each financial year.
While the old regime provides multiple deductions and exemptions, the new

regime offers lower tax rates with minimal exemptions.

Choosing the most suitable tax regime is a strategic financial decision, as it

directly impacts tax liability, disposable income, and investment planning.
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Various factors influence this choice, and understanding them ensures

optimal tax efficiency.

1. Total Income of the Taxpayer

The total income of a taxpayer is one of the most important factors in

deciding the tax regime.

« High-Income Individuals: Those earning a substantial income may
benefit more from the old regime if they can utilize exemptions and
deductions to reduce taxable income significantly.

Low-to-Middle Income Individuals: Taxpayers with lower income
and minimal investments might prefer the new regime, as the reduced
slab rates often result in lower tax compared to the old regime after

accounting for deductions.

The size and composition of income determine whether the tax advantage

lies in claiming exemptions or paying lower rates.

2. Availability of Deductions and Exemptions

The taxpayer’s ability to claim deductions and exemptions is crucial.
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Old Regime Advantage: Individuals with investments in PPF, ELSS,
NSC, insurance premiums, home loan principal, and medical
insurance can reduce taxable income significantly under Chapter VI-
A deductions (like Sections 80C, 80D, 80E, and 80G).

New Regime Limitation: Since most deductions and exemptions are
removed, taxpayers with substantial eligible deductions may find the

old regime more beneficial despite higher tax rates.

The higher the potential deductions and exemptions, the greater the

incentive to opt for the old regime.

3. Investment Behavior of the Taxpayer

Investment habits influence the choice of regime:

Tax-Saving Investments: If a taxpayer regularly invests in tax-saving
instruments to reduce liability under Section 80C or contributes to
retirement savings like NPS, the old regime is advantageous.

Minimal or No Tax Planning Investments: Taxpayers who prefer
financial flexibility and do not invest specifically for tax savings may

benefit from the simplified, lower-rate new regime.
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The new regime encourages disposable income and spending flexibility over

structured tax-saving investments.

4. Age and Employment Status

The taxpayer’'s age and employment situation also play a role:

- Salaried Individuals: Can consider allowances like HRA, LTA, and
standard deduction under the old regime, potentially lowering tax

significantly.

Self-Employed Individuals: May not have HRA or employer-provided

benefits. If they have fewer deductions, the new regime’s lower rates
may be more suitable.

Senior Citizens: Higher exemptions and lower slab thresholds in the
old regime may provide more tax benefits for retirees or senior

professionals.

Age-related benefits under the old regime can influence the decision.

5. Housing Loan and Home-Related Benefits

Homeowners with a housing loan can avail multiple tax benefits under the

old regime:
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- Principal Repayment: Deduction under Section 80C

« Interest on Loan: Deduction under Section 24(b)

These deductions can significantly reduce taxable income, making the old
regime more favorable for individuals with home loans. Under the new

regime, these deductions are not available, potentially increasing tax liability.

6. Health and Insurance Expenses

Individuals who spend on health insurance, medical treatment, or preventive

health check-ups benefit under Section 80D.

Old Regime: These expenses provide deductions up to 325,000 for

self and family and additional 350,000 for senior citizen parents.

New Regime: Such deductions are largely removed, so taxpayers with

high medical expenditures may find the old regime more beneficial.

Health-related planning is therefore a key consideration.

7. Income from Investments and Capital Gains

Taxable income from capital gains, dividends, and interest also affects the

choice:
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- Old Regime Advantage: Certain exemptions on long-term capital

gains (like sale of residential property under Section 54) or tax-saving

mutual fund dividends make the old regime attractive for investors.
New Regime Advantage: Taxpayers with minimal investment income
may prefer new regime’s lower rates without worrying about

exemptions.

The composition of investment income and potential exemptions guides the

optimal choice.

8. Simplicity and Compliance

The complexity of filing is a practical factor:

- Old Regime: Requires detailed records of all investments, deductions,
and eligible expenses. Mistakes can lead to notices or defective
returns.

New Regime: Offers simplicity with lower compliance burden, making
it ideal for taxpayers who prefer minimal documentation and

straightforward filing.

Those who prioritize ease and time-saving often lean towards the new

regime.
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9. Future Financial Planning

The choice of tax regime can influence long-term financial goals:

- Old Regime: Encourages structured investments in PPF, ELSS, NPS,
and insurance, promoting disciplined savings and retirement planning.
New Regime: Allows higher disposable income in the present, which
can be used for flexible investments but may lack formal tax-saving

instruments.

Taxpayers need to align their choice with personal financial objectives.

Advantages of Old Tax Regime

The Old Tax Regime in India allows taxpayers to claim various deductions
and exemptions under the Income Tax Act, providing opportunities to reduce
taxable income and save tax. Unlike the New Tax Regime, which offers lower
tax rates but fewer deductions, the old regime incentivizes structured
investments, savings, and socially beneficial expenditures. The old regime
remains popular among taxpayers with multiple eligible deductions, such as
investments in PPF, ELSS, insurance premiums, and home loans.

Understanding its advantages helps individuals and Hindu Undivided

Families (HUFs) optimize tax planning and financial management.
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1. Reduction in Taxable Income

One of the main advantages of the old tax regime is the ability to reduce
taxable income through a variety of deductions and exemptions. Taxpayers

can claim benefits under:

Chapter VI-A deductions, including Sections 80C, 80D, 80E, 80G,
and 80CCD
Exemptions for allowances such as HRA, LTA, and standard

deduction

By reducing taxable income, individuals can significantly lower their tax
liability, sometimes to the extent of reducing or avoiding tax for lower-income

taxpayers.

2. Encourages Long-Term Savings and Investments

The old regime incentivizes long-term financial planning through deductions

such as:

Section 80C: Investments in PPF, ELSS, NSC, life insurance, and
home loan principal
Section 80CCC: Contributions to pension plans

« Section 80CCD: Contributions to the National Pension System (NPS)
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These provisions encourage disciplined saving habits, retirement planning,
and wealth accumulation over time. Tax savings act as an additional

incentive for long-term financial security.

3. Benefits for Homeowners

The old tax regime provides specific benefits to individuals owning residential

property:

- Principal repayment of home loan: Deduction under Section 80C

« Interest on home loan: Deduction under Section 24(b) up to 2 lakh

per year for self-occupied property

These benefits reduce the financial burden of owning a house and promote

home ownership, making the old regime attractive for homeowners.

4. Health and Family Security

Deductions under the old regime support healthcare and family welfare:

« Section 80D: Deduction for health insurance premiums for self, family,
and parents

« Preventive health check-ups: Up to 5,000 can be claimed
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Such provisions encourage financial protection against health emergencies

and reduce the economic impact of medical expenses.

5. Education and Skill Development

The old tax regime allows deductions for educational loans:

- Section 80E: Deduction on interest paid for higher education loans
« Encourages individuals to pursue higher education and skKill

development without a financial burden

This supports long-term career growth and societal development.

6. Support for Charitable Contributions

Section 80G provides deductions for donations made to approved charitable

institutions. This promotes:

« Philanthropy and social welfare

« Financial support for education, health, and community programs

The old regime incentivizes taxpayers to contribute to society while reducing

their taxable income.

7. Flexibility in Tax Planning
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The wide range of deductions and exemptions allows taxpayers to

strategically plan their taxes. For example:

Combining investments under Section 80C with health insurance
under Section 80D
Claiming HRA and LTA exemptions along with other allowances

Opting for capital gains exemptions under Sections 54, 54EC, and 54F

Such flexibility makes it possible to maximize tax savings legally according

to individual financial situations.

8. Encourages Retirement Planning

Through provisions like NPS contributions and pension fund investments,

the old regime supports long-term retirement planning. Tax benefits motivate
taxpayers to invest in retirement instruments, ensuring financial security

post-retirement.

9. Exemptions on Allowances

The old regime provides tax exemptions for allowances received by salaried

employees, such as:

« House Rent Allowance (HRA)
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« Leave Travel Allowance (LTA)

« Conveyance and other employee-specific allowances

These exemptions reduce taxable income and help employees meet specific

expenses without additional tax liability.

10. Incentives for Capital Gains

Taxpayers under the old regime can benefit from exemptions on long-term

capital gains when reinvesting in specified assets:

- Sale of residential property: Exemption under Section 54 and 54F

« Investment in specified bonds: Exemption under Section 54EC

This encourages long-term investment and infrastructure development while

minimizing tax liability.

Disadvantages of Old Tax Regime

The Old Tax Regime in India provides taxpayers with numerous deductions

and exemptions to reduce taxable income. While this system encourages

savings, investments, and socially beneficial spending, it also has several

limitations. These disadvantages often make tax compliance complex, time-
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consuming, and restrictive. Understanding the drawbacks helps taxpayers

make informed choices between the old and new tax regimes.

1. Complex Compliance Requirements

One of the primary disadvantages of the old tax regime is complexity in tax

compliance.

» Taxpayers must maintain detailed records of investments, receipts,
donations, medical expenses, insurance premiums, and other eligible
expenditures.

» Multiple forms and supporting documents are required for deductions
under Sections 80C, 80D, 80E, 80G, and others.

+ Mistakes or missing documentation can lead to defective returns,

penalties, or notices from the Income Tax Department.

This complexity can be challenging, especially for individuals with multiple

sources of income.

2. Time-Consuming Tax Planning

The old regime requires significant planning to optimize deductions:
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Taxpayers must choose from numerous instruments like PPF, NSC,
ELSS, life insurance, and NPS to reduce taxable income.
Homeowners must track loan principal and interest separately to claim
maximum deductions.

Awareness of exemptions like HRA, LTA, and capital gains

reinvestment is necessary.

This makes the old regime time-intensive, requiring constant monitoring and

planning throughout the financial year.

3. Restrictive Investment Options

While deductions under Sections 80C and 80CCC encourage savings, they

also restrict taxpayers’ investment freedom:

Tax benefits are available only for specified instruments like PPF,
NSC, ELSS, and life insurance.

Taxpayers cannot claim deductions for other forms of investment, even
if they are profitable.

This limits financial flexibility and may force individuals to invest in tax-

saving instruments that do not match their personal investment goals.

4. Encourages Investment Primarily for Tax Savings
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The old regime can sometimes promote tax-driven investment behavior

rather than goal-oriented financial planning:

Individuals may invest in instruments solely to claim deductions,
without considering risk, returns, or liquidity.
This can result in suboptimal financial portfolios, where the main

objective is tax saving rather than wealth creation.

While tax savings are beneficial, they may conflict with broader personal

financial goals.

5. Limited Benefit for Non-Investors

The old tax regime does not benefit taxpayers who do not have substantial

investments or expenses eligible for deductions:

Salaried individuals with low HRA or without home loans may find
minimal tax benefits.
Self-employed professionals without insurance or structured savings

get fewer deductions.

For such taxpayers, the old regime may result in higher tax liability compared

to the new regime with lower slab rates.
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6. Complicated Filing Process

Filing returns under the old regime can be complicated:

Taxpayers must report income under various heads—salary, business,
house property, capital gains, and other sources.
Each deduction and exemption requires separate documentation and

calculations.

Errors in reporting or deduction claims can trigger scrutiny from tax

authorities.

This adds a mental and administrative burden, especially for first-time

taxpayers or those with multiple deductions.
7. Frequent Updates and Amendments

The old tax regime is subject to frequent changes in laws, deduction limits,

and exemptions:

« Section limits such as 80C (1.5 lakh), 80D, or 24(b) for home loans

are periodically revised.

- Taxpayers must stay updated to fully utilize benefits.
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This adds to the complexity of tax planning and requires continuous

awareness of legal provisions.

8. Encourages Long-Term Lock-In

Many deductions under the old regime require long-term commitment:

« PPF and NSC have extended lock-in periods, making funds
inaccessible for short-term needs.

« ELSS investments have a mandatory 3-year lock-in period.

This reduces financial flexibility, as taxpayers must invest primarily for tax

savings rather than liquidity or other financial goals.

9. Not Suitable for Simplified Taxpayers

Taxpayers who prefer a simpler, low-maintenance system may find the old

regime cumbersome:

« Multiple deductions, calculations, and documentation make the system
less user-friendly.

- Taxpayers with straightforward income and minimal investments may
benefit more from the New Tax Regime, which has lower slab rates

and minimal paperwork.
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Advantages of New Tax Regime

The New Tax Regime in India, introduced in the Finance Act 2020, is an
optional taxation system for individuals and Hindu Undivided Families
(HUFs). Unlike the old tax regime, it offers lower tax rates with minimal

deductions and exemptions, simplifying the calculation of tax liability.

The new regime is designed for taxpayers who prefer simplicity,
transparency, and flexibility over strategic tax planning. It allows individuals
to pay taxes at reduced rates without the need for extensive documentation

or investment in tax-saving instruments.

1. Lower Tax Rates

One of the most significant advantages of the new tax regime is the reduced

tax rates compared to the old regime:

Progressive slab rates range from 5% to 30%, depending on income.

Lower rates reduce the overall tax burden for individuals who do not
claim major deductions.

Taxpayers with moderate income levels benefit directly from reduced

tax liability.
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This makes the new regime particularly suitable for salaried employees and

self-employed professionals with minimal exemptions.

2. Simplicity in Tax Compliance

The new tax regime eliminates most deductions and exemptions, making tax

compliance simpler and less time-consuming:

- Taxable income is calculated without adjusting for multiple exemptions
like HRA, LTA, or standard deduction.

« Minimal documentation is required, reducing the risk of errors or
defective returns.

« Filing income tax returns becomes straightforward, making the system

accessible even for first-time taxpayers.

This simplicity reduces administrative burden and helps avoid scrutiny

issues.

3. No Mandatory Investment for Tax Savings

Unlike the old regime, the new regime does not require taxpayers to invest

in specified instruments to save taxes:
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There is no need to invest in PPF, ELSS, NSC, insurance, or NPS for
tax purposes.

Taxpayers can retain disposable income for personal priorities, such
as debt repayment, education, or general investments.

This provides financial flexibility and encourages taxpayers to focus on

goal-oriented investments rather than tax-driven ones.

4. Encourages Financial Flexibility

With no compulsory tax-saving investment requirements:

Individuals can choose where to allocate their funds based on personal
goals rather than tax deductions.
Taxpayers can invest in instruments with higher returns or shorter lock-

in periods, enhancing financial freedom.

The new regime aligns with modern investment and spending patterns,

providing adaptability to changing financial needs.

5. Suitable for Non-Investors or Minimal Deduction Users

Taxpayers who do not have eligible deductions or exemptions may benefit

more from the new regime:
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- Individuals without home loans, health insurance, or other eligible
investments save tax through lower slab rates instead of deductions.
- Professionals with straightforward income and minimal expenses can

optimize tax without engaging in complex planning.

This ensures fair taxation for those not involved in structured tax-saving

activities.

6. Reduced Administrative Burden

Since most deductions and exemptions are removed:

No need to track investments, receipts, donations, or medical
expenses.

Minimal documentation reduces the risk of errors and tax notices.
Filing returns becomes faster and simpler for salaried employees and

self-employed individuals alike.

This makes the new regime attractive to taxpayers who prefer convenience

over deductions.

7. Encourages Disposable Income Usage

The new tax regime allows individuals to retain more immediate income:
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Money that would otherwise be invested in tax-saving instruments can
be used for consumption, investment, or emergencies.
Taxpayers gain flexibility in financial planning, with no lock-in

constraints as in old regime investments.

This feature is especially beneficial for young professionals or families

managing day-to-day finances.

8. Transparency and Predictability

The simplified structure of the new regime ensures:

Predictable tax calculation, as there are fewer variables to consider.
Easy understanding of tax liability without relying on exemptions or
complex calculations.

Clear comparison between income and tax payable, which fosters

financial clarity.

Transparency reduces confusion and enhances confidence in tax

compliance.

9. Encourages Compliance
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The minimal documentation, lower rates, and simpler rules make it more

likely that taxpayers will comply voluntarily:

Less effort in record-keeping and calculations encourages timely filing.
Reduced chances of errors or missed deductions/exemptions

decrease disputes with tax authorities.

This helps create a more efficient tax ecosystem with higher voluntary

compliance.

10. Flexibility to Switch Between Regimes

The new tax regime is optional, and taxpayers can choose between the old

and new regime every financial year:

Taxpayers can calculate their liability under both regimes and select
the one that results in lower tax.
This flexibility allows individuals to adapt their choice based on

income, investments, or financial priorities for each year.

This optional feature ensures that the taxpayer is not locked into one

system, promoting informed decision-making.

Disadvantages of New Tax Regime
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The New Tax Regime in India, introduced in the Finance Act 2020, offers
lower tax rates and minimal deductions or exemptions. While it simplifies
taxation and reduces compliance, it also has several drawbacks that may
make it less attractive for certain taxpayers. Understanding these
disadvantages helps individuals make informed decisions between the old

and new tax regimes.

1. Limited Deductions and Exemptions

A key disadvantage of the new tax regime is the removal of most deductions

and exemptions that were available under the old regime:

- Sections like 80C (investments in PPF, ELSS, NSC, insurance), 80D
(health insurance), 80E (educational loan), and 80G (donations) are
largely not available.

« Common exemptions such as House Rent Allowance (HRA), Leave

Travel Allowance (LTA), and standard deduction are not permitted.

This limits the ability of taxpayers to reduce taxable income through eligible

investments and expenditures.

2. Less Benefit for Tax-Savvy Investors
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Taxpayers who regularly invest in tax-saving instruments may find the new

regime less advantageous:

Those claiming maximum deductions under Sections 80C, 80D, 80E,
and 24(b) may have paid lower taxes under the old regime.
The new regime forces them to forego these benefits, which can lead

to higher tax liability despite lower slab rates.

Essentially, the system favors non-investors over disciplined investors.

3. Reduced Incentive for Long-Term Savings

The new regime does not provide incentives for long-term financial planning:

Contributions to PPF, NSC, ELSS, and insurance policies no longer

reduce taxable income.

National Pension System (NPS) contributions under Section
80CCD(1B) are only partially available.

This may discourage taxpayers from investing in instruments that

promote retirement security and wealth creation.

Lack of tax incentives may affect disciplined long-term financial planning.

4. May Result in Higher Tax for Certain Individuals
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Although the new regime has lower rates, some taxpayers may end up

paying more tax than under the old regime:

Salaried individuals with HRA, home loans, insurance, and other
deductions often pay lower tax in the old regime.
Taxpayers with multiple eligible exemptions and deductions are

disadvantaged under the new regime despite reduced slab rates.

Thus, the new regime is not universally beneficial.

5. No Standard Deduction

The standard deduction of 350,000 available for salaried employees and

pensioners under the old regime is not allowed in the new regime.

- Employees lose an automatic reduction in taxable salary income.
- This adds to the total taxable income and increases the burden for

those who rely on standard deduction benefits.

6. Limited Scope for Tax Planning

The new regime offers minimal flexibility for strategic tax planning:

- Taxpayers cannot combine exemptions, deductions, or allowances to

optimize tax.
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« There is no room for goal-oriented tax saving, such as reducing tax

liability while investing in insurance, retirement, or education.

Taxpayers with diverse income streams and deductions have fewer options

under the new regime.

7. No Incentive for Charitable Giving

Deductions under Section 80G for donations are not available under the

new regime:

Taxpayers lose a financial incentive to donate to approved charitable
organizations.
Socially beneficial contributions may decline due to the absence of tax

benefits.

This is a significant drawback for taxpayers who actively engage in

philanthropy.

8. Less Suitable for Homeowners

Homeowners benefit less under the new regime because:

- Deductions for home loan principal (Section 80C) and interest

(Section 24b) are not allowed.
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- Taxpayers with significant home loan obligations may end up paying

more tax despite lower slab rates.
For property owners, the old regime remains more financially advantageous.

9. Encourages Short-Term Thinking

The new regime focuses on immediate tax savings rather than long-term

financial planning:

« Taxpayers retain more disposable income now but may miss out on
structured investments with higher returns over time.
« Lack of incentives for retirement, insurance, or long-term saving may

affect financial security in the long run.
It prioritizes short-term liquidity over long-term financial stability.

10. Frequent Evaluation Needed

The new regime is optional, which means taxpayers must calculate tax under

both old and new regimes to determine the most beneficial option each

financial year:

« This requires careful analysis of income, deductions, and exemptions.

« Some taxpayers may find this evaluation confusing or cumbersome.
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While the system offers flexibility, it also introduces decision-making

complexity annually.

Numerical Problems on Old Regime vs New Regime

Problem 1

Salary Income

Deduction u/s 80C =31,50,000

Old

Taxable Income = 6,00,000

Tax = 5% of 1,50,000 = 7,500

New
Taxable Income

Tax = 5% of 2,50,000 = 312,500

IS Better Option: Old Regime

Problem 2

36,00,000

Regime

50,000 - 1,50,000 = 34,00,000

Regime

5,650,000
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Salary 38,00,000
80C 31,50,000

80D 325,000

Old Regime Taxable Income = 8,00,000 — 50,000 — 1,75,000 = %5,75,000

Tax =327,500

New Regime Taxable Income 7,50,000

Tax = 345,000

5> Old Regime Better

Problem 3

Salary 35,00,000

80C %1,00,000

Old Regime Taxable 33,50,000

Tax = 35,000
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New Regime Taxable

Tax =37,500

IZ> Old Regime Better

Problem 4

Salary

No deductions

Old Regime Taxable

Tax =342,500

New Regime Taxable

Tax =320,000

K> New Regime Better

Problem 5

Income

Income

Income
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34,50,000

37,00,000

36,50,000

36,50,000
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Salary 39,00,000

80C %1,50,000

Old Regime Taxable Income X7,00,000

Tax =352,500

New Regime Taxable 38,50,000

Tax = 345,000

> New Regime Better

Problem 6

Salary 310,00,000
80C 31,50,000
80D 325,000

Housing Interest X1,50,000

Old Regime Taxable 36,25,000

Tax =337,500
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New Regime Taxable Income

Tax =360,000

IZ> Old Regime Better

Problem 7

Salary
80C

80D 330,000

Old Regime Taxable Income

Tax =31,06,500

New Regime Taxable Income

Tax =397,500

5> New Regime Better

Problem 8
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39,50,000

312,00,000

31,50,000

39,70,000

311,50,000
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Salary 37,50,000

80C %1,20,000

Old Regime Taxable Income 35,80,000

Tax =341,000

New Regime Taxable X7,00,000

Tax =325,000

> New Regime Better

Problem 9

Salary 311,00,000
80C 31,50,000

Housing Interest ¥2,00,000

Old Regime Taxable Income 37,50,000

Tax =362,500
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New Regime Taxable Income 310,50,000

Tax =382,500

IZ> Old Regime Better

Problem 10

Salary 36,50,000

No deduction

Old Regime 332,500

New Regime Tax = 317,500

5> New Regime Better

Problem 11

Salary 38,50,000

80C 31,50,000

80D 325,000
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Old Regime Taxable

Tax =337,500

New Regime Taxable

Tax = 335,000

K> New Regime Better

Problem 12

Salary

80C %1,50,000

Old Regime Taxable

Tax =35,000

New Regime Taxable

Tax =310,000

IZ> Old Regime Better

Income

Income

Income

Income
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36,25,000

38,00,000

35,50,000

33,50,000

¥5,00,000
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Problem 13

Salary
80C

80D 325,000

Old Regime Taxable

Tax =31,62,500

New Regime Taxable

Tax =31,12,500

5> New Regime Better

Problem 14

Salary

80C %1,00,000
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313,00,000

31,50,000

Income 311,75,000

312,50,000

39,50,000
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Old Regime Taxable Income 38,00,000

Tax =372,500

New Regime Taxable Income 39,00,000

Tax = 345,000

K> New Regime Better

Problem 15

Salary 37,80,000

80C 31,50,000

80D 330,000

Old Regime Taxable Income 35,50,000

Tax =322,500

New Regime Taxable Income X7,30,000

Tax = 328,000

5> Old Regime Better
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Problem 16

Salary
80C
Housing Interest

80D 325,000

Old Regime Taxable Income

Tax =31,47,500

New Regime Taxable Income

Tax =31,72,500

5> Old Regime Better

Problem 17

Salary

No deductions
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315,00,000

31,50,000

32,00,000

311,25,000

314,50,000

314,00,000
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Old Regime Tax 32,32,500

New Regime Tax = 31,57,500

5> New Regime Better

Problem 18

Salary 310,50,000
80C 31,50,000

80D 330,000

Old Regime Taxable Income 38,20,000

Tax =376,500

New Regime Taxable Income 310,00,000

Tax =360,000

5> New Regime Better

Problem 19
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Salary
80C

Housing Interest 32,00,000

Old Regime Taxable

Tax =31,87,500

New Regime Taxable

Tax =31,80,000

5> New Regime Better

Problem 20

Salary

80C

80D 325,000

Old Regime

Tax =33,37,500

Income

Income
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316,00,000

31,50,000

312,50,000

315,50,000

318,00,000

31,50,000

316,25,000
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New Regime Taxable Income

Tax =32,25,000

5> New Regime Better

Problem 21

Salary
80C

Housing Interest X1,50,000

Old Regime Taxable Income

Tax =332,500

New Regime Taxable Income

Tax =345,000

IZ> Old Regime Better

Problem 22
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317,50,000

39,00,000

31,50,000

36,00,000

38,50,000
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Salary 311,50,000

80C %1,50,000

Old Regime Taxable Income 310,00,000

Tax =31,12,500

New Regime Taxable 311,00,000

Tax =375,000

5> New Regime Better

Problem 23

Salary 38,80,000

80C %1,20,000

Old Regime 37,10,000

Tax = 354,500

New Regime Taxable Income 38,30,000

Tax =339,500
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I5>> New Regime Better

Problem 24

Salary
80C

80D 325,000

Old Regime Taxable

Tax =310,250

New Regime Taxable Income

Tax =316,500

2> Old Regime Better

Problem 25

Salary

No deductions
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36,80,000

31,50,000

34,55,000

36,30,000

310,00,000
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Old Regime Tax 31,112,500

New Regime Tax = 360,000

5> New Regime Better

Problem 26

Salary X7,20,000

80C %1,00,000

Old Regime Taxable 35,70,000

Tax =326,000

New Regime Taxable Income 36,70,000

Tax =323,500

I5>> New Regime Better

Problem 27
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Salary
80C

80D 330,000

Old Regime Taxable

Tax =31,61,000

New Regime Taxable

Tax =31,12,500

5> New Regime Better

Problem 28

Salary

80C %1,50,000

Old Regime Taxable

Tax =36,500

Income

Income
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313,50,000

31,50,000

311,70,000

313,00,000

35,80,000

33,80,000
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New Regime Taxable Income 35,30,000

Tax =311,500

IZ> Old Regime Better

Problem 29

Salary 312,80,000
80C 31,50,000

Housing Interest 32,00,000

Old Regime Taxable Income 39,30,000

Tax =398,500

New Regime Taxable Income 312,30,000

Tax =31,06,500

IZ> Old Regime Better

Problem 30
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Salary 320,00,000

No deductions

Old Regime 34,12,500

New Regime Tax = 33,00,000

Computation of Total Income — Individual

Problem 1

Salary 8,00,000, HRA received 31,20,000, Rent paid 31,00,000, Standard
deduction 350,000, 80C 31,50,000

Answer:

HRA exemption 360,000 (assumed)

Taxable Salary = 8,00,000 + 1,20,000 — 60,000 — 50,000 = 8,10,000

Less 80C = 1,50,000 — Total Income =36,60,000

Problem 2
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Salary 36,50,000, Interest on FD 70,000, 80C %1,50,000, 80D 325,000

Answer:
Gross Income 6,50,000 70,000 7,20,000
Deductions = 1,50,000 + 25,000 1,75,000

Total Income = 7,20,000 - 1,75,000 = X5,45,000

Problem 3

Salary 35,50,000, House property income 31,50,000, Municipal tax 330,000,

Standard deduction 30%
Answer:

Net Annual Value = 150,000 - 30,000 = 1,20,000
Income from house property = 1,20,000 - 36,000 = 84,000
Gross Total Income = 550,000 + 84,000 = 6,34,000
No other deductions

Total Income =36,34,000

Problem 4
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Business Income 34,50,000, Capital Gain 360,000, 80C 31,00,000

Answer:
Gross Total Income = 450,000 + 60,000 = 5,10,000
Less 80C 1,00,000

Total Income =34,10,000

Problem 5

Salary 7,20,000, Professional Tax 32,000, Standard Deduction 350,000

Answer:

Salary Income = 7,20,000 - 2,000 - 50,000 = 6,68,000

Total Income =36,68,000

Problem 6

Interest from savings 315,000, Interest on FD 340,000, 80TTA 310,000

Answer:

Gross Income
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Less 80TTA 10,000

Total Income =345,000

Problem 7

Salary 39,00,000, HRA ¥2,00,000, Rent Paid X1,50,000, Standard Deduction
350,000, 80C 31,50,000

Answer:

HRA exemption 31,00,000
Taxable Salary = 9,00,000 + 2,00,000 — 1,00,000 — 50,000 = 9,50,000
Less 80C 1,50,000

Total Income =38,00,000

Problem 8

Salary 36,50,000, Bonus 350,000, Capital Gain 31,00,000, 80C %1,50,000

Answer:

Gross Income = 6,50,000 + 50,000 + 1,00,000 = 8,00,000
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Less 80C 1,50,000

Total Income =36,50,000

Problem 9

Salary 35,80,000, Rental income 32,40,000, Municipal Tax 340,000,

Standard Deduction 30%
Answer:

House property income = 2,40,000 — 40,000 = 2,00,000 — 60,000 = 1,40,000
Gross Total Income = 5,80,000 + 1,40,000 = 7,20,000

Total Income =37,20,000

Problem 10

Business Income 36,00,000, Speculation Loss 31,00,000, 80C %1,50,000

Answer:
Business Income = 6,00,000 1,00,000 5,00,000
Less 80C 1,50,000

Total Income =33,50,000
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Problem 11

Salary 37,00,000, House Property Loss 32,00,000, 80D 330,000

Answer:
Gross Total Income = 7,00,000 - 2,000,000 = 5,00,000
Less 80D 30,000

Total Income =34,70,000

Problem 12

Salary 35,50,000, Commission 31,50,000, 80C 31,00,000

Answer:
Gross Income = 5,50,000 1,50,000 7,00,000
Less 80C 1,00,000

Total Income =36,00,000

Problem 13
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Salary 38,00,000, LTCG 31,00,000, 80C 31,50,000

Answer:
Gross Income 9,00,000
Less 80C 1,50,000

Total Income =37,50,000

Problem 14

Salary 39,00,000, Interest 370,000, 325,000

Answer:
Gross Income 9,70,000
Less 80D 25,000

Total Income =39,45,000

Problem 15

Rental Income 33,00,000, Municipal Tax 360,000, Housing Loan Interest
31,20,000

Answer:
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Net Annual Value = 3,0000000 - 60,000 2,40,000
Std Deduction 72,000
House Property Income 1,68,000 - 1,20,000 = 48,000

Total Income = 348,000

Problem 16

Salary 36,80,000, Business Loss 31,50,000, 80C 31,50,000

Answer:
Gross Total Income = 6,80,000 - 150,000 = 5,30,000
Less 80C 1,50,000

Total Income =3X3,80,000

Problem 17

Salary 36,00,000, Capital Gain 32,00,000, Lottery Winning 350,000, 80C

31,50,000

Answer:

Gross Total Income = 6,00,000 + 2,00,000 + 50,000 = 8,50,000
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Less 80C 1,50,000

Total Income =37,00,000

Problem 18

Business Income 37,50,000, Speculation Profit ¥1,00,000, 80G 330,000

Answer:
Gross Income 8,50,000
Less 80G 30,000

Total Income =38,20,000

Problem 19

Salary 11,00,000, Interest 90,000, House Property Loss 32,00,000, 80C

31,50,000
Answer:
Gross Income = 11,00,000 + 90,000 - 2,00,000 = 9,90,000
Less 80C 1,50,000

Total Income =38,40,000
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Problem 20

Salary 310,00,000, Bonus 31,00,000, Professional Tax 33,000, 80C
31,50,000, 80D 325,000

Answer:
Salary Income = 10,00,000 + 1,00,000 — 3,000 — 50,000 = 10,47,000
Less Deductions = 1,50,000 + 25,000 = 1,75,000

Total Income =38,72,000

Problem 21

Salary 39,50,000, House Property Loss 31,50,000, 80C 31,50,000

Answer:
Gross Income = 9,50,000 1,50,000 8,00,000
Less 80C = 1,50,000

Total Income =36,50,000
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Problem 22

Salary 37,80,000, LTCG 31,20,000, 80C 31,50,000

Answer:
Gross Income = 7,80,000 1,20,000 9,00,000
Less 80C 1,50,000

Total Income =37,50,000

Problem 23

Salary 312,00,000, HRA %2,00,000, Rent Paid %1,50,000, 80C %1,50,000

Answer:

HRA Exemption 31,00,000

Taxable Salary = 12,00,000 + 2,00,000 — 1,00,000 — 50,000 = 12,50,000
Less 80C 1,50,000

Total Income =311,00,000

Problem 24
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Business Income 36,50,000, Speculation Loss 350,000, 80C 31,50,000

Answer:
Adjusted Business Income = 6,50,000 - 50,000 = 6,00,000
Less 80C 1,50,000

Total Income =34,50,000

Problem 25

Salary 314,00,000, House Property Loss 32,00,000, 80C 31,50,000, 80D
325,000

Answer:
Gross Income 14,00,000 2,00,000 12,00,000
Deductions = 1,50,000 25,000 1,75,000

Total Income =310,25,000

UNIT IV — Computation of Total Income
(Individual)

No Question

1 What is total income? K1
2 Define taxable income. 5 K1
3 What is the old tax regime? K1
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Bloom’s

ti Mark
Question arks Level
What is the new tax regime?

State the differences between old and new tax regimes.

Explain the procedure for computation of total income of an
individual.

Discuss the steps involved in calculating tax liability.
Explain the tax slabs under the old and new regimes.
Compute the tax liability of an individual from a given problem.

Analyze the advantages of the old tax regime and the new tax
regime.

Unit V Income Tax Authorities
Administration of Income Tax Act—Income Tax Authorities- Powers of

CBDT- Powers of Income Tax Officer-Procedure for Assessment - Filing of

Return — Due Dates of Filing - Voluntary Filing-Return of Loss-Belated

Return —Defective Return- Signing of Return -Permanent Account Number
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(PAN), e-PAN-Tax credit statement(2 6AS) and Annual Information

Statement (AIS).

Administration of the Income Tax Act

The administration of the Income Tax Act is a critical aspect of the Indian
taxation system, ensuring that tax laws are effectively implemented,
assessed, collected, and monitored. India’s Income Tax Act, 1961, provides
the legal framework for levying and collecting income tax on individuals,
Hindu Undivided Families (HUFs), companies, firms, and other entities.
Administration of the Act involves a complex mechanism of offices,

authorities, procedures, and legal powers that work in coordination to

achieve the twin objectives of revenue collection and compliance

enforcement.

1. Governing Authority

The Central Board of Direct Taxes (CBDT) is the apex body responsible

for the administration of the Income Tax Act. It functions under the
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Department of Revenue, Ministry of Finance, Government of India. The

CBDT provides:

1. Policy Direction: Advises the government on matters relating to direct
taxation policies.

. Legislative Inputs: Suggests amendments and improvements in the
Income Tax Act.

. Administration and Enforcement: Monitors the implementation of
tax laws through a network of Income Tax Departments across the
country.

. Taxpayer Services: Facilitates taxpayer assistance, grievance

redressal, and awareness programs.

The CBDT is headed by a Chairman and has six Members, each responsible

for specific functions such as assessment, legislation, investigation, audit,

and information technology.

2. Hierarchy of Tax Administration

The Income Tax Department operates through a hierarchical structure to

ensure smooth administration:
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. Income Tax Officers (ITOs): Handle assessment, collection, and
enforcement for individuals, HUFs, and small businesses.

. Assistant Commissioners / Deputy Commissioners: Supervise
ITOs and handle disputes or appeals at a local level.

. Joint Commissioners and Additional Commissioners: Monitor
regional compliance and provide guidance on complex cases.

. Principal Chief Commissioners and Chief Commissioners:

Oversee the functioning of large regions, focusing on policy

implementation and coordination.
. Director Generals: Manage specialized units such as Investigation,

Audit, Income Tax Intelligence, and Enforcement.

This hierarchy ensures that taxpayers’ returns are processed efficiently,

evasion is curbed, and revenue collection targets are met.

3. Administrative Functions

The administration of the Income Tax Act involves a series of interrelated

functions:

a) Assessment of Income
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Assessment is the process of determining the taxable income of a taxpayer.

The Income Tax Act provides multiple methods of assessment:

1. Self-Assessment (Section 140A): Taxpayers compute their income
and pay taxes before filing returns.

. Regular Assessment (Section 143): The Assessing Officer verifies
the return filed by the taxpayer, ensuring accuracy of income and
deductions claimed.

. Best Judgment Assessment (Section 144): Applied when the
taxpayer fails to file a return, providing the officer the authority to
determine income based on available information.

. Reassessment (Section 147): Allows revision of previously assessed

income if evidence of underreporting or omission is discovered.

b) Collection and Recovery of Tax

Once the tax liability is assessed, it must be collected efficiently. The

administration provides mechanisms to ensure timely collection:

1. Tax Deducted at Source (TDS): Certain payments like salary,

interest, and contract payments are taxed at source.
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2. Advance Tax: Individuals and businesses with significant income
must pay tax in installments during the financial year.
3. Tax Collection at Source (TCS): Specific payments such as sale of

goods by sellers attract TCS.

Recovery procedures include attaching bank accounts, seizure of property,
or garnishing wages of defaulting taxpayers. The Income Tax Department

has powers to enforce recovery under Sections 222—-226 of the Act.

c) Enforcement and Investigation

Enforcement is a vital function to prevent tax evasion and ensure

compliance. The Income Tax Act empowers authorities to:

1. Conduct Search and Seizure (Sections 132): Authorities can search

premises if they suspect undisclosed income.

2. Survey Operations (Section 133A): Enables examination of books,

accounts, and assets to detect unreported income.
3. Information Gathering: Tax authorities collect data from banks,
financial institutions, and other government agencies to track

unreported income.
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Investigation wings focus on high-value cases and organized evasion,
including black money, shell companies, and international tax avoidance

schemes.

d) Appeals and Dispute Resolution

The Act provides a structured framework for taxpayers to challenge

assessment decisions:

. First Appeal: Made to the Commissioner of Income Tax (Appeals).

. Second Appeal: Made to the Income Tax Appellate Tribunal (ITAT).

. High Court Appeal: Available for legal questions of importance
beyond ITAT decisions.

. Supreme Court: The final judicial authority for tax disputes.

Alternative dispute resolution mechanisms, such as the Vivad Se Vishwas
scheme, aim to settle pending disputes efficiently while reducing litigation

costs.

e) Monitoring and Compliance

The Income Tax Department uses technology and analytics to monitor

compliance:
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. PAN (Permanent Account Number): Ensures unique identification of

taxpayers.

. Aadhaar Linking: Facilitates authentication and verification of
taxpayer details.

. E-filing of Returns: Promotes transparency and reduces manual
errors.

. Information Technology Systems: Platforms like the Centralized
Processing Centre (CPC) process millions of returns annually.

. Data Analytics: Helps identify discrepancies, mismatches in

TDS/TCS, and suspicious high-value transactions.

4. Powers of Tax Authorities

The Income Tax Act confers substantial powers to officers to enforce tax

laws:

1. Power to Summon (Section 131): Authorities can summon
individuals or entities to provide documents or evidence.

2. Power to Impose Penalties: For concealment of income, under-
reporting, or failure to file returns.

3. Power to Conduct Surveys and Inspections: Ensure businesses
maintain proper records.
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4. Power to Issue Notices: To seek clarification, demand tax, or initiate

reassessment.

These powers are balanced by procedural safeguards to protect taxpayers’
rights, such as notice requirements, appellate remedies, and legal

representation.

5. Taxpayer Services and Awareness

Effective administration also involves educating taxpayers and facilitating

compliance:

1. Helpline and Online Assistance: Provides guidance on return filing,
deductions, exemptions, and forms.

2. Awareness Campaigns: Conducted to inform taxpayers about
obligations and changes in law.

3. Grievance Redressal: Mechanisms like e-Nivaran resolve complaints
efficiently.

4. Simplified Forms: Multiple forms for individuals, companies, and

firms simplify the reporting process.

Such initiatives reduce non-compliance, enhance voluntary tax payment,

and improve the taxpayer-government relationship.
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6. Coordination with Other Authorities

Administration requires cooperation with other governmental bodies:

1. Reserve Bank of India (RBI): Provides banking transaction details for
TDS verification.

2. Registrar of Companies: Offers information on corporate filings for
audit purposes.

3. Customs and GST Departments: Shares information to detect
discrepancies in income.

4. Foreign Tax Authorities: Exchanges information to track international

tax evasion under Double Tax Avoidance Agreements (DTAA).

Coordination improves efficiency, prevents evasion, and strengthens

revenue collection.

7. Challenges in Administration

Despite a robust framework, administration faces several challenges:

1. Tax Evasion: Undisclosed income and black money continue to be

major concerns.

2. High Litigation: Complex provisions lead to prolonged disputes.
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3. Compliance Burden: Frequent changes in tax laws require constant
updates and training.
. Technology Integration: While e-filing simplifies processes,
cybersecurity and data integrity issues remain.
. Resource Constraints: Limited personnel for large-scale

enforcement, particularly in rural areas.

The administration continually reforms processes to mitigate these

challenges and improve efficiency.

8. Reforms and Modernization

The government has initiated several measures to modernize income tax

administration:

1. E-Filing and Digitalization: Mandatory e-filing for most taxpayers
simplifies returns and speeds up processing.

2. Faceless Assessment and Appeal: Introduced to reduce human
interface and enhance transparency.

3. Tax Information Network (TIN): Integration of PAN, TDS, TCS, and

GST systems for data analytics and compliance verification.
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4. Advance Rulings: Allows taxpayers to seek clarity on complex tax
issues before filing returns.
5. Automated Processing: Use of software to detect inconsistencies,

process refunds, and generate notices efficiently.

These initiatives aim to make administration more taxpayer-friendly,

transparent, and accountable.

Income Tax Authorities in India

The administration of income tax in India is carried out through a structured
network of authorities under the Income Tax Act, 1961, functioning under the
supervision of the Central Board of Direct Taxes (CBDT). These authorities
are responsible for assessment, collection, enforcement, and dispute
resolution. The hierarchy ensures that tax laws are implemented efficiently

while maintaining checks and balances.

1. Central Board of Direct Taxes (CBDT)

The Central Board of Direct Taxes (CBDT) is the highest administrative

authority responsible for managing direct tax laws in India. It functions under
the Department of Revenue, Ministry of Finance, Government of India.

CBDT plays a crucial role in formulating tax policies, implementing tax laws,
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supervising tax administration, and ensuring proper collection of revenue

from direct taxes such as Income Tax and Corporate Tax. The Board acts as
a bridge between the government and taxpayers by maintaining a balanced

and transparent taxation system.

Historical Background

CBDT was established under the Central Board of Revenue Act, 1963.
Before its formation, taxation matters were handled by the Central Board of
Revenue, which managed both direct and indirect taxes. Later, the Board
was divided into two separate bodies to improve efficiency and
specialization. CBDT was assigned responsibility for direct taxes, while
indirect taxes were managed by a separate authority. Since its
establishment, CBDT has played an essential role in strengthening India’s

taxation structure.

Composition of CBDT

CBDT consists of a Chairman and several Members who are senior officers
from the Indian Revenue Service. The Chairman acts as the head of the
Board and provides leadership and policy direction. Each member is

assigned specific responsibilities such as legislation, administration,
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investigation, taxpayer services, and revenue management. The Board
functions through various departments and regional offices across India,

ensuring smooth implementation of tax policies.

Objectives of CBDT

The primary objective of CBDT is to ensure efficient administration of direct
tax laws. It aims to promote voluntary tax compliance, increase revenue
collection, and maintain transparency in taxation. CBDT also focuses on
simplifying tax procedures and protecting taxpayer rights. Another major
objective is to support the government in achieving economic development

through effective tax policy planning and implementation.

Policy Formulation Role

CBDT plays a significant role in designing and recommending tax policies. It
studies economic conditions, taxpayer behaviour, and financial trends before
suggesting amendments to tax laws. The Board assists the government in

preparing Finance Bills related to direct taxation. Through policy formulation,

CBDT ensures that taxation supports economic growth, encourages

investment, and maintains revenue stability.

Administration of Direct Tax Laws
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CBDT supervises the implementation of direct tax laws throughout the
country. It issues circulars, notifications, and instructions that guide tax
authorities in interpreting and applying tax provisions. These instructions
ensure uniformity in tax administration and reduce confusion among tax
officers and taxpayers. The Board also monitors tax assessments and

collection procedures to ensure fairness and efficiency.

Supervision of Income Tax Department

CBDT exercises administrative control over the Income Tax Department. It
monitors the performance of tax officers, sets revenue targets, and

introduces administrative reforms. The Board ensures that tax authorities

follow ethical practices and provide quality services to taxpayers. It also

strengthens training programs to improve the professional skills of tax

officials.

Taxpayer Services and Awareness

CBDT focuses on improving taxpayer convenience and awareness. It has
introduced several digital services such as online return filing, e-assessment
systems, and grievance redressal portals. These initiatives reduce

paperwork and improve transparency. CBDT also conducts seminars and
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awareness programs to educate taxpayers about tax laws, filing procedures,

and compliance requirements.

Investigation and Anti-Tax Evasion Measures

One of the major functions of CBDT is to detect and prevent tax evasion. The
Board supervises intelligence gathering, search and seizure operations, and
monitoring of suspicious financial transactions. It works to control black
money generation and undisclosed income. CBDT coordinates with
enforcement agencies and financial intelligence units to strengthen

compliance and protect government revenue.

Dispute Resolution and Litigation Management

CBDT plays an important role in resolving tax disputes and managing
litigation. It provides guidelines for handling appeals and ensures timely
settlement of tax cases. The Board promotes alternative dispute resolution

mechanisms such as settlement schemes and dispute resolution panels.

These initiatives help reduce court cases and create a taxpayer-friendly

environment.

International Taxation Functions
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CBDT handles matters related to international taxation and cross-border
transactions. It negotiates Double Taxation Avoidance Agreements (DTAAS)
with other countries to prevent double taxation of income. The Board also
ensures compliance with international tax standards and promotes exchange
of financial information between countries to prevent tax avoidance and

money laundering.

Implementation of Tax Reforms

CBDT continuously works towards improving the taxation system through
reforms. It promotes digitalization, faceless assessment, and online appeal

mechanisms. These reforms reduce corruption, enhance transparency, and

improve efficiency in tax administration. CBDT also reviews existing tax laws

and suggests modifications to meet changing economic conditions.

Coordination with Other Authorities

CBDT coordinates with various government departments, financial
institutions, and international organizations. Such coordination helps in
monitoring financial transactions and preventing tax fraud. It strengthens the

overall taxation framework and improves revenue collection efficiency.

Transparency and Accountability
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CBDT maintains transparency by publishing reports, statistical data, and
performance evaluations. It ensures accountability by establishing grievance
redressal systems and monitoring tax officials. The Board aims to create
trust between taxpayers and tax authorities through fair and transparent tax

administration.

2. Hierarchy of Income Tax Authorities

The Income Tax Department in India functions through a well-defined
hierarchical structure to ensure proper administration and implementation of
direct tax laws. The hierarchy helps in smooth functioning, supervision, and
coordination among tax authorities. Each level of authority is assigned
specific powers, duties, and responsibilities under the Income Tax Act, 1961.
The structure ensures efficient tax collection, enforcement of tax laws, and

protection of taxpayer rights.

Apex Authority

Central Board of Direct Taxes (CBDT)

CBDT is the highest administrative authority for direct taxes in India. It

functions under the Ministry of Finance and supervises the entire Income

Tax Department. CBDT is responsible for policy formulation, issuing rules,
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circulars, and instructions, and ensuring uniform application of tax laws
across the country. It also supervises administrative and investigation

functions of income tax authorities.

Senior Administrative Authorities

Principal Chief Commissioner of Income Tax (Pr. CCIT)

This is the topmost field-level authority in the Income Tax Department. The
Principal Chief Commissioner supervises large geographical zones or
functional areas. The officer monitors implementation of tax policies,
supervises subordinate officers, and ensures achievement of revenue

targets.

Chief Commissioner of Income Tax (CCIT)

The Chief Commissioner assists the Principal Chief Commissioner and

supervises regional tax administration. The officer ensures proper execution

of tax laws and monitors performance of subordinate officers within assigned

jurisdictions.

Intermediate Administrative Authorities
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Principal Commissioner of Income Tax (Pr. CIT)

The Principal Commissioner exercises administrative control over tax
assessments, appeals, and investigations within a particular region or
functional division. The officer ensures that tax laws are properly applied and

supervises the working of assessing officers.

Commissioner of Income Tax (CIT)

The Commissioner plays a vital role in tax administration. The officer
supervises tax assessments, ensures compliance with legal provisions, and
hears revision petitions filed by taxpayers. The Commissioner also has the
power to revise or cancel incorrect assessment orders passed by

subordinate officers.

Assessment Level Authorities

Additional Commissioner of Income Tax

The Additional Commissioner assists the Commissioner in performing

administrative and supervisory functions. The officer provides guidance to

assessing officers and ensures effective implementation of tax procedures.
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Joint Commissioner of Income Tax

The Joint Commissioner supervises assessment work and provides approval
for certain important assessment orders. The officer ensures fairness and
legality in tax proceedings and supports senior authorities in administrative

functions.

Primary Assessment Authorities

Deputy Commissioner of Income Tax (DCIT)

The Deputy Commissioner acts as an Assessing Officer for medium and
large taxpayers. The officer conducts tax assessments, verifies income
details, and ensures proper tax collection. The DCIT also handles complex

tax cases and investigations.

Assistant Commissioner of Income Tax (ACIT)

The Assistant Commissioner performs similar functions as the Deputy

Commissioner but generally handles smaller or less complex cases. The
officer examines tax returns, conducts scrutiny assessments, and ensures

compliance with tax laws.

Operational Assessment Authorities

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 432 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Income Tax Officer (ITO)

The Income Tax Officer is the most important field-level officer dealing
directly with taxpayers. The ITO conducts assessments, verifies financial
records, processes tax returns, and ensures proper tax collection. The officer
also conducts inquiries, investigations, and enforcement actions against tax

evasion.

Supporting Authorities

Tax Recovery Officer (TRO)

The Tax Recovery Officer is responsible for recovering unpaid taxes from

defaulters. The officer can attach property, seize assets, and take legal

action to recover outstanding tax dues.

Inspectors of Income Tax

Inspectors assist assessing officers by collecting information, conducting
field inquiries, and verifying taxpayer records. They play a supporting role in

investigation and enforcement activities.

Role of Hierarchy in Tax Administration
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The hierarchical structure ensures effective supervision and coordination
among tax authorities. Senior officers focus on policy implementation and
supervision, while middle-level officers handle administrative and
assessment control. Field-level officers directly interact with taxpayers and
perform assessment and enforcement duties. This structured system

promotes accountability, efficiency, and transparency in tax administration.

Importance of Hierarchy

The hierarchy helps in maintaining discipline and uniformity in tax
administration. It ensures proper delegation of powers and prevents misuse

of authority. The structure also helps in quick grievance redressal and

smooth functioning of appeal mechanisms. By clearly defining

responsibilities, the hierarchy improves efficiency and strengthens tax

compliance.

3. Specialized Authorities

Apart from the regular hierarchical income tax authorities, the Income Tax
Act, 1961 provides for certain specialized authorities to deal with specific tax
matters. These authorities help in resolving complex tax issues, reducing

litigation, and providing clarity on taxation matters. They play a crucial role
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in improving efficiency, ensuring fair decisions, and strengthening the tax

administration system in India.

Income Tax Appellate Tribunal (ITAT)

The Income Tax Appellate Tribunal is an independent judicial body that
handles appeals against orders passed by Commissioners of Income Tax
(Appeals). It is the second appellate authority in the income tax dispute
resolution process. ITAT consists of judicial members and accountant
members who possess legal and financial expertise. The Tribunal examines
facts, interprets tax laws, and provides fair and impartial judgments. Its
decisions are binding on lower authorities, although further appeal can be

made to the High Court on legal matters.

Authority for Advance Rulings (AAR)

The Authority for Advance Rulings provides clarification to taxpayers,

especially non-residents, regarding tax liabilities on proposed transactions.
It allows taxpayers to obtain rulings before undertaking business activities in
India. This helps in avoiding future disputes and ensures certainty in tax
matters. The AAR promotes foreign investment by providing clear guidance

on taxation issues related to cross-border transactions.
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Income Tax Settlement Commission

The Income Tax Settlement Commission was established to provide a
platform for taxpayers to voluntarily disclose undisclosed income and settle
tax disputes. The Commission aims to reduce tax litigation and encourage
voluntary compliance. Taxpayers can approach the Commission to resolve

disputes by paying due taxes along with penalties and interest. The

Commission examines applications, verifies disclosures, and provides

settlement orders that are final and binding.

Dispute Resolution Panel (DRP)

The Dispute Resolution Panel is a specialized authority designed mainly to
handle disputes involving foreign companies and transfer pricing cases. The
DRP consists of senior tax officers who review draft assessment orders
issued by assessing officers. Taxpayers can approach the DRP to seek quick
resolution of disputes without going through lengthy appeal procedures. The

panel provides directions to assessing officers to finalize assessment orders.

Board for Advance Rulings (BAR)

The Board for Advance Rulings replaced the Authority for Advance Rulings

in certain cases to handle pending applications and improve efficiency. It
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provides advance rulings on tax matters, ensuring clarity in interpretation of
tax laws. The Board helps taxpayers understand their tax obligations before

entering into financial transactions.

Faceless Assessment and Appeal Authorities

In recent years, the Income Tax Department has introduced faceless
assessment and faceless appeal systems. These authorities function
through digital platforms without direct interaction between taxpayers and
tax officers. This system enhances transparency, reduces corruption, and
ensures unbiased decision-making. Faceless authorities process tax
assessments, appeals, and verification procedures through centralized

electronic systems.

Role of Specialized Authorities

Specialized authorities help in handling technical and complex tax matters
efficiently. They provide expert decisions, reduce burden on regular tax

authorities, and ensure faster dispute resolution. These authorities also help

in reducing tax litigation and improving taxpayer confidence in the taxation

system.

Importance of Specialized Authorities

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 437 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

The presence of specialized authorities ensures fairness and efficiency in
tax administration. They provide clarity in tax laws, encourage voluntary
compliance, and protect taxpayer rights. By resolving disputes quickly and
professionally, these authorities contribute to better revenue collection and

improved tax governance.

4. Powers of Income Tax Authorities

Income Tax Authorities are empowered with various statutory powers to
administer and enforce direct tax laws in India. These powers help ensure
proper assessment, collection, and recovery of taxes while preventing tax

evasion and financial fraud. The authorities exercise these powers according

to legal provisions, ensuring fairness, transparency, and accountability. The

powers are essential for maintaining an effective taxation system and

safeguarding government revenue.

a) Power to Call for Information
Income tax authorities have the power to call for information from
taxpayers, financial institutions, banks, companies, and other relevant
entities. They can require production of books of accounts, documents,
financial statements, and records related to income and expenditure.
This power helps authorities verify the accuracy of tax returns and
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detect concealed income. Failure to provide required information may
result in penalties or legal action.
b) Power of Search and Seizure

Income tax authorities can conduct search and seizure operations
when there is suspicion of tax evasion or undisclosed income. During
such operations, officers can enter premises, examine records, seize
cash, jewellery, or valuable assets that are not properly disclosed. This
power is commonly used to detect black money and illegal financial
activities. However, search operations must be conducted with proper

authorization and legal procedures.

c) Power to Survey

Authorities have the power to conduct surveys at business premises
to verify financial transactions and stock records. Surveys are
generally carried out during business hours and help authorities
examine whether proper accounting practices are followed. Unlike
search operations, surveys focus mainly on verifying business records
and detecting unreported income.
d) Power to Assess Income
Income tax authorities are empowered to assess or reassess taxable

income of taxpayers. They examine tax returns, verify financial
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documents, and calculate tax liability. Authorities may conduct scrutiny
assessments if discrepancies are found in returns. This power ensures
that taxpayers pay correct taxes based on their actual income.

e) Power to Reopen Assessment
Authorities have the power to reopen completed assessments if they
discover new evidence of undisclosed income or incorrect tax
reporting. Reassessment ensures that taxpayers do not escape tax
liability due to earlier errors or concealment. However, reopening of
assessment must follow legal procedures and specified time limits.
Power to Rectify Mistakes
Income tax authorities can correct errors or mistakes in assessment
orders. These mistakes may include clerical errors, calculation errors,
or incorrect interpretation of law. Rectification helps maintain accuracy
and fairness in tax administration without requiring lengthy appeal
procedures.

g) Power to Impose Penalties

Authorities have the power to impose penalties on taxpayers for non-

compliance with tax laws. Penalties may be imposed for late filing of
returns, concealment of income, failure to maintain records, or

providing incorrect information. The penalty provisions encourage
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taxpayers to comply with legal requirements and maintain proper
financial transparency.

h) Power to Grant Refunds
Income tax authorities are authorized to grant refunds when taxpayers
pay excess tax. After verification of tax returns and supporting
documents, authorities process refunds electronically. This power
ensures fairness and protects taxpayer rights by returning excess tax
payments.
Power to Recover Tax Dues

Authorities have the power to recover unpaid taxes from defaulters.

They can attach bank accounts, seize property, or initiate legal

proceedings to recover tax arrears. Recovery powers ensure that
government revenue is protected and tax obligations are fulfilled.
Power to Transfer Cases

Income tax authorities can transfer cases from one officer or
jurisdiction to another for administrative convenience or proper
investigation. This power helps ensure efficient handling of complex
cases and avoids conflicts of interest.

k) Power to Conduct Prosecution
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Authorities have the power to initiate prosecution against taxpayers
who commit serious tax offences such as willful tax evasion,
falsification of records, or failure to pay taxes. Prosecution acts as a
strong deterrent against financial crimes and promotes tax compliance.
Power to Approve Registrations and Exemptions

Income tax authorities can grant or cancel registrations and tax
exemptions for charitable trusts, institutions, and other eligible
organizations. They verify whether such entities comply with legal
provisions and use funds for approved purposes. This power ensures
that tax benefits are provided only to genuine institutions.

m)Power to Issue Notices and Summons

Authorities can issue notices requiring taxpayers to attend hearings,
provide documents, or clarify financial transactions. They also have
the power to summon individuals for examination under oath. These
powers help authorities conduct thorough investigations and ensure

compliance with tax laws.

Importance of Powers of Income Tax Authorities

The powers granted to income tax authorities are essential for maintaining

effective tax administration. They help in preventing tax evasion, ensuring
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correct tax assessment, and protecting government revenue. These powers
also promote discipline and transparency among taxpayers. At the same
time, the exercise of powers is regulated by legal provisions to safeguard

taxpayer rights.

5. Appellate and Dispute Resolution Authorities

The Income Tax Act, 1961 provides a structured system for resolving
disputes between taxpayers and tax authorities. Appellate and dispute
resolution authorities ensure that taxpayers have the right to challenge
assessment orders, penalties, or other decisions passed by tax officers.

These authorities help maintain fairness, transparency, and accountability in

tax administration. The system provides multiple levels of appeal to ensure

justice and correct interpretation of tax laws.

1) Need for Appellate Authorities
Tax assessments may sometimes involve disagreements between
taxpayers and tax authorities regarding interpretation of tax provisions,
calculation of income, or imposition of penalties. Appellate authorities
provide a legal platform for taxpayers to present their grievances.
These authorities help in reducing arbitrary decisions and promote
confidence in the taxation system.
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2) Commissioner of Income Tax (Appeals) — First Appellate
Authority
The Commissioner of Income Tax (Appeals) is the first level of appeal
available to taxpayers. If a taxpayer is not satisfied with an assessment
order or penalty imposed by the assessing officer, an appeal can be
filed before this authority. The Commissioner examines the case,
reviews documents, hears arguments from both parties, and passes
a fair decision. The authority has the power to confirm, reduce,
enhance, or cancel assessment orders. This level provides an
important opportunity for taxpayers to resolve disputes at an early

stage.

3) Income Tax Appellate Tribunal (ITAT) — Second Appellate

Authority

The Income Tax Appellate Tribunal is the second level of appeal in
income tax disputes. Appeals can be filed before ITAT against orders
passed by the Commissioner of Income Tax (Appeals). ITAT is an
independent judicial body consisting of legal and accounting experts.
It examines both factual and legal aspects of cases. The decisions of

ITAT are binding on tax authorities, but appeals can be made to the
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High Court on questions of law. ITAT plays a significant role in
providing impartial and expert decisions in tax disputes.

4) Dispute Resolution Panel (DRP)
The Dispute Resolution Panel is a specialized authority designed
mainly to resolve disputes related to foreign companies and transfer
pricing matters. Taxpayers can approach DRP against draft
assessment orders issued by assessing officers. The panel consists
of senior tax officials who review objections and issue directions to
finalize assessments. DRP provides a faster dispute resolution
mechanism and reduces lengthy litigation procedures.

5) High Courts of India — Appeal on Legal Matters
If taxpayers or tax authorities are not satisfied with decisions of ITAT,
they can file an appeal before the respective High Court. The High
Court examines only legal questions and does not generally re-
evaluate facts. High Courts play a crucial role in interpreting tax laws
and setting legal precedents that guide lower authorities and tribunals.

6) Supreme Court of India — Final Appellate Authority

The Supreme Court of India is the highest judicial authority in the

country. Appeals can be filed before the Supreme Court against

decisions of High Courts. The Supreme Court provides final and
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binding judgments on tax disputes. Its rulings serve as legal
precedents and are followed by all tax authorities and courts across
India.

7) Alternative Dispute Resolution Mechanisms
Apart from regular appellate authorities, the Income Tax Act provides
alternative mechanisms to reduce litigation and promote voluntary
compliance. These mechanisms allow taxpayers to settle disputes
through negotiated settlements and special schemes. Such
mechanisms reduce burden on courts and speed up resolution of tax
disputes.

8) Importance of Appellate and Dispute Resolution Authorities

Appellate authorities play a vital role in protecting taxpayer rights and

ensuring fairness in tax administration. They provide checks and

balances against misuse of power by tax authorities. The multi-level
appeal system ensures proper interpretation of tax laws and promotes
transparency. These authorities also help reduce tax litigation and

encourage voluntary tax compliance.

6. Coordination with Other Authorities
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Effective tax administration requires cooperation and coordination among
various government departments, regulatory bodies, and enforcement
agencies. The Income Tax Department works closely with multiple
authorities to monitor financial transactions, prevent tax evasion, and ensure
compliance with taxation laws. Such coordination strengthens financial

governance and enhances the efficiency of tax collection and enforcement.

Coordination with the Central Board of Direct Taxes

The Central Board of Direct Taxes acts as the apex policy-making and
supervisory authority for the Income Tax Department. It issues
guidelines, circulars, and instructions to ensure uniform application of
tax laws. CBDT coordinates administrative functions, monitors
revenue performance, and supervises enforcement activities. The
coordination between CBDT and field-level authorities ensures proper
implementation of tax policies across the country.

Coordination with the Reserve Bank of India

The Income Tax Department coordinates with the Reserve Bank of
India (RBI) to monitor financial transactions and banking activities. RBI

provides information related to large cash transactions, foreign

exchange dealings, and suspicious financial operations. This

coordination helps in identifying undisclosed income, monitoring cross-
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border transactions, and preventing money laundering. RBI also
supports enforcement of tax compliance through banking regulations
and reporting mechanisms.

Coordination with the Financial Intelligence Unit — India

The Financial Intelligence Unit — India plays a crucial role in collecting
and analyzing financial transaction reports. It shares intelligence
related to suspicious financial activities with the Income Tax
Department. This coordination helps detect tax evasion, black money
transactions, and illegal financial flows. FIU-IND also facilitates
exchange of financial intelligence between domestic and international
agencies.

Coordination with the Enforcement Directorate

The Income Tax Department collaborates with the Enforcement

Directorate in cases involving money laundering, foreign exchange

violations, and economic offences. Joint investigations are conducted

to trace illegal funds and undisclosed assets. Such coordination
strengthens enforcement measures and ensures strict action against
financial crimes.

Coordination with the Central Bureau of Investigation
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Viii.

The Central Bureau of Investigation assists the Income Tax
Department in investigating corruption, financial fraud, and economic

offences. When tax evasion cases involve criminal activities or public

corruption, both agencies work together to conduct detailed

investigations and prosecution.

Coordination with State Government Authorities

The Income Tax Department coordinates with state government
departments such as commercial tax authorities, registration
departments, and local financial regulators. These departments
provide data related to property transactions, business registrations,
and commercial activities. Such coordination helps verify taxpayer
declarations and detect undisclosed income sources.

Coordination with International Tax Authorities

With globalization and cross-border trade increasing, the Income Tax
Department coordinates with foreign tax authorities through tax treaties
and information exchange agreements. These agreements help
prevent double taxation and tax evasion through international
transactions. Cooperation with international agencies strengthens
global tax compliance and financial transparency.

Coordination with Financial Institutions and Regulatory Bodies
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The Income Tax Department works with banks, insurance companies,
stock exchanges, and regulatory bodies to track high-value
transactions and investments. Financial institutions are required to
report specified financial transactions to tax authorities. This
coordination helps in expanding the tax base and ensuring accurate
reporting of income.

Importance of Coordination with Other Authorities

Coordination with other authorities enhances efficiency in tax
administration. It helps in detecting tax evasion, improving data
accuracy, and strengthening enforcement mechanisms. Inter-agency
cooperation also ensures transparency and promotes effective
monitoring of financial activities. Such collaboration improves revenue

collection and strengthens the financial system of the country.

Powers of the Central Board of Direct Taxes (CBDT)

The Central Board of Direct Taxes (CBDT) is the apex authority responsible

for the administration of direct taxes in India, functioning under the

Department of Revenue, Ministry of Finance. Established under the Central

Board of Revenue Act, 1963, the CBDT not only frames policies but also
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exercises extensive powers to ensure effective enforcement and

administration of the Income Tax Act, 1961.

The powers of the CBDT can be broadly classified into administrative,

legislative, financial, and enforcement powers.

1. Administrative Powers

The CBDT holds substantial administrative powers to manage the Income

Tax Department and ensure smooth functioning across the country:

1. Supervision of Income Tax Authorities
o CBDT supervises the functioning of all income tax authorities,
from the Chief Commissioner down to the Income Tax Officer.

o It ensures uniformity in the implementation of tax laws.

2. Delegation of Powers

CBDT has the authority to delegate powers to its officers at
various levels.

Powers delegated include assessment, reassessment, penalty
imposition, refund sanctioning, and enforcement.

3. Personnel Management
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o CBDT manages recruitment, transfers, promotions, and training
of officers and staff of the Income Tax Department.

o Establishes specialized units such as investigation, audit, and
compliance wings.

4. Monitoring and Evaluation

It monitors performance targets, tax collection, and compliance
rates.
Issues circulars, instructions, and guidelines to field officers to

streamline administrative procedures.

2. Legislative and Policy Powers

CBDT plays a key role in shaping the taxation system by advising the

government and issuing guidelines:

1. Policy Formulation
o Advises the Ministry of Finance on direct tax policy matters.
o Suggests amendments to the Income Tax Act to promote
efficiency and revenue optimization.
2. Issue of Notifications and Circulars
o CBDT issues notifications, circulars, and press releases to clarify
provisions of the Income Tax Act.
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o Provides guidance on interpretation of laws and procedural
matters.
3. Drafting Rules and Regulations
o Can frame rules under the Income Tax Act, such as procedures
for e-filing, assessment, TDS, and TCS.
4. Tax Treaty Implementation
o Administers provisions under Double Tax Avoidance
Agreements (DTAA) with foreign countries.

o Guides officers in implementing international taxation rules.

3. Financial Powers

The CBDT has the authority to manage and direct the financial aspects of

direct taxation:

1. Revenue Collection Oversight
o Ensures assessment, collection, and recovery of direct taxes.
o Sets annual collection targets for various authorities.
2. Refund Sanctioning
o Empowers officers to sanction refunds of excess tax paid.
o Monitors timelines to ensure timely disbursement of refunds.
3. Budgetary Control
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o Controls the budget and expenditure of the Income Tax
Department.
o Allocates funds for infrastructure, IT systems, and administrative

operations.

4. Enforcement Powers

The CBDT has broad powers to enforce tax laws and ensure compliance:

1. Search and Seizure Oversight
o Authorizes officers to conduct search and seizure operations
under Section 132 of the Income Tax Act.
o Reviews reports and ensures proper documentation of
enforcement actions.
2. Survey and Inspection Powers
o Oversees survey operations under Section 133A to detect
unreported income or non-compliance.
3. Investigation of Tax Evasion
o Directs investigation of cases of tax evasion, black money, and

undisclosed foreign assets.

o Coordinates with other enforcement agencies like Enforcement

Directorate (ED) and RBI.
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4. Penalty and Prosecution Powers
CBDT can issue guidelines for imposing penalties on under-
reporting, concealment of income, or fraudulent practices.
Oversees prosecution of serious offenders under Sections 276C,

276CC, and related provisions.

5. Powers Related to Technology and Modernization

CBDT also exercises powers to modernize tax administration through

technology:

1. E-Filing and Digital Compliance

o Implements e-filing of income tax returns and TDS/TCS

statements.
o Monitors the functioning of the Centralized Processing Centre
(CPC).
2. Data Analytics and Monitoring
o Uses data analytics to identify high-risk cases and detect
discrepancies in tax payments.
o Oversees the integration of PAN, Aadhaar, and other databases
for effective tracking.
3. Faceless Assessment and Appeal
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o Introduced to reduce human interface in tax assessment and
appeals.

o CBDT monitors operational guidelines and effectiveness.

6. Advisory Powers

CBDT also functions as an advisory body to both the government and the

field authorities:

1. Guidance on Complex Cases
o Provides instructions on handling large or complicated
assessments.
o Advises on interpretation of legal provisions and procedural
matters.
2. Taxpayer Facilitation
o Issues guidance to taxpayers on filing returns, claiming
deductions, and compliance obligations.

o Develops schemes for dispute resolution like Vivad Se Vishwas.

Powers of Income Tax Officer (ITO)

The Income Tax Officer (ITO) is a crucial authority in the Indian taxation

system under the Income Tax Act, 1961. ITOs operate at the grassroots level

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 456 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

of the Income Tax Department, performing assessment, enforcement, and
compliance functions. They are empowered by law to ensure accurate
determination of taxable income, collection of taxes, and prevention of tax
evasion. The powers granted to ITOs under various sections of the Income
Tax Act enable them to execute their responsibilities efficiently while

maintaining legal safeguards for taxpayers.

1. Role and Appointment of an Income Tax Officer

Income Tax Officers are appointed by the CBDT (Central Board of Direct

Taxes) and operate under the supervision of Deputy Commissioners, Joint

Commissioners, and Commissioners of Income Tax. Their jurisdiction

typically covers individuals, Hindu Undivided Families (HUFs), firms, and

small businesses.

The primary functions of an ITO include:

1. Assessing income and determining tax liability.

2. Collecting taxes, including advance tax and tax deducted at source
(TDS).

3. Ensuring compliance with procedural and substantive provisions of the

Income Tax Act.
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4. Investigating cases of tax evasion, undisclosed income, and fraudulent

activities.

The ITO serves as the first point of contact between taxpayers and the
department and is essential in implementing government tax policies at the

operational level.

2. Powers Related to Assessment of Income

a) Regular Assessment (Section 143)

The ITO has the authority to assess the income declared by the taxpayer in

the income tax return. This includes:

Scrutinizing returns to verify the correctness of income and deductions.
Requesting supporting documents such as salary slips, bank
statements, or investment proofs.

Computing the taxable income and determining the tax liability in

accordance with the Income Tax Act.

b) Best Judgment Assessment (Section 144)

If a taxpayer fails to file a return, the ITO can conduct a best judgment

assessment:
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« The officer estimates income based on available information.
» This power ensures that taxpayers do not evade assessment by non-

filing of returns.

c) Reassessment of Income (Section 147)

The ITO has the authority to reopen an assessment if evidence suggests

income has been underreported or omitted:

- This may occur when new information surfaces, such as bank deposits
or undisclosed assets.
- Reassessment protects the revenue from being lost due to

concealment.

3. Powers to Collect Tax

a) Collection of Tax at Source (TDS) and Advance Tax

ITO ensures compliance with TDS provisions:

- Verifies that employers, banks, and other deductors are correctly
deducting and remitting tax at source.
« Supervises collection of advance tax by individuals and businesses

with significant income.
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b) Recovery Powers

The ITO has legal powers to recover taxes from defaulters:

Demand Notices: Issued under Section 156 to communicate
outstanding tax liability.
Attachment of Bank Accounts and Property: The ITO can attach

movable or immovable property for recovery.

Garnishment of Salary: In the case of non-payment, the officer can

garnish wages to recover dues.

These powers ensure that taxpayers fulfill their financial obligations to the

government.

4. Powers to Conduct Search and Inspection

a) Survey Operations (Section 133A)

ITO can conduct surveys at business premises or offices:

« Examines books of accounts, stock records, and other financial
documents.

- Helps detect unreported income or discrepancies in accounting.
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« Surveys are typically used to collect preliminary information rather than

enforce immediate assessment.

b) Search and Seizure (Section 132)

In cases of suspected tax evasion, ITOs have the power to:

Conduct searches at residential or business premises.

Seize wundisclosed income, valuable assets, or incriminating
documents.

Collaborate with other departmental authorities for high-value or

complex cases.

These powers are vital in combating black money and enforcing compliance

in high-risk sectors.

5. Powers to Summon and Examine Persons

The Income Tax Officer has powers under Section 131 to summon:

Taxpayers, their representatives, or third parties to provide evidence,
documents, or information.
Witnesses for examination regarding the taxpayer's income or

deductions.
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Summoning ensures the ITO can verify facts, investigate claims, and prevent
concealment of taxable income. Failure to comply with a summon can lead

to penalties or legal action under the Act.

6. Powers Related to Penalties and Prosecution

The ITO can initiate penalty proceedings under various sections:

1. Concealment of Income (Section 271(1)(c))

o Imposes penalties when income is intentionally concealed.

2. Under-reporting of Income (Section 270A)

o Penalties are levied for inaccuracies in reporting income, even if
unintentional.
3. Failure to Furnish Return or Audit Report
o Penal action is applicable for non-compliance with filing

obligations.

The ITO may also recommend prosecution in serious cases of fraud or
evasion under Sections 276C and 276CC. Such powers act as deterrents

against non-compliance.

7. Powers to Grant or Reject Deductions and Exemptions
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The ITO is responsible for verifying and granting deductions under Chapter

VI-A, including:

« Section 80C: Investment in LIC, PPF, or ELSS.
« Section 80D: Medical insurance premium.

« Section 24(b): Interest on housing loans.

By examining the eligibility of claims, the ITO ensures that only valid

deductions are allowed, preventing abuse of exemptions and ensuring fair

taxation.
8. Powers to Authorize Refunds
Under Sections 237 and 244, the ITO can:

« Sanction refunds of excess tax paid.

« Ensure interest is paid on delayed refunds in accordance with statutory

provisions.

Refund powers require careful verification to prevent fraudulent claims while

ensuring prompt disbursement to legitimate taxpayers.

9. Powers to Handle Appeals and Revisions
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Although appeals against the ITO’s orders are generally made to the

Commissioner of Income Tax (Appeals), the ITO has powers to:

Rectify mistakes in assessments under Section 154.
Review assessments to correct clerical or computational errors.
Provide information and clarification during departmental or judicial

appeals.

This ensures the assessment process remains transparent, accurate, and

legally defensible.

10. Coordination and Data Verification Powers

Income Tax Officers coordinate with other authorities to ensure compliance:

Cross-verify financial data with banks, registrars, and other
government departments.

Use PAN, Aadhaar, and TDS/TCS databases for matching reported
income with actual transactions.

Monitor high-value transactions, suspicious transfers, and

discrepancies in reporting.

These powers enable ITOs to detect underreporting and enhance

compliance effectively.
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Procedure for Assessment under the Income Tax Act, 1961

The procedure for assessment under the Income Tax Act, 1961, refers to the
systematic process followed by the Income Tax Department to determine
the taxable income of a taxpayer and compute the tax liability. It ensures
transparency, accuracy, and fairness in taxation, while giving taxpayers an
opportunity to comply with their obligations. The procedure varies depending

on the type of assessment and nature of income.

1. Filing of Return of Income (Section 139)

The assessment process begins with the filing of the Income Tax Return

(ITR) by the taxpayer:

+ Due Dates:
Individuals/HUFs without audit requirement: 31st July of the
assessment year.
Businesses/professionals requiring audit: 30th September of the
assessment year.

« Mandatory Filing:

o Taxpayers whose total income exceeds the basic exemption

limit must file returns.
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o Even if no tax is payable, filing ensures compliance and eligibility
for refunds.
+ Self-Assessment:
o Taxpayers compute their income, apply eligible deductions, and
calculate the tax payable.

o Advance tax or TDS credit is adjusted against total tax liability.

Filing the return initiates the assessment process and triggers further

scrutiny by the Income Tax Department.

2. Processing of Return (Section 143(1))

After filing, the return is processed by the Assessing Officer (AO) or the

Centralized Processing Centre (CPC):

- Verification of Arithmetical Accuracy:
o Ensures calculations of income, deductions, and taxes are
correct.
« Mismatch in TDS/TCS:
o Compares reported income with TDS/TCS statements to identify
discrepancies.

« Notice for Incorrect or Incomplete Returns:
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o If inconsistencies are detected, the AO issues notices for
clarification or correction.
+ Refunds:
o If excess taxis paid, the AO may sanction refunds under Section

237 and 244.

This step is primarily automated, ensuring speedy processing for compliant

taxpayers.

3. Scrutiny Assessment (Section 143(3))

A scrutiny assessment is conducted when the AO selects a return for

detailed examination:

« Selection Criteria:

o High-value transactions, unusual deductions, or mismatch with

third-party data.
o Random selection for audit and compliance monitoring.
« Notice to Taxpayer:
o AO issues Notice under Section 143(2) requiring submission
of documents, explanations, or supporting evidence.

- Examination Process:
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Scrutinizes books of accounts, bank statements, investments,
and other evidence.
Verifies claims for deductions under Chapter VI-A.
Confirms income from all sources, including salary, house
property, capital gains, business, and other sources.
- Assessment Order:

o After examination, the AO passes the assessment order under
Section 143(3).

o Includes tax computation, acceptance or modification of

deductions, and tax payable.

Scrutiny ensures accuracy in reporting and detects any under-reporting or

concealment of income.

4. Best Judgment Assessment (Section 144)

When a taxpayer fails to file a return, or the return is incomplete or

misleading, the AO may conduct a best judgment assessment:

- Power of AO:
o Estimate income based on available information, business

records, bank accounts, and past returns.
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- Objective:
o Prevent taxpayers from avoiding assessment through non-filing.
o Ensure government revenue is not lost.
« Procedure:
o AOQ issues notice under Section 144.
o The taxpayer may present evidence or explanation.
o AO computes taxable income and liability using best

judgment.

This type of assessment is generally adopted as a last resort in non-

compliant cases.

5. Reassessment or Income Escaping Assessment (Section 147)

The AO has the power to reopen an assessment if new information comes

to light:

- Triggering Conditions:
o Concealment of income, unexplained assets, or discrepancy in
reported income.

« Procedure:

AO issues a notice under Section 148 to the taxpayer.
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2. Taxpayer must respond, submitting books of accounts, statements, or
explanations.

3. AO reassesses income and passes a revised order under Section
147.

Time Limit:

o Generally, 3 years from the end of the relevant assessment
year.

o Up to 10 years in case of serious concealment exceeding 350

lakh.

Reassessment ensures detection and taxation of previously unreported

income.

6. Summary Assessment (Section 143(1)) vs Detailed Assessment

(Section 143(3))

« Summary Assessment:
o Automated, quick, based on arithmetical checks and TDS
matching.
o Refunds processed, minor errors corrected.

« Detailed Assessment:
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o Involves scrutiny of books of accounts, evidence, and third-party
data.

o Orders may modify reported income or disallow deductions.

This two-tier system balances efficiency for compliant taxpayers with

thorough examination for high-risk or suspicious returns.

7. Rectification of Mistakes (Section 154)

The AO has the power to rectify mistakes in the assessment order:

- Types of Mistakes:
o Clerical errors, arithmetical mistakes, or incorrect carry-forward
of losses.
« Procedure:
o Taxpayer or AO may initiate rectification.
o AO issues a rectified assessment order, correcting errors

without reopening the entire assessment.

This provision ensures fairness and reduces unnecessary litigation.

8. Collection of Tax, Interest, and Penalty
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Once the assessment is complete, the AO ensures tax collection and

enforcement:

1. Tax Demand:
o Communicated through Notice under Section 156.
2. Recovery Measures:
o Attachment of bank accounts, property, or salary garnishment.
3. Interest and Penalties:
o Interest under Sections 234A, 234B, and 234C for late payment.
o Penalties for concealment or under-reporting under Sections

271 and 270A.

These powers ensure taxpayers fulfill their statutory obligations.

9. Appeals and Compliance

The assessment procedure also includes mechanisms for appeal and

dispute resolution:

- First Appeal: To Commissioner of Income Tax (Appeals).

« Second Appeal: To Income Tax Appellate Tribunal (ITAT).

« High Court/Supreme Court: For legal or constitutional questions.
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The AO cooperates by providing records, documents, and clarifications
during appeals.

10. Modernization of Assessment Procedure

Recent reforms have streamlined the assessment procedure:

1. Faceless Assessment:
o Assessment orders issued without human interface to reduce
corruption and increase transparency.

2. E-Filing of Returns:

o Returns submitted online are processed automatically, reducing

delays.
3. Centralized Processing Centre (CPC):
o Handles millions of returns efficiently and flags high-risk cases
for scrutiny.
4. Data Analytics:
o Matching TDS, bank transactions, and GST data helps detect

discrepancies and avoid revenue leakage.

These initiatives have made the assessment process faster, transparent,

and taxpayer-friendly.
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Filing of Return of Income (Section 139 of the Income Tax Act, 1961)

Filing of return of income is the first and fundamental step in the assessment
process under the Income Tax Act. It is a declaration by the taxpayer
providing details of income earned, deductions claimed, and taxes paid
during the financial year. Filing a return ensures compliance, legal

recognition, and entitlement to refunds.

1. Importance of Filing a Return

Filing an Income Tax Return (ITR) is an essential responsibility of taxpayers
under income tax laws. It is the process through which individuals, firms, or
companies report their income, deductions, exemptions, and tax payments
to the government for a particular financial year. Filing a return ensures
transparency, proper tax compliance, and helps the government maintain an

accurate record of financial transactions and taxable income.

Filing an income tax return is not merely a statutory obligation but also

provides several financial, legal, and economic benefits to taxpayers. It plays

a vital role in maintaining financial discipline and ensuring proper

documentation of income and taxes paid.

1. Legal Compliance
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One of the most important reasons for filing an income tax return is to ensure
compliance with tax laws. The law requires taxpayers whose income
exceeds the prescribed exemption limit to file their returns within the

specified due date.

Failure to file returns may lead to penalties, interest charges, and legal
consequences. Regular filing of tax returns helps individuals and businesses
avoid legal complications and ensure that they remain compliant with
government regulations. It also demonstrates responsible citizenship and

financial accountability.

2. Determination of Tax Liability

Filing a return helps determine the exact tax liability of a taxpayer. Through

the return, taxpayers provide details of income earned from various sources
such as salary, business or profession, house property, capital gains, and

other sources.

By calculating taxable income and applying applicable tax rates, taxpayers
can determine whether they have paid sufficient tax or need to pay additional
tax. Filing returns ensures accurate assessment of tax liability and prevents

errors in tax payments.
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3. Claiming Refund of Excess Tax

Taxpayers often pay excess tax through Tax Deducted at Source (TDS),

advance tax, or self-assessment tax. Filing an income tax return allows

individuals to claim a refund of excess tax paid.

Without filing the return, taxpayers cannot receive a refund from the
government. Therefore, filing returns is necessary to recover surplus tax

payments and maintain financial balance.

4. Serves as Proof of Income

Income tax returns act as an official proof of income. Financial institutions
and government authorities often require ITR documents as evidence of

income for various purposes such as:

Applying for loans or credit cards
Visa and immigration applications
Government tender participation

Financial transactions and investments

ITR documents provide reliable and verified financial information, increasing

credibility and financial transparency.
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5. Facilitates Loan and Credit Approvals

Banks and financial institutions rely heavily on income tax returns to evaluate
an individual’s creditworthiness. When applying for housing loans, personal
loans, or business loans, lenders examine the applicant’s income stability

and repayment capacity through ITR records.

Regular filing of returns improves financial credibility and increases the
chances of loan approval. It also helps individuals secure higher loan

amounts at better interest rates.

6. Helps Carry Forward Losses

Filing income tax returns is essential for carrying forward certain losses to

future years. Tax laws allow taxpayers to adjust business losses, capital

losses, and other eligible losses against future income to reduce tax liability.

However, such losses can be carried forward only if the return is filed within
the prescribed due date. Failure to file returns results in the loss of this

valuable tax benefit.

7. Supports Financial Planning
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Filing returns provides a detailed record of income, investments, deductions,
and tax payments. This helps taxpayers analyze their financial position and

plan future investments effectively.

Regular return filing enables individuals to evaluate their earnings, savings,
and expenditures, which supports better budgeting and long-term financial
planning. It also helps in identifying opportunities for tax saving and

investment growth.

8. Helps Avoid Penalties and Interest

Late filing or non-filing of income tax returns attracts penalties and interest
charges under income tax laws. Filing returns within the prescribed due date

helps taxpayers avoid additional financial burden.

Timely compliance ensures smooth processing of tax returns and reduces

the chances of receiving notices or facing legal action from tax authorities.

9. Maintains Transparency in Financial Transactions

Filing income tax returns ensures transparency in financial dealings. It helps
the government track income sources and financial activities, reducing tax

evasion and black money generation.
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Transparent tax reporting strengthens the tax system and ensures fair
contribution from all taxpayers according to their income levels. It also

promotes trust between taxpayers and government authorities.

10. Mandatory for Certain Financial Transactions

In many situations, filing income tax returns is mandatory regardless of

income level. For example:

High-value financial transactions
Foreign travel expenses
Purchase of property or luxury assets

Deposits exceeding specified limits

ITR filing acts as proof that the taxpayer has declared and paid taxes on

income used for such transactions.

11. Helps in Business and Professional Growth

For business owners and professionals, filing income tax returns is crucial

for maintaining financial records and business credibility. It helps in:

« Obtaining business loans

- Participating in government contracts
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« Attracting investors and partners

« Maintaining proper financial documentation

Consistent return filing reflects financial discipline and strengthens business

reputation.

12. Facilitates Government Planning and Development

Income tax returns provide valuable data to the government regarding
income levels, economic activities, and revenue generation. This information
helps in policy formulation, infrastructure development, and public welfare

programs.

Thus, filing returns not only benefits taxpayers but also supports national

economic development.

2. Who Should File a Return?

Mandatory filers:

1. Individuals whose total income exceeds the basic exemption limit.
2. Hindu Undivided Families (HUFs), companies, firms, LLPs, and

trusts with taxable income.
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3. Taxpayers under TDS provisions: If tax has been deducted, filing is
necessary to claim credit.
. Entities with losses they want to carry forward.
. Persons with foreign assets or income: Reporting under Schedule

FA is mandatory.

Voluntary filers:

- Even if total income is below the exemption limit, filing a return is

voluntary to claim refunds or for record purposes.

3. Types of Income Tax Returns

Income Tax Returns (ITRs) are statutory forms through which taxpayers
disclose their income, claim deductions, report tax payments, and determine
the amount of tax payable or refundable. Filing income tax returns is a legal
obligation under the Income Tax Act, 1961, administered by the Income Tax

Department of India. The department has introduced different types of ITR

forms to suit various categories of taxpayers based on their income sources,

financial transactions, and legal status. Selecting the appropriate return form

is essential to ensure compliance with tax laws and to avoid penalties or legal
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complications. The different types of Income Tax Returns are discussed in

detail below.

1. ITR-1 (Sahaj)

ITR-1, commonly known as Sahaj, is the simplest and most widely used
income tax return form. It is designed for resident individual taxpayers having
relatively straightforward income sources. This form can be used by
individuals earning income from salary or pension, income from one house
property (excluding cases involving loss carried forward), and income from
other sources such as interest from savings accounts, fixed deposits, or

family pension.

The form is applicable only when the total income of the individual does not

exceed 350 lakh during the relevant financial year. It is particularly beneficial

for salaried employees, pensioners, and small taxpayers who do not have
complicated financial transactions. However, ITR-1 cannot be used by
individuals who have income from capital gains, business or professional
income, foreign assets, foreign income, or agricultural income exceeding the

prescribed limit. Thus, the scope of ITR-1 is limited to simple income

structures, making it easy and convenient for small taxpayers to file returns.
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2. ITR-2

ITR-2 is meant for individuals and Hindu Undivided Families (HUFs) who do
not earn income from business or profession but have more complex income
structures than those covered under ITR-1. This form is applicable to
taxpayers having income from salary or pension, income from more than one
house property, capital gains arising from the sale of property, shares, or

other investments, and income from foreign assets or foreign sources.

ITR-2 is also used by taxpayers having agricultural income exceeding

5,000 or those who are directors in companies or hold unlisted equity

shares. This form requires more detailed financial disclosure, including
information about investments, assets, liabilities, and foreign income. As a
result, it is suitable for individuals with diversified income sources and higher

financial transactions.

3.ITR-3

ITR-3 is applicable to individuals and HUFs earning income from business
or profession. It is commonly used by proprietors, freelancers, consultants,

and professionals such as doctors, lawyers, architects, chartered

accountants, and engineers who operate their businesses individually.
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This form allows taxpayers to report profits or losses from business or
professional activities along with other income sources such as salary, house
property income, and capital gains. It requires detailed disclosure of financial
statements including balance sheet, profit and loss account, and information
regarding business transactions. Since business income involves various
accounting adjustments and compliance requirements, ITR-3 is more
comprehensive and complex compared to other forms. It is particularly
suitable for taxpayers maintaining proper books of accounts and conducting

regular commercial activities.

4. ITR-4 (Sugam)

ITR—4, also known as Sugam, is designed for small taxpayers opting for the

presumptive taxation scheme under Sections 44AD, 44ADA, and 44AE of

the Income Tax Act. Under the presumptive taxation system, taxpayers are

allowed to declare income at a prescribed percentage of their turnover or

gross receipts without maintaining detailed books of accounts.

This return form is applicable to individuals, HUFs, and partnership firms

(excluding Limited Liability Partnerships) having total income up to 350 lakh.

It is widely used by small business owners, transport operators, and

professionals such as consultants and medical practitioners who prefer
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simplified tax computation. The major advantage of ITR—4 is the reduction
of compliance burden, as taxpayers are not required to maintain elaborate
accounting records or undergo tax audits in most cases. However, taxpayers
having capital gains, foreign assets, or multiple house properties cannot use

this form.

5.ITR-5

ITR-5 is used by entities other than individuals and companies. It is
applicable to partnership firms, Limited Liability Partnerships (LLPs),

Association of Persons (AOPs), Body of Individuals (BOls), cooperative

societies, local authorities, and certain artificial juridical persons.

This form enables such entities to report their income from business,
profession, investments, or other sources. It requires disclosure of financial
details, profit distribution among partners or members, and compliance with
applicable tax provisions. Since these organizations often involve multiple
stakeholders and business transactions, ITR-5 is relatively detailed and

requires proper accounting and documentation.

6. ITR-6
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ITR-6 is specifically designed for companies that are not claiming exemption
under Section 11, which relates to income from property held for charitable
or religious purposes. All companies registered under the Companies Act,

except those claiming charitable exemptions, are required to file this return.

The filing of ITR-6 is mandatory through electronic mode using digital
signatures. This form includes comprehensive financial disclosures such as
balance sheet, profit and loss statement, details of shareholders, business
operations, and tax computation. Since companies operate on a large scale
and involve complex financial transactions, ITR—6 ensures transparency and

proper reporting of corporate income and tax liability.

7. ITR-7

ITR-7 is applicable to persons and institutions that are required to file returns
under specific provisions of the Income Tax Act relating to charitable and

religious trusts, political parties, scientific research institutions, educational

institutions, and other non-profit organizations claiming tax exemptions.

Entities filing ITR—7 must provide detailed information regarding their
activities, utilization of funds, sources of donations, and compliance with

exemption conditions. The purpose of this return form is to ensure
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accountability and transparency in the functioning of organizations enjoying
tax benefits under the law. Filing ITR-7 helps the government monitor

whether such institutions are utilizing their income for approved objectives.

Importance of Selecting the Correct ITR Form

Selecting the appropriate Income Tax Return form is extremely important for
accurate tax compliance. Filing the wrong form may lead to rejection of the
return, delay in processing, or imposition of penalties. Each form is structured
to capture specific types of income, ensuring proper disclosure and
assessment by tax authorities. Correct selection also helps taxpayers claim

eligible deductions, exemptions, and tax credits without difficulty.

Moreover, the classification of ITR forms simplifies the filing process by

categorizing taxpayers based on their financial activities. It ensures efficient
tax administration, reduces errors, and promotes voluntary compliance
among taxpayers. With the increasing use of online filing systems, selecting

the correct ITR form has become easier and more convenient.

4. Due Dates for Filing Return

Filing Income Tax Returns within the prescribed time is an important legal

responsibility of taxpayers. The due dates for filing returns are fixed under

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 487 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

the provisions of the Income Tax Act, 1961 and are notified by the Income
Tax Department of India. These deadlines vary depending on the category
of taxpayer, nature of income, and requirement of audit. Filing returns on
time ensures smooth tax compliance, helps avoid penalties, and allows

taxpayers to claim refunds without delay.

1. Due Date for Individuals and HUFs (Non-Audit Cases)

For individuals, Hindu Undivided Families (HUFs), and other taxpayers who
are not required to get their accounts audited, the usual due date for filing
income tax returns is 31st July of the assessment year. This category
includes salaried individuals, pensioners, and taxpayers having income from
house property or other sources, provided they are not engaged in business

or profession requiring audit.

Timely filing under this category is important as it helps taxpayers claim

deductions, carry forward losses, and maintain proper financial records.
Most salaried employees and small taxpayers fall under this group, making

31st July one of the most significant deadlines in the tax calendar.

2. Due Date for Taxpayers Requiring Audit
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Taxpayers who are required to get their accounts audited under the Income
Tax Act must file their returns by 31st October of the assessment year. This
category generally includes business entities, professionals, and individuals

whose turnover or gross receipts exceed the prescribed limits.

Audit cases involve verification of financial statements such as balance
sheet, profit and loss account, and supporting records. Since the audit
process requires additional time for examination and certification by
chartered accountants, the due date is extended compared to non-audit
taxpayers. Filing within this deadline ensures compliance with audit

provisions and prevents legal complications.

3. Due Date for Transfer Pricing Cases

Taxpayers who are involved in international transactions or specified
domestic transactions and are required to furnish a transfer pricing report
must file their returns by 30th November of the assessment year. These
cases usually involve multinational companies, subsidiaries of foreign

corporations, and entities conducting cross-border business transactions.

Transfer pricing regulations ensure that transactions between related parties

are conducted at arm’s length price. Since preparation of transfer pricing
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documentation is complex and requires detailed analysis, the law provides

an extended timeline for such taxpayers.

4. Due Date for Belated Return

If a taxpayer fails to file the return within the original due date, the Income
Tax Act allows filing a belated return. The belated return can generally be
filed up to 31st December of the assessment year or before completion of

assessment, whichever is earlier.

However, filing a belated return may attract late filing fees and may also
restrict certain benefits such as carrying forward specific losses. Although
the law provides this additional opportunity, taxpayers are encouraged to file
returns within the original due date to avoid financial penalties and

compliance issues.

5. Due Date for Revised Return

Taxpayers who discover any mistake or omission in their filed return can

submit a revised return. The revised return can also be filed up to 31st

December of the assessment year or before the completion of assessment,

whichever is earlier.
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The provision of revised return ensures accuracy in reporting income and
tax liability. It allows taxpayers to correct errors related to income disclosure,
deduction claims, or tax computation, thereby promoting voluntary

compliance and transparency in tax reporting.

6. Due Date for Updated Return

The Income Tax Act also provides an option for filing an updated return in
certain cases. Taxpayers who have missed filing returns or need to disclose
additional income can file an updated return within 24 months from the end

of the relevant assessment year.

This provision encourages taxpayers to voluntarily correct their tax records
and disclose previously unreported income. However, filing an updated
return involves payment of additional tax and penalties depending on the

delay period.

7. Extension of Due Dates

In certain circumstances such as natural disasters, technical issues in the

filing portal, or extraordinary economic situations, the government may

extend the due dates for filing returns. Such extensions are officially

announced through notifications or circulars issued by the tax authorities.
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Extensions provide relief to taxpayers facing genuine difficulties in filing
returns. However, taxpayers should not rely on possible extensions and

should attempt to file returns within the original deadline whenever possible.

Importance of Filing Returns Within Due Dates

Filing income tax returns within the specified due dates offers several

advantages. It helps taxpayers avoid late filing fees and interest on unpaid

tax liability. Timely filing also ensures faster processing of refunds and allows

taxpayers to carry forward losses for future set-off.

Moreover, regular and timely filing of returns enhances the financial
credibility of taxpayers. It is often required for loan approvals, visa
applications, and financial transactions. Compliance with due dates also

reduces the risk of legal notices and scrutiny from tax authorities.

5. Mandatory Information in Return

An income tax return contains:

. Personal Details: Name, PAN, Aadhaar, contact information.
. Income Details: Salary, house property, business/professional
income, capital gains, income from other sources.

3. Deductions: Section 80C, 80D, 80G, etc.
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4. Taxes Paid: Advance tax, TDS/TCS, self-assessment tax.
5. Bank Details: For refund of excess tax paid.

6. Verification: Declaration of correctness and signing of the return.

Proper reporting of all income sources is essential to avoid scrutiny,

penalties, or reassessment.

6. Modes of Filing Return

Filing an Income Tax Return is a statutory obligation for taxpayers to report

their income, claim deductions, and determine tax liability. Over time, the

process of filing returns has evolved significantly with technological

advancements. The Income Tax Department of India provides multiple
modes of filing returns to ensure convenience, accuracy, and transparency.
These modes are designed to suit different categories of taxpayers
depending on their technological access, complexity of income, and
compliance requirements. The major modes of filing return are explained

below.

1. Electronic Filing (E-Filing)

Electronic filing, commonly known as e-filing, is the most widely used and

preferred method of filing income tax returns. Under this system, taxpayers
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file their returns through the official online portal of the Income Tax
Department. E-filing allows taxpayers to submit their income details,
deductions, tax payments, and supporting information digitally without

visiting tax offices.

E-filing offers numerous advantages such as convenience, speed, and
accuracy. The system automatically calculates tax liability and reduces the
chances of computational errors. Taxpayers can upload required
documents, verify returns online, and track the status of their filings easily. It
also ensures faster processing of refunds and facilitates easy record
maintenance. Due to these benefits, e-filing has become mandatory for most

taxpayers, especially those having higher income or business transactions.

2. E-Filing with Digital Signature

E-filing with digital signature is an advanced method of return filing that

provides authentication and security. In this mode, taxpayers use a Digital
Signature Certificate (DSC) to sign and submit their returns electronically.
The digital signature serves as a secure and legally valid method of verifying

the authenticity of the return.
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This mode is generally compulsory for companies, Limited Liability
Partnerships, and certain professionals whose accounts require audit. It
ensures data security, prevents unauthorized alterations, and eliminates the
need for physical verification. Digital signatures enhance the credibility of
online filing and simplify the compliance process for corporate taxpayers and

business entities.

3. E-Filing with Electronic Verification Code (EVC)

Another popular mode of filing return is e-filing with Electronic Verification

Code. In this method, taxpayers submit their returns online and verify them

using an EVC generated through various methods such as Aadhaar OTP,

net banking, bank account validation, or Demat account verification.

EVC provides a simple and convenient way of verifying returns without
requiring physical submission of documents. It is especially useful for
individual taxpayers who may not possess digital signature certificates. The
verification process is quick and ensures that the return is considered valid

and complete by the tax authorities.

4. E-Filing with Aadhaar-Based OTP Verification

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 495 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Aadhaar-based verification is one of the simplest methods of confirming filed
returns. After filing the return online, taxpayers can verify it by receiving a
One-Time Password (OTP) linked to their Aadhaar-registered mobile

number. Entering the OTP completes the verification process instantly.

This mode is widely used by salaried individuals and small taxpayers
because it is fast, secure, and user-friendly. It eliminates the need for
paperwork and allows taxpayers to complete the filing process from their
homes. Aadhaar-based verification has significantly improved the efficiency

of return filing and encouraged voluntary compliance.

5. Physical Filing of Return (Manual Filing)

Physical or manual filing of income tax returns involves submitting printed
return forms to the designated tax office. In this method, taxpayers fill out the
return form manually, attach supporting documents, and submit it directly to

the tax authorities.

This mode is now limited and generally allowed only for certain categories

of taxpayers such as senior citizens above a specified age who do not have
business income. Manual filing is time-consuming and prone to errors

compared to electronic methods. Due to digitization and improved online
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infrastructure, physical filing is gradually being phased out in favor of

electronic filing systems.

6. Filing Through Authorized Intermediaries

Taxpayers may also file returns through authorized intermediaries such as
chartered accountants, tax return preparers, and financial consultants.
These professionals assist taxpayers in preparing and filing returns

accurately in accordance with tax laws.

This mode is particularly useful for taxpayers having complex income
structures, business transactions, or multiple sources of income.
Professional assistance helps ensure correct disclosure, proper claim of
deductions, and compliance with legal provisions. However, taxpayers
remain responsible for the accuracy of the information provided, even when

returns are filed through intermediaries.

7. Filing Through Return Preparation Software

The Income Tax Department provides various software utilities and tools to

facilitate return filing. Taxpayers can download these utilities, fill in required

details offline, and upload the completed return file to the e-filing portal.
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This mode is beneficial for taxpayers who prefer preparing returns without
continuous internet access. The software ensures systematic data entry,
automatic validation, and accurate tax computation. It is particularly useful

for business taxpayers and professionals dealing with detailed financial data.

Importance of Multiple Filing Modes

Providing multiple modes of filing returns ensures flexibility and accessibility
for taxpayers from different backgrounds. It allows individuals, businesses,
and organizations to choose the method that best suits their convenience
and technological capability. Digital filing methods promote transparency,

reduce administrative burden, and enhance efficiency in tax administration.

Moreover, electronic filing helps the government maintain accurate tax
records, detect discrepancies, and improve revenue collection. It also

supports environmental sustainability by reducing paper usage. Multiple

filing options encourage taxpayers to comply with legal requirements and

simplify the overall taxation process.

7. Types of Returns Based on Timing

1. Original Return:

o Filed before the due date for the assessment year.
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2. Belated Return (Section 139(4)):
o Filed after due date but before 31st March of the following
assessment year.
o Subject to interest and penalties.
3. Revised Return (Section 139(5)):
o Filed to correct errors or omissions in the original return before
the end of the relevant assessment year or completion of

assessment.

Filing timely and accurate returns reduces audit scrutiny and helps avoid

legal consequences.

8. Consequences of Non-Filing

Filing Income Tax Returns is a statutory responsibility of taxpayers under the

Income Tax Act, 1961. Every eligible taxpayer must disclose their income,
claim deductions, and pay applicable taxes within the prescribed due dates.
Failure to file returns can lead to serious legal, financial, and administrative
consequences. The Income Tax Department of India monitors compliance
and imposes penalties on taxpayers who fail to file their returns. Non-filing

not only attracts monetary penalties but also affects the financial credibility
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and legal standing of taxpayers. The major consequences of non-filing of

income tax returns are explained below.

1. Liability to Pay Late Filing Fees

One of the immediate consequences of not filing income tax returns within
the due date is the imposition of late filing fees. The Income Tax Act
prescribes penalties based on the delay period and the taxpayer’s total
income. Taxpayers who miss the due date must pay a prescribed fee while
filing a belated return. This increases the financial burden on taxpayers and

reduces their overall savings.

Late filing fees act as a deterrent and encourage taxpayers to comply with

filing deadlines. Even if the taxpayer has already paid the required tax

through advance tax or tax deduction at source, failure to file returns on time

may still attract penalties.

2. Interest on Outstanding Tax Liability

Non-filing of income tax returns often results in interest liability if any tax
remains unpaid. The Income Tax Act imposes interest on outstanding tax
amounts from the due date until the actual payment date. This interest

continues to accumulate over time, increasing the total tax burden.
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Interest penalties are compulsory and cannot be waived except under
specific circumstances approved by tax authorities. Therefore, taxpayers
who delay filing their returns and tax payments may face significant

additional financial liability.

3. Loss of Carry Forward of Losses

Taxpayers who incur losses under certain heads of income, such as

business losses or capital losses, are allowed to carry forward these losses

to future years for set-off against future profits. However, this benefit is

available only if the income tax return is filed within the prescribed due date.

Failure to file returns on time results in the loss of this important tax benefit.
Taxpayers will not be able to adjust past losses against future income,
leading to higher tax liability in subsequent years. This consequence can

significantly affect business owners and investors.

4. Delay or Denial of Tax Refunds

Many taxpayers are eligible for tax refunds due to excess tax deduction or
advance tax payment. However, refunds are processed only after filing
income tax returns. Non-filing or delayed filing results in postponement of

refund processing.
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In certain cases, if returns are not filed within the permissible time limit,
taxpayers may lose the opportunity to claim refunds altogether. This can lead

to financial inconvenience and loss of rightful tax benefits.

5. Risk of Receiving Legal Notices

Tax authorities have advanced data analytics systems that track financial
transactions such as bank deposits, property purchases, and investment
activities. If a taxpayer fails to file returns despite having taxable income, the

department may issue legal notices seeking explanation.

Receiving such notices creates compliance pressure and requires taxpayers
to provide supporting documents and justifications. Ignoring notices may

lead to further legal action, including scrutiny assessment and penalties.

Thus, non-filing increases the chances of investigation by tax authorities.

6. Prosecution and Legal Action

In serious cases, non-filing of income tax returns may lead to prosecution
under the Income Tax Act. If a taxpayer intentionally fails to file returns or
conceals income, the law provides for imprisonment along with monetary

penalties.
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The duration of imprisonment depends on the amount of tax evasion and the
severity of the offence. Criminal prosecution can severely damage the
reputation and financial stability of taxpayers. Therefore, compliance with

filing requirements is essential to avoid legal complications.

7. Difficulty in Obtaining Loans and Financial Approvals

Income tax returns serve as an important proof of income and financial
credibility. Banks and financial institutions often require copies of filed returns

while processing loan applications, credit facilities, and mortgage approvals.

Non-filing of returns may lead to rejection of loan applications or delay in
financial approvals. Tax returns are also required for visa applications,
tender participation, and business transactions. Thus, failure to file returns
can negatively affect the financial and professional opportunities of

taxpayers.

8. Penalty for Concealment of Income

If non-filing of return results in concealment or misreporting of income,

taxpayers may face additional penalties. The tax authorities can impose

penalties for under-reporting or deliberate concealment of taxable income.
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These penalties are usually calculated as a percentage of the tax amount

evaded.

Such penalties not only increase financial liability but also create legal
complications for taxpayers. Maintaining transparency in income disclosure

is therefore crucial for avoiding such consequences.

9. Loss of Compliance Benefits

Regular filing of income tax returns builds a positive compliance record.
Taxpayers who consistently file returns on time enjoy smoother processing
of refunds and reduced scrutiny by tax authorities. Non-filing disrupts this
compliance history and may increase the chances of scrutiny in future

assessments.

Maintaining proper compliance also enhances financial discipline and
supports long-term financial planning. Therefore, non-filing can negatively

affect both legal compliance and financial stability.

10. Additional Penalties in Updated or Belated Filing

Although the law allows taxpayers to file belated or updated returns, such

filings often involve payment of additional tax, interest, and penalties. These

extra costs increase the financial burden and reduce the benefits of voluntary
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compliance. Taxpayers may also lose certain deductions and exemptions if

returns are not filed within the original due date

9. Modern Initiatives to Simplify Filing

In recent years, tax administration has undergone significant transformation
with the introduction of digital and technology-driven reforms. These reforms
aim to make income tax return filing simpler, faster, and more transparent.
The Income Tax Department of India has introduced several modern
initiatives to reduce compliance burden, improve taxpayer convenience, and

enhance efficiency in tax administration. These initiatives have encouraged

voluntary compliance and made the tax filing process more user-friendly.

The major modern initiatives to simplify filing are discussed below.

1. Introduction of E-Filing Portal

One of the most important reforms in tax administration is the introduction of
the online e-filing portal. The Income Tax e-Filing Portal allows taxpayers to
file returns electronically without visiting tax offices. The portal provides a
centralized platform where taxpayers can submit returns, verify filings, check

refund status, and access tax-related information.
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The portal is designed with a user-friendly interface that guides taxpayers
step-by-step through the filing process. It includes automated calculations,
error detection, and pre-filled information, which significantly reduces
mistakes and saves time. The availability of online support services further

improves accessibility and convenience for taxpayers.

2. Pre-Filled Income Tax Returns

The Income Tax Department has introduced pre-filled return forms to simplify
data entry. Under this system, relevant financial information such as salary
details, interest income, tax deducted at source, and investment details are

automatically populated in the return form.

Pre-filled returns reduce manual data entry and minimize errors. Taxpayers
only need to verify the information and make necessary corrections or
additions. This initiative has made return filing easier, especially for salaried

individuals and small taxpayers who have limited financial transactions.

3. Introduction of Annual Information Statement (AIS)

The Annual Information Statement is another significant initiative aimed at

improving transparency and simplifying return filing. AIS provide a
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comprehensive view of a taxpayer’s financial transactions, including income

details, securities transactions, property purchases, and tax payments.

The statement helps taxpayers verify their financial information before filing
returns. It reduces discrepancies between taxpayer records and
departmental data, thereby lowering the chances of notices or scrutiny. AIS

also promote voluntary disclosure and improve accuracy in tax reporting.

4. Aadhaar-Based Verification

Linking tax filing with Aadhaar has simplified the verification process.
Taxpayers can now verify their returns instantly using Aadhaar-based One-
Time Password (OTP). This initiative eliminates the need for physical

submission of documents and reduces processing time.

Aadhaar-based verification has made the filing process more secure and

convenient. It is particularly helpful for individual taxpayers, as it enables

them to complete return filing from their homes without complex formalities.

5. Digital Signature and Electronic Verification Code (EVC)

The introduction of digital signature and Electronic Verification Code has
strengthened online authentication. Digital signatures provide secure and

legally valid verification for companies and professionals. Similarly, EVC
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allows individual taxpayers to verify returns through net banking, bank

accounts, or demat accounts.

These verification methods ensure data security and eliminate the need for
physical paperwork. They also speed up the return filing process and

improve overall efficiency in tax administration.

6. Simplified Income Tax Return Forms

The Income Tax Department has simplified return forms by reducing
unnecessary fields and making them more structured. New return forms are
designed to capture essential information while avoiding complex and

repetitive data entry.

Simplified forms help taxpayers understand filing requirements easily. They

also reduce compliance burden and encourage taxpayers to file returns

without professional assistance in simple cases. This initiative supports

greater participation in the tax system.

7. Online Grievance Redressal System

The government has introduced online grievance redressal mechanisms to
address taxpayer concerns. Taxpayers can submit complaints, track their

status, and receive responses through the online portal. This initiative
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ensures transparency and improves communication between taxpayers and

tax authorities.

The grievance redressal system reduces dependency on physical visits to
tax offices and promotes quick resolution of taxpayer issues. It enhances

trust and confidence in the tax administration system.

8. Faceless Assessment and Appeals

The introduction of faceless assessment and appeals has modernized the
tax administration system. Under this initiative, assessment and appeal
proceedings are conducted electronically without direct interaction between

taxpayers and tax officials.

Faceless proceedings reduce the possibility of bias, corruption, and
unnecessary harassment. They ensure transparency, fairness, and
uniformity in tax assessments. Taxpayers can submit documents and

respond to notices online, making the process more convenient and efficient.

9. Mobile Applications and Digital Support Services

The Income Tax Department has also introduced mobile applications and

digital help services to assist taxpayers. These applications provide
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information about tax filing, payment of taxes, refund tracking, and

compliance requirements.

Digital support services such as chatbots, help desks, and instructional
videos guide taxpayers through the filing process. These initiatives make tax
compliance easier, especially for first-time taxpayers and individuals with

limited technical knowledge.

10. Integration with Banking and Financial Institutions

Modern tax systems are integrated with banks, financial institutions, and
government databases. This integration enables automatic updating of tax

payments, tax deducted at source, and financial transactions.

Such integration ensures accurate data reporting and reduces

discrepancies. It also simplifies tax payment and verification processes,

thereby improving efficiency and transparency in tax administration.

Due Dates for Filing Income Tax Return (ITR)

Filing of an income tax return is a statutory requirement for taxpayers whose
total income exceeds the basic exemption limit. The Income Tax Act, 1961,

prescribes specific due dates for filing returns, depending on the category of
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taxpayer and whether audit or other special compliance requirements are

applicable.

Meeting the due dates is crucial to avoid interest, penalties, and disallowance

of certain benefits such as carrying forward losses.

1. Due Dates Based on Type of Taxpayer

a) Individuals, HUFs, and Others Not Requiring Audit

Due Date: 31st July of the assessment year (AY).

Explanation: This category typically includes salaried employees,

pensioners, and taxpayers with income from house property, capital

gains, or other sources.
Importance: Filing by this date allows taxpayers to avoid interest

under Section 234A for late filing.

b) Taxpayers Requiring Audit

Due Date: 30th September of the assessment year (AY).
Explanation: Businesses and professions whose accounts require
audit under Section 44AB must file by this date.

Examples:
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o Proprietors with business turnover exceeding X1 crore.

o Professionals with gross receipts exceeding 350 lakh.

- Significance: Filing after this date attracts penalties and can also

affect the carry forward of losses.

c) Transfer Pricing Cases

Due Date: 30th November of the assessment year.
Explanation: Taxpayers with international transactions or
specified domestic transactions under Section 92BA must submit

transfer pricing reports along with the return.

d) Belated Returns

- Due Date: 31st March of the assessment year or before completion
of assessment, whichever is earlier.
- Explanation:
o Filed after the original due date.
o Attracts interest under Section 234A and penalty under

Section 234F (35,000 for returns filed after due date but before

31st December; 310,000 if after 31st December).
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o Allowed only for carrying forward certain losses under the

Income Tax Act.

2. Due Dates for Companies and Firms

Companies (except exempt companies): 30th September of the

assessment year.
Firms requiring audit: 30th September.
Trusts and Associations of Persons (AOPs)/Body of Individuals

(BOls): Same as audit-required taxpayers.

3. Due Dates for Taxpayers with Foreign Income or Assets

- Requirement: Taxpayers must report foreign assets and income
(Schedule FA).
- Due Date: Same as regular return filing, usually 31st July or 30th

September depending on audit applicability.

Failure to disclose foreign income can attract penalties under Section

271AA and 271(1)(c).

4. Consequences of Missing Due Dates

1. Interest on Tax Due (Section 234A):
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o 1% per month or part of a month for the period of delay.

2. Penalty (Section 234F):

35,000 for returns filed after the due date but before 31st

December.

310,000 if filed after 31st December.
Reduced to 31,000 if total income < %5 lakh.

3. Loss of Certain Benefits:
o Losses under head “Business or Profession” or Capital
Gains cannot be carried forward if the return is filed late.
4. Scrutiny Risk:
o Late filing may increase the likelihood of selection for scrutiny

assessment.

5. Summary Table of Due Dates

Category of Taxpayer Due Date Remarks

Individuals/HUF not
31st July AY Standard filing
requiring audit

Business/Profession 30th September
Audit report required
requiring audit AY
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Category of Taxpayer Due Date Remarks

30th November
Transfer pricing cases TP documentation mandatory
AY

31st March of|After original due date;
Belated Return
AY interest/penalty applicable

Same as|Correct errors in original
Revised Return
belated return |return

6. Modern Extensions and Notifications

- The CBDT may notify extensions in special circumstances, e.g.,

technical glitches in the e-filing portal or natural calamities.

- Taxpayers must check the Income Tax e-Filing portal for any official

updates.

Voluntary Filing, Return of Loss, and Belated Return

The Income Tax Act, 1961 provides multiple provisions for taxpayers to file
returns beyond the mandatory requirement. These include voluntary filing of

return, filing to report losses, and belated filing of returns. These options
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ensure taxpayer flexibility, legal compliance, and opportunities to claim
benefits under the Act.

1. Voluntary Filing of Return

Voluntary filing refers to the situation when a taxpayer files an income tax
return even though their income is below the taxable limit or filing is not

strictly mandatory.

Key Features:

1. Not Mandatory:
o Applicable to individuals or entities whose total income is below

the basic exemption limit.

2. Purpose of Voluntary Filing:

o Claim Refunds: If excess TDS has been deducted or advance
tax paid.

o Carry Forward Losses: To enable future set-off of losses (under
business or capital gains heads).

o Loan or Visa Requirements: Financial institutions may require
proof of income via filed returns.

3. Procedure:
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File return using the appropriate ITR form for the assessment
year.
Disclose all income and claim deductions, if any.

E-verify the return or submit signed ITR-V to CPC, Bengaluru.

Example:

« A salaried individual whose taxable income is I3 lakh (below

exemption limit) may voluntarily file a return to claim TDS refund on

fixed deposits.

Advantages of Voluntary Filing:

« Legal proof of income.
- Facilitation for financial and legal purposes.

« Prevents future disputes with the Income Tax Department.

2. Filing Return of Loss

A Return of Loss refers to a return filed by a taxpayer when their total

income results in a loss under a particular head. This is crucial because

the Income Tax Act allows carry forward of losses for future set-off.

Key Features:
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1. Types of Losses Covered:
Business or Profession Losses: Can be carried forward up to
8 assessment years.
Capital Losses:
= Short-term capital losses: Can be carried forward 8 years.
= Long-term capital losses: Can be carried forward 8 years,
but only set off against capital gains.
House Property Loss: Can be carried forward 8 assessment
years.
2. Mandatory Filing for Carry Forward:
o Losses cannot be carried forward unless the return is filed
within the due date.
3. Procedure:

File the return under Section 139(1) before the due date (usually

31st July or 30th September depending on audit).

Mention the nature and amount of loss in the return.

Keep proper books of accounts if it is a business loss.

Example:
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« Abusiness incurred a net loss of X5 lakh in FY 2025-26. The taxpayer

must file the return before 31st July 2026 to carry forward this loss for

adjustment against future profits.

3. Belated Return (Section 139(4))

A Belated Return is a return filed after the due date of filing but before the
end of the assessment year or completion of assessment, whichever is

earlier.

Key Features:

1. Time Limit:
o Filed after the original due date but before 31st March of the
assessment year (or as amended by CBDT notifications).

2. Purpose of Belated Return:

o To report income or claim refunds after missing the original

deadline.
To claim losses under certain conditions (only losses under
“Income from House Property” can be carried forward).

3. Penalty for Late Filing:

o Section 234F:
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= 35,000 if filed after due date but before 31st December of

AY.

= 310,000 if filed after 31st December (reduced to 31,000 if

total income < X5 lakh).

o Interest on unpaid tax under Sections 234A, 234B, 234C may
also apply.
4. Procedure:
o File return online or offline with all income, deductions, and taxes
paid.
o Submit ITR-V or e-verify electronically.
o AO may scrutinize belated returns to verify income and claims.

5. Restrictions on Carry Forward of Losses:

o Only losses under “House Property” can be carried forward if

filed belatedly.
o Other losses, like business or capital losses, cannot be carried

forward if return is filed late.
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A taxpayer misses the 31st July deadline but files the return on 15th

September. This is a belated return, subject to penalty and interest.

Losses from business cannot be carried forward.

4. Differences Between Voluntary Filing, Return of Loss, and Belated

Return

Feature

Voluntary Filing

Return of Loss

Belated Return

Mandatory?

Mandatory if you
want to carry

forward losses

No, filed after due

date

Purpose

Claim refund,
proof of income,

carry forward loss

Report and carry

forward losses

Report income or
claim refund after

due date

Time Limit

Before end of

assessment year

Before due date

of filing

After due date but

before end of AY

or assessment

Penalty/Interest

None if filed before

due date

None if filed

before due date

234F

Section +

interest applies

Carry Forward of

Allowed if filed on

Allowed under

Limited (only
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Feature

Voluntary Filing

Return of Loss

Belated Return

Loss

time

specified heads

House Property)

Defective Return under the Income Tax Act, 1961

A Defective Return refers to an income tax return filed by a taxpayer that is

found to be incomplete, incorrect, or does not comply with the statutory

requirements under the Income Tax Act. The concept of defective return was

introduced through Section 139(9) by the Finance Act, 2015, to allow the

Income Tax Department to notify taxpayers and enable rectification without

immediate rejection of the return.

1. Meaning of Defective Return

A return may be considered defective if it:

. Does not contain all required information as prescribed under the

relevant ITR form.

. Fails to include the necessary attachments, such as audit reports,

tax payments, or annexures.

. Incorrectly claims deductions, exemptions, or rebates.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012

522 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

4. Fails verification requirements, e.g., unsigned ITR-V or incomplete

e-verification.

Such returns are not treated as invalid immediately but are considered

defective until corrected.

2. Legal Provisions (Section 139(9))

Section 139(9) empowers the Assessing Officer (AO) to:

1. Serve Notice of Defect:
o AO issues a notice to the taxpayer specifying the defects in the
return.
o Notice is served within six months from the end of the month
in which the return was filed.

2. Rectification Period:

o The taxpayer must rectify the defect within 15 days of

receiving the notice.
o AO may extend the period at their discretion.
3. Consequences of Non-Compliance:
o Ifthe defect is not rectified within the prescribed period, the return

is treated as invalid.
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o AO may proceed with best judgment assessment (Section

144) or other corrective actions.

3. Common Examples of Defective Returns

. Incorrect Form: Filing ITR-1 instead of ITR-3 for business income.

. Audit Requirement Not Met: Filing return without attaching audit
report where mandatory.

. Unverified Return: Not submitting signed ITR-V after e-filing.

. Incorrect Claim of Deduction: Claiming Section 80C deduction
exceeding the limit.

. Missing Information: Omission of PAN of deductor, bank details, or

salary information.

These defects must be corrected to ensure the return is considered valid.

4. Procedure for Handling Defective Return

A defective return refers to an income tax return that is incomplete, incorrect,
or missing essential information required under the Income Tax Act, 1961.
When a taxpayer files a return with errors or insufficient details, it may not be
accepted for processing. To ensure proper compliance, the Income Tax

Department of India has established a structured procedure for identifying
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and rectifying defective returns. Handling defective returns properly helps
taxpayers avoid penalties, legal complications, and rejection of tax benefits.

The detailed procedure is explained below.

Meaning of Defective Return

A defective return is a return filed without fulfilling the prescribed
requirements of the Income Tax Act. The law specifies certain mandatory
details and documents that must accompany the return. If these

requirements are not met, the return is treated as defective.

A return may be considered defective when important financial statements,

tax computation details, audit reports, or supporting documents are missing.

Incomplete disclosure of income, incorrect calculation of tax liability, or

failure to attach required annexures can also lead to a defective return. Such

returns cannot be processed until the defects are corrected.

Identification of Defective Return

After submission of the income tax return, the tax department examines the
return for completeness and accuracy. If any discrepancies or missing

information are found, the department classifies the return as defective.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 525 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

The identification of defects is generally done through automated systems
and manual verification processes. The system checks whether essential
details such as income statements, deduction claims, tax payments, and
verification procedures are properly completed. Once defects are identified,

the department initiates corrective action by notifying the taxpayer.

Issue of Notice for Defective Return

When a return is treated as defective, the department issues a notice to the
taxpayer specifying the nature of defects. This notice is usually sent
electronically through the e-filing portal or registered communication

channels.

The notice clearly explains the deficiencies in the return and provides
instructions for rectification. It also specifies the time limit within which the
taxpayer must correct the defects. The notice serves as an opportunity for

taxpayers to correct mistakes and ensure compliance with legal provisions.

Time Limit for Rectification

Taxpayers are generally given 15 days from the date of receiving the notice

to rectify the defects in their returns. However, taxpayers can request an
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extension if additional time is required to gather documents or correct errors.

The tax authorities may grant such extensions based on valid reasons.

Rectifying defects within the specified time limit is crucial. If the taxpayer fails
to correct the defects within the allowed period, the return may be treated as
invalid. In such cases, it will be considered as if the taxpayer has not filed

any return at all, leading to further legal consequences.

Methods of Rectifying Defective Return

Taxpayers can rectify defective returns through the e-filing portal by
submitting corrected information and supporting documents. The rectification
process usually involves reviewing the defective return notice, identifying

missing or incorrect details, and filing a revised or corrected return.

The taxpayer must carefully verify income details, deduction claims, tax

payments, and financial statements while correcting defects. Proper
documentation should be attached to support the revised information. Once
rectification is completed, the corrected return is resubmitted through the

portal for further processing.

Consequences of Non-Rectification
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Failure to rectify defective returns within the prescribed time may result in
serious consequences. The return may be treated as invalid, and the
taxpayer may lose various benefits such as carry forward of losses, claim of

deductions, or eligibility for tax refunds.

Additionally, non-rectification may lead to penalties, interest liability, and

legal notices from tax authorities. The taxpayer may also be subject to

scrutiny assessment or prosecution in severe cases. Therefore, prompt

correction of defects is essential for maintaining tax compliance.

Importance of Proper Documentation

Proper maintenance of financial records and supporting documents plays a
vital role in preventing defective returns. Taxpayers must ensure that income
statements, deduction proofs, tax payment receipts, and audit reports are

accurate and complete before filing returns.

Maintaining organized documentation helps taxpayers respond quickly to
defective return notices and avoid unnecessary delays. It also reduces the

chances of errors and enhances transparency in tax reporting.

Role of Professional Assistance
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Taxpayers with complex financial transactions may seek assistance from tax
professionals or chartered accountants to handle defective returns.
Professional guidance helps in identifying errors, preparing revised returns,

and ensuring compliance with tax laws.

Expert assistance reduces the risk of repeated defects and helps taxpayers
complete rectification procedures accurately. It is especially useful for
business owners, professionals, and entities with detailed accounting

requirements.

Preventive Measures to Avoid Defective Returns

Taxpayers can adopt several preventive measures to avoid filing defective
returns. These include verifying income details from official statements,
ensuring correct tax computation, cross-checking deduction claims, and

completing verification procedures properly.

Using pre-filled return forms, reviewing financial statements carefully, and

maintaining updated records can significantly reduce the chances of errors.

Awareness of filing requirements and timely compliance also help in avoiding

defective return notices.

5. Key Points about Defective Return
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1. Not a Rejection:
o Defective return is not the same as return not filed. The taxpayer
has the opportunity to rectify.
2. Taxpayer-Friendly Provision:
o Enables compliance without harsh penalties for minor errors.
3. Applicability:
o Applies to all categories of taxpayers including individuals,
HUFs, companies, and firms.
4. Timeline for Rectification:
o Notice must be issued within 6 months from end of month of
filing.
o Rectification must be made within 15 days, unless extended.

5. Effect of Rectification:

o Once rectified, the return is treated as validly filed on the original

date.

o Ensures claim for refund or loss carry-forward is preserved.

. Practical Examples

1. Example 1:

o A business owner files ITR-4 but fails to attach the audit report.
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o AO issues notice under Section 139(9).
o Owner submits the audit report within 15 days. The return is now
valid.
2. Example 2:

Individual claims 1.5 lakh under Section 80C but only invested
31 lakh.

AOQO issues notice for correction.
Taxpayer revises deduction claim to 31 lakh. Return is rectified.
3. Example 3:
o Salaried employee files ITR-1 but forgets to verify using Aadhaar
OTP.
o AO issues notice; employee completes verification. Return is

accepted.

7. Advantages of Defective Return Provision

A Defective Return under the Income Tax Act refers to an income tax return

filed by a taxpayer that contains errors, omissions, or inconsistencies, such

as incorrect details, missing information, or mismatch with TDS/TCS records.
To address this, the Income Tax Department provides a procedure to correct

defective returns (Section 139(9)). The defective return provision offers
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several advantages, both for taxpayers and for the government, by

promoting accuracy, compliance, and transparency.

1. Provides an Opportunity to Rectify Errors

The main advantage of the defective return provision is that it allows
taxpayers to correct errors or omissions in their filed returns. Common issues

include:

« Incorrect PAN or Aadhaar details
« Missing TDS/TCS information

« Errors in computation of income or deductions

By allowing correction, taxpayers can ensure that their return accurately

reflects theirincome and tax liability, preventing future disputes or penalties.

2. Prevents Rejection of Entire Return

Without this provision, a return with errors could be treated as invalid. The
defective return provision prevents outright rejection of returns by giving the
taxpayer a chance to revise and resubmit the return within the prescribed
time frame. This ensures that genuine taxpayers are not penalized for minor

errors.
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3. Reduces Risk of Penalties and Notices

Filing a defective return can trigger notices from the Income Tax Department.
By allowing corrections, this provision reduces the risk of penalties under
Sections 234E (fee for delayed filing) or other provisions. Timely correction

of errors ensures compliance and minimizes legal complications.

4. Enhances Accuracy of Tax Records

Correcting defective returns ensures that the taxpayer’s financial information
is accurately recorded in government databases. This improves the accuracy

of:

« Tax credits under Form 26AS
« Refund processing

« Income tax assessments

Accurate records help the taxpayer avoid mismatches and unnecessary

scrutiny during assessment or audits.

5. Facilitates Timely Tax Refunds

Errors in a return can delay the processing of refunds. By correcting defective

returns promptly, taxpayers can ensure that refunds are credited without
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delay. This is especially important for TDS refunds or excess advance tax

payments.

6. Encourages Compliance and Transparency

The defective return provision promotes voluntary compliance. Taxpayers

are encouraged to correct errors proactively, which helps maintain
transparency in financial reporting. It strengthens the taxpayer-government

relationship and fosters trust in the tax system.

7. Supports Digital and Paperless Filing

With the advent of online filing systems, defective return notices and
corrections can be managed digitally. Taxpayers can receive notifications
online, correct mistakes, and resubmit returns without physical paperwork,

making the process faster and more convenient.

8. Prevents Litigation

Allowing taxpayers to rectify defective returns reduces disputes and litigation
in the future. Errors in income or TDS reporting, if uncorrected, could lead to
legal complications, assessments, or penalties. Correcting defective returns

minimizes the need for appeals and court interventions.
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9. Flexibility Across Different Taxpayers

The provision is applicable to all categories of taxpayers, including
individuals, companies, HUFs, firms, and trusts. This ensures fairness and

equal opportunity to rectify mistakes regardless of taxpayer type.

10. Ensures Compliance with Tax Laws

By allowing correction of defective returns, this provision ensures that
taxpayers comply fully with the Income Tax Act. It aligns filed returns with
statutory requirements, including PAN, Aadhaar, TDS, and other reporting

obligations.

Signing of Return of Income

The signing of the income tax return (ITR) is a critical step in the filing

process. It signifies that the taxpayer verifies the correctness of the
information provided in the return and assumes legal responsibility under the
Income Tax Act, 1961. Without proper signing or verification, a return is
considered invalid and may attract notices, penalties, or assessment under

Section 144 (best judgment).

1. Legal Provisions for Signing

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 535 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

Section 140(1) and Section 139(1) require that every return must be

verified in the prescribed manner.
Verification can be done by signing the return physically or
electronically, depending on the mode of filing:

1. Physical filing: Hand-signed ITR.

2. Electronic filing: E-verification through Aadhaar OTP, net

banking, or digital signature certificate (DSC).

The signed return serves as a legal declaration that the information is true

and correct to the best of the taxpayer's knowledge.

2. Modes of Signing the Return

a) Physical Signing

Applicable when paper returns are filed.

Taxpayer must sign the return manually and send it to the Centralized
Processing Centre (CPC), Bengaluru along with the ITR-V
(Acknowledgment Form).

« The CPC verifies the signature before processing the return.

b) Electronic Verification (E-Verification)

- Applicable for online e-filing through the Income Tax portal.
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+ Methods include:
1. Aadhaar OTP: Linking Aadhaar to PAN and verifying using OTP.
2. Net Banking: Logging into bank account to verify the return.
. Digital Signature Certificate (DSC): Secure method for
companies or professionals.
. EVC (Electronic Verification Code): Generated through bank
account or PAN-linked email/phone.
« E-verification completes the filing process without sending physical

forms, making it faster and convenient.

3. Importance of Signing the Return

1. Legal Validity:
o Unsigned or unverified returns are treated as invalid under
Section 139(5) and Section 140(1).

2. Authentication:

o Confirms that the taxpayer takes responsibility for accuracy of

the reported income, deductions, and taxes paid.
3. Refund Processing:

o Returns without verification or signature are not processed for

refund.
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4. Compliance:
o Correct signing ensures eligibility to carry forward losses, claim
deductions, and avoid penalties.
5. Avoidance of Legal Consequences:
o Filing without verification can lead to penalty under Section

272A(2) or best judgment assessment under Section 144.

4. Signing for Different Categories of Taxpayers

Signing of an Income Tax Return is an important legal requirement under the
Income Tax Act, 1961. The signature confirms that the information provided

in the return is true, complete, and submitted with full responsibility of the

taxpayer. The procedure for signing returns differs depending on the

category of taxpayer, such as individuals, companies, firms, and other
entities. The rules relating to signing and verification of returns are prescribed
and monitored by the Income Tax Department of India. Proper signing of the
return is necessary for it to be considered valid and legally acceptable. The
provisions relating to signing for different categories of taxpayers are

explained below.
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1. Signing by Individual Taxpayers
In the case of individual taxpayers, the return must be signed and verified by

the individual himself or herself. The taxpayer confirms that the information

provided in the return is correct and complete. In the present digital system,

individuals can verify their returns electronically through Aadhaar OTP,

Electronic Verification Code, or digital signature.

If the individual is unable to sign the return due to physical disability or
absence from India, an authorized representative may sign on behalf of the
taxpayer. However, such authorization must be supported by proper
documentation. In the case of minors, the return must be signed by their

guardian or legal representative.

2. Signing by Hindu Undivided Family (HUF)

For Hindu Undivided Families, the return must be signed by the Karta, who
is the head of the family responsible for managing family affairs. The Karta
represents the HUF in all financial and legal matters, including tax

compliance.
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If the Karta is absent from India or is unable to sign due to illness or any valid
reason, any other adult member of the family may sign the return. The
member signing the return must have proper authority and must ensure that

all details provided are accurate and complete.

3. Signing by Partnership Firms

In the case of partnership firms, the return must be signed by the managing

partner. If the managing partner is unavailable, any other partner who is not

a minor may sign the return. The partner signing the return is responsible for

verifying the accuracy of financial statements and tax details.

Partnership firms must ensure that the partner signing the return is
authorized as per the partnership deed. Proper authorization helps maintain

accountability and ensures legal validity of the return filing process.

4. Signing by Limited Liability Partnerships (LLPs)
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For Limited Liability Partnerships, the return must be signed by a designated
partner. If there is no designated partner, or if the designated partner is

unable to sign, any partner authorized by the LLP may sign the return.

Designated partners are responsible for ensuring compliance with legal and
regulatory requirements. They must verify that the return contains accurate

financial information and reflects the true income and tax liability of the LLP.

5. Signing by Companies

In the case of companies, the return must be signed by the Managing

Director. If the Managing Director is unavailable or unable to sign, any

director of the company may sign the return. In situations where the company

is not operating in India, the person holding valid power of attorney may sign

the return.

For companies undergoing liquidation, the return must be signed by the
liquidator. In case of government companies, authorized officers designated
by the government may sign the return. Corporate returns are generally
required to be filed using digital signatures to ensure authenticity and

security.
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6. Signing by Local Authorities

For local authorities such as municipalities or local governing bodies, the
return must be signed by the principal officer of the authority. The principal
officer is responsible for managing financial affairs and ensuring compliance

with taxation requirements.

The officer signing the return must verify the accuracy of income,
expenditure, and tax liability details. Proper authorization is essential to

ensure legal validity of the return.

7. Signing by Political Parties, Trusts, and Associations

Political parties, charitable trusts, religious institutions, and other
associations must have their returns signed by the chief executive officer,
managing trustee, or authorized office bearer. The authorized person must
ensure that the return accurately reflects the financial transactions and

compliance with exemption provisions.
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Such organizations must maintain transparency in financial reporting as they
often receive tax exemptions. Proper signing and verification ensure

accountability and legal compliance.

8. Signing by Other Artificial Juridical Persons

Artificial juridical persons include entities such as societies, institutions, or
bodies recognized by law but not classified under other categories. In such
cases, the return must be signed by the person responsible for managing

the entity’s affairs or any authorized representative.

The authorized signatory must ensure that all financial details, income

disclosures, and tax computations are correctly reported in the return.

9. Electronic Verification and Digital Signing

Modern tax filing systems allow electronic verification through digital

signatures, Aadhaar OTP, and Electronic Verification Codes. These

methods provide secure and legally valid authentication of returns. Electronic
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signing has simplified the verification process and reduced dependence on

physical documentation.

Digital signing is mandatory for companies, LLPs, and certain audited
taxpayers. It ensures data integrity, prevents unauthorized modifications,

and strengthens compliance with tax regulations.

Importance of Proper Signing of Returns

Proper signing and verification of income tax returns ensure legal validity
and authenticity of the filing. It establishes accountability of the taxpayer or

authorized representative for the information provided. Incorrect or

unauthorized signing may lead to rejection of the return or legal

complications.

Correct signing also helps maintain transparency, reduces disputes, and
facilitates smooth processing of returns and refunds. It plays an important

role in strengthening the tax compliance system.

5. Timeline for Signing

« E-filing: Must verify within 120 days from the date of e-filing.
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Physical filing: Signed ITR-V must reach CPC within 120 days from

filing.
If verification is not completed within the stipulated time, the return is

treated as invalid, and the taxpayer may have to file a fresh return.

6. Consequences of Not Signing the Return

1. Return Invalidity:
o Non-signed returns are treated as not filed.
2. No Refunds:
o Any tax excess paid cannot be claimed without proper
verification.
3. Loss of Carry Forward of Losses:
o Business or capital losses cannot be carried forward without
a valid return.
4. Assessment Action:
o AO may issue notice for best judgment assessment under
Section 144.
5. Penalties:
o Penalty under Section 272A(2) for failure to comply with

verification requirements.
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7. Practical Examples

1. Example 1:
o A salaried individual e-files ITR-1 but forgets to verify through
Aadhaar OTP.
o CPC issues notice for non-verification.
o Once verified within 120 days, the return is considered valid.
2. Example 2:
o A company files ITR-6 without using DSC.
o Return is rejected and must be re-filed with DSC for legal

acceptance.

Permanent Account Number (PAN)

The Permanent Account Number (PAN) is a unique 10-character
alphanumeric identifier issued by the Income Tax Department of India to

individuals, entities, and organizations. It serves as a primary identifier for all

financial and tax-related transactions, ensuring transparency, preventing tax

evasion, and linking financial activities to a unique identity.

1. Legal Basis and Importance
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Permanent Account Number (PAN) is a crucial identification tool issued by
the Income Tax Department of India to track financial transactions and
ensure tax compliance. PAN is mandatory for all taxpayers, including
individuals, companies, firms, trusts, and other entities, who are required to
report taxable income or engage in financial activities. The importance of
PAN extends beyond taxation and touches several aspects of financial,

legal, and administrative procedures.

1. Identification of Taxpayers

PAN serves as a unique identifier for each taxpayer in India. It helps the
Income Tax Department maintain a centralized database of taxpayers and
their financial transactions. By linking PAN with income tax returns, bank
accounts, investments, and high-value purchases, the government can

accurately track financial activities and reduce tax evasion.

This unique identification prevents duplication of taxpayer records and

ensures that all income and tax liability are correctly attributed to the right

person or entity.
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2. Mandatory for Filing Income Tax Returns

Filing income tax returns without PAN is not permitted under the Income Tax

Act, 1961. PAN acts as a key reference for filing returns, verifying identity,
and linking tax payments with income declarations. Tax authorities use PAN

to process returns, compute refunds, and maintain proper records.

For individuals, businesses, and companies, quoting PAN in income tax
returns is essential for legal compliance. Without PAN, taxpayers may be

unable to submit returns or claim refunds, leading to complications.

3. Essential for High-Value Financial Transactions

PAN is required for numerous high-value financial transactions, such as:

Buying or selling property above prescribed limits
Opening bank accounts or fixed deposits beyond a certain threshold
Purchasing vehicles or securities

Depositing large sums in banks

These requirements help the government monitor large financial

transactions and detect discrepancies in income reporting. PAN ensures
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transparency in financial dealings and discourages unreported cash

transactions.

4. Facilitates Tax Deduction at Source (TDS)

PAN plays a critical role in Tax Deducted at Source (TDS) compliance. TDS
is deducted on various payments such as salary, interest, rent, and
professional fees. Quoting PAN ensures that the TDS is properly credited to

the taxpayer’s account and linked to their tax records.

Without PAN, TDS may be deducted at a higher rate, and the taxpayer may
face difficulties in claiming credit while filing returns. PAN streamlines TDS

processing and minimizes errors in tax credits.

5. Enables Tracking of Financial Transactions

The government uses PAN to monitor financial activities of taxpayers to
prevent tax evasion and black money accumulation. By linking PAN with
bank accounts, investments, mutual funds, and property transactions, the

authorities can identify undeclared income and enforce compliance.
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PAN also supports the use of modern technologies such as the Annual
Information Statement (AIS) to track transactions and match them with

declared income. This ensures a more transparent financial system.

6. Required for Loans and Credit Approvals

Financial institutions, banks, and non-banking companies require PAN while

approving loans, credit cards, or other financial facilities. PAN serves as

proof of income and financial identity. It helps banks assess creditworthiness

and prevent fraudulent transactions.

For individuals and businesses, having PAN ensures smooth access to

credit facilities and other financial services without delays.

7. Legal Compliance and Penalty Avoidance

Failure to quote PAN in specified financial transactions attracts penalties
under the Income Tax Act. The law mandates PAN for filing returns, opening
accounts, conducting high-value purchases, and certain investments. Non-

compliance may result in fines or higher tax deductions.
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Thus, PAN protects taxpayers from legal complications and ensures smooth
financial operations. It also strengthens the credibility of taxpayers in legal

and financial matters.

8. Facilitates Cross-Border Financial Transactions

PAN is often required for foreign remittances, investments abroad, or
dealings with overseas banks. By linking PAN to these transactions, the
government can ensure compliance with the Foreign Exchange

Management Act (FEMA) and prevent illicit transfer of funds.

This makes PAN essential not only for domestic financial activities but also

for international transactions involving Indian residents.

9. Supports Transparent Tax Administration

PAN contributes to a transparent and accountable tax administration system.
It helps the Income Tax Department maintain accurate records, detect
inconsistencies, and implement policies effectively. It also simplifies

verification of returns, processing of refunds, and facilitation of audits.
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The use of PAN ensures a standardized system of taxpayer identification,

which benefits both the government and taxpayers by reducing disputes and

delays.

2. Structure of PAN

The Permanent Account Number consists of ten characters, which include
a combination of alphabets and numbers. The structure is designed in the

following format:

Example

ABCDE1234F

Each character in this format has a specific meaning. The first five characters
are alphabets, followed by four numerical digits, and the last character is
again an alphabet. This structured format helps identify the taxpayer

category and ensures systematic classification.

First Three Characters — Alphabetic Series

The first three characters of PAN are alphabetic letters. These letters are

generally random and represent an alphabetical series running from AAA to
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ZZZ. These characters do not provide specific information about the

taxpayer but help in generating unique PAN numbers.

The alphabetical sequence is used to create multiple combinations, ensuring

that each PAN issued is unique and distinct from others. This helps maintain

accurate taxpayer records and prevents duplication.

Fourth Character — Status of the PAN Holder

The fourth character of PAN is one of the most important parts of its
structure. It indicates the type or category of the PAN holder. The letter used

in this position represents different classes of taxpayers.

Some commonly used codes include:

P — Individual

C — Company

H — Hindu Undivided Family (HUF)
F — Partnership Firm

A — Association of Persons (AOP)
T — Trust

B — Body of Individuals (BOI)
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« L — Local Authority
- J — Artificial Juridical Person

« G - Government

This character helps tax authorities identify the legal status of the taxpayer

and apply relevant tax provisions accordingly.

Fifth Character — First Letter of Name or Entity

The fifth character of PAN represents the first letter of the surname or last
name of the individual taxpayer. In the case of non-individual taxpayers such

as companies or firms, it represents the first letter of the entity’s name.

For example, if the surname of an individual is Kumar, the fifth character in

the PAN will generally be “K.” This feature helps in linking PAN with the

taxpayer’s identity and simplifies record maintenance.

Sixth to Ninth Characters — Numerical Digits

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 554 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

The next four characters, from the sixth to the ninth position, consist of
numerical digits ranging from 0001 to 9999. These numbers are randomly

generated and help in ensuring the uniqueness of each PAN.

The numerical sequence allows the tax department to create a large number
of uniqgue PAN combinations. It helps maintain systematic classification and

prevents duplication of identification numbers.

Tenth Character — Alphabetic Check Digit

The last character of PAN is an alphabetic letter known as the check digit.
This character is generated based on a specific algorithm and is used to

verify the authenticity of the PAN number.

The check digit helps in detecting errors during data entry and ensures that

the PAN is valid. It strengthens the security and reliability of the PAN system.

Example of PAN Structure Explanation

Consider a sample PAN number: ABCPK1234D
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ABC - Alphabetic series

P — Indicates individual taxpayer

K — First letter of surname

1234 — Unique numerical sequence

D — Check digit for verification

This structured format ensures accurate identification and classification of

taxpayers.

3. Who Needs a PAN?

Mandatory for:

1. Individuals with taxable income above the basic exemption limit.

2. Companies, firms, LLPs, and trusts.
3. Financial transactions exceeding prescribed limits:

Cash deposit > 350,000 in a day.
Purchase/sale of immovable property > 310 lakh.
Investment in mutual funds or securities > 350,000.

Payment of high-value bills (e.g., credit card payments >

350,000).
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Optional for:

« Foreign nationals investing in India (PAN needed for tax purposes).

4. Procedure to Obtain PAN

1. Application Forms:

o Form 49A: For Indian citizens, companies, and entities.
o Form 49AA: For foreign citizens/entities.

2. Submission:

o Apply online through NSDL or UTIITSL portals.
o Submit proof of identity, address, and date of
birth/incorporation.

3. Processing:

o PAN is issued electronically and physically mailed to the

applicant.

o A unique PAN card containing the 10-character number is

provided.

4. Verification:

o PAN can be verified online via the Income Tax e-filing portal.

5. Quoting PAN in Financial Transactions
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PAN must be quoted in the following:

. Filing Income Tax Returns (ITR).

. TDS/TCS transactions.

. High-value banking transactions: deposits, withdrawals, or
remittances.

. Purchase of assets: real estate, vehicles, or jewelry above the
threshold limits.

. Investments: mutual funds, shares, debentures, bonds, etc.

Failure to quote PAN in these transactions attracts higher TDS or penalty

under Section 272B.

6. Penalties and Legal Consequences

1. Section 272B:

o Penalty of 10,000 for failure to quote PAN in transactions where

it is mandatory.
2. Section 139A(5):
o PAN issued is mandatory for filing returns, assessment, and
taxation.

3. Non-compliance Consequences:
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o Higher TDS/TCS rates (20% for individuals without PAN).

o Transaction may be considered invalid for tax purposes.

7. Changes, Corrections, and Linking

1. Corrections:
o PAN details can be corrected or updated online for name, date
of birth, or address.
2. Linking with Aadhaar:
o Section 139AA mandates linking PAN with Aadhaar to prevent
duplication and ensure accurate identification.
3. Multiple PANs:
o Holding multiple PANs is illegal and attracts penalty under

Section 272B and may be treated as tax evasion.

e-PAN, Tax Credit Statement (Form 26AS), and Annual Information

Statement (AIS)

The Income Tax Department of India has modernized its system to make tax

administration transparent, efficient, and taxpayer-friendly. Key components
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of this system include e-PAN, Form 26AS (Tax Credit Statement), and the

Annual Information Statement (AIS).

1. e-PAN (Electronic Permanent Account Number)

Definition:

« e-PAN is an electronic version of the Permanent Account Number
(PAN) issued by the Income Tax Department.

- It carries the same legal validity as a physical PAN card.

Features of e-PAN

The e-PAN is a digitally issued Permanent Account Number provided by the
Income Tax Department of India. Unlike the traditional physical PAN card,
e-PAN is issued electronically and holds the same legal validity as a physical
PAN. It is aimed at simplifying access, reducing processing time, and
promoting paperless compliance. The introduction of e-PAN is part of India’s
digital taxation initiatives and aligns with the government’s vision of a
paperless, efficient, and transparent financial ecosystem. The key features

of e-PAN are described below.
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1. Legal Validity Equivalent to Physical PAN

An e-PAN holds the same legal validity as a physical PAN card. It can be
used for all financial, tax, and legal purposes where PAN is required,
including filing income tax returns, conducting high-value financial
transactions, opening bank accounts, and applying for loans. The
authenticity of e-PAN is verified through digital means, making it a secure

and legally recognized alternative to physical PAN.

2. Instant Digital Issuance

One of the most significant features of e-PAN is instant issuance. Upon

successful application and verification, the e-PAN is generated electronically

and delivered to the applicant via email. This eliminates the need to wait for

physical dispatch and allows taxpayers to access their PAN quickly.

This feature is particularly beneficial for first-time applicants and those
requiring PAN urgently for financial transactions, tax compliance, or other

legal purposes.
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3. Free of Cost

The Income Tax Department issues e-PAN free of cost for all applicants.
Unlike physical PAN cards, which may involve nominal fees for processing
or delivery, the e-PAN can be obtained without any charges when applied
through the official e-PAN portal. This encourages wider adoption of digital

PAN and reduces administrative overhead.

4. Digitally Signed and Secure

The e-PAN is digitally signed by the issuing authority, ensuring

authenticity and integrity. The digital signature makes it tamper-proof and

legally verifiable. This feature safeguards against forgery or unauthorized

use and provides a high level of trust for banks, financial institutions, and tax

authorities.

5. Availability in PDF Format

The e-PAN is provided in a portable document format (PDF), which can

be downloaded and stored on computers, mobile devices, or cloud storage.
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This allows easy access for verification, printing, or submission when
required. The PDF format is standardized and secure, making it convenient

for both individuals and organizations.

6. Quick Verification and Download

The e-PAN can be verified instantly using the PAN verification tool

available on the Income Tax e-filing portal. Taxpayers and institutions can

cross-check the validity of an e-PAN quickly. Additionally, applicants can
download e-PAN multiple times from the official portal without additional

fees, making it convenient for repeated use.

7. Paperless and Environment-Friendly

e-PAN promotes paperless compliance, reducing the need for physical
documents. It contributes to environmental sustainability by minimizing the
production, transport, and disposal of plastic cards. Paperless issuance
aligns with government efforts to digitize services and reduce administrative

costs.
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8. Universally Applicable for All PAN Uses

An e-PAN can be used for all purposes where a physical PAN is required,

including:

Filing Income Tax Returns

Applying for TDS refunds

Opening bank accounts or demat accounts

Conducting high-value transactions such as property or vehicle
purchase

Applying for loans or credit facilities

Itis functionally identical to a physical PAN, ensuring seamless compliance.

9. Linked to Aadhaar

The e-PAN application process is often linked with Aadhaar, allowing
instant verification of identity and address. Linking Aadhaar with e-PAN
ensures that each PAN is unique, reduces duplication, and facilitates faster

issuance.
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10. Easy Retrieval and Reissuance

In case of loss, e-PAN can be retrieved or reissued easily from the Income

Tax e-filing portal. This eliminates the need for reapplying or waiting for

postal delivery, unlike physical PAN cards. Taxpayers can maintain digital

copies securely and access them whenever required.

11. Integration with Other Digital Tax Services

e-PAN is fully integrated with other digital tax services, such as e-filing
of returns, tax payment portals, and digital verification processes. It allows
smooth interaction with modern tax systems, reduces paperwork, and

ensures faster processing of refunds and compliances.

Application Process:

1. Apply online through NSDL or UTIITSL portals.
2. Provide identity, address proof, and PAN details.
3. Upon processing, e-PAN in PDF format is available for download.
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Advantages:

The e-PAN is a modern, digital version of the traditional Permanent Account
Number (PAN) card, designed to simplify compliance and provide secure
identification for taxpayers. Its advantages extend to individuals, businesses,
and financial institutions by improving convenience, security, and efficiency.

Below are the key advantages of e-PAN:

1. Instant Availability

One of the most significant advantages of e-PAN is instant issuance. Upon
successful verification of details, taxpayers can receive their PAN
electronically within minutes. This eliminates delays associated with physical
dispatch, making it ideal for urgent financial transactions, filing income tax

returns, or opening bank accounts.

2. Legally Valid and Equivalent to Physical PAN

e-PAN has the same legal validity as a physical PAN card. It can be used

for all purposes where PAN is required, including tax filings, high-value
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transactions, and bank account operations. Tax authorities, banks, and other
institutions recognize e-PAN as an authentic and legally binding

identification.

3. Free of Cost

Unlike physical PAN cards, which may require nominal fees for processing

or delivery, e-PAN is issued free of cost when applied through the official

Income Tax portal. This makes it accessible to all taxpayers without financial

burden, especially for first-time applicants.

4. Digitally Signed and Secure

e-PAN is digitally signed by the Income Tax Department, ensuring
authenticity and preventing tampering. The digital signature serves as a
secure verification mechanism, giving confidence to banks, institutions, and

taxpayers regarding the integrity of the document.

5. Paperless and Environment-Friendly
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Being a fully digital document, e-PAN promotes paperless compliance,
reducing the need for plastic or printed cards. It supports environmental
sustainability and aligns with India’s digital initiatives to minimize

administrative and logistical costs.

6. Easy Download and Access

The e-PAN is provided in PDF format, which can be downloaded multiple
times from the official portal. Taxpayers can store it on computers, mobile
devices, or cloud storage, ensuring convenient access whenever needed for

verification or submission.

7. Quick Verification

e-PAN can be instantly verified using the PAN verification tool on the e-

filing portal. This enables banks, financial institutions, and other entities to

authenticate the PAN quickly, reducing delays in financial transactions and

compliance procedures.
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8. Linked with Aadhaar

e-PAN applications are often linked with Aadhaar, allowing instant identity
verification and reducing duplication. Linking ensures that each PAN s

unique and accurately associated with the taxpayer’s identity.

9. Supports Digital Tax Compliance

e-PAN is fully compatible with e-filing, TDS processing, and other digital
tax services. Taxpayers can link their e-PAN with income tax returns and
other financial transactions, facilitating seamless digital compliance and

reducing errors.

10. Easy Retrieval in Case of Loss

If a taxpayer loses the e-PAN, it can be retrieved or reissued easily from

the Income Tax e-filing portal. This eliminates the need to reapply or wait for

postal delivery, unlike physical PAN cards, providing convenience and

continuity.
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11. Reduces Administrative Burden

By eliminating manual handling, printing, and postal delivery, e-PAN reduces
administrative costs for both the taxpayer and the Income Tax Department.
It also minimizes the chances of errors in PAN issuance and helps maintain

a secure, centralized database.

12. Universally Accepted

e-PAN can be used for all purposes where physical PAN is required,
including filing income tax returns, opening bank accounts, applying for

loans, and conducting high-value transactions. Its universal applicability

ensures that taxpayers can fully transition to a digital system without

operational limitations.

2. Tax Credit Statement — Form 26AS

Definition:

« Form 26AS is a tax credit statement issued under Section 203AA

by the Income Tax Department.
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- It shows tax deducted at source (TDS), tax collected at source
(TCS), advance tax, and self-assessment tax credited to the

taxpayer’s account.

Features of Tax Credit Statement — Form 26AS

Form 26AS is a consolidated statement issued by the Income Tax
Department of India that provides detailed information about taxes paid, tax
deducted at source (TDS), and other tax-related transactions associated
with a taxpayer. It serves as a vital tool for verifying tax payments, ensuring

accuracy while filing income tax returns, and preventing discrepancies. Form

26AS is linked to the taxpayer's Permanent Account Number (PAN) and

is accessible through the Income Tax e-filing portal. The key features of Form

26AS are detailed below.

1. Consolidated Record of Taxes

Form 26AS provides a comprehensive summary of all taxes paid and
collected on behalf of the taxpayer during a financial year. It consolidates

information regarding:
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Tax Deducted at Source (TDS) on salary, interest, rent, and other
payments

Tax Collected at Source (TCS) by sellers on specific goods and
services

Advance Tax and Self-Assessment Tax paid by the taxpayer

Refunds issued by the Income Tax Department

This consolidated record helps taxpayers verify all tax-related transactions

in a single document.

2. Linked to PAN

Form 26AS is directly linked to the taxpayer's PAN. Every tax deduction,

collection, or payment made in the name of the taxpayer is recorded under
their PAN. This linkage ensures accurate tracking of taxes, prevents

mismatches, and helps maintain a reliable financial record.

3. Source of Verification for Filing Returns
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Form 26AS is a critical verification tool while filing income tax returns.

Taxpayers can match the TDS, TCS, advance tax, and self-assessment tax

entries in Form 26AS with their own records. This prevents discrepancies
and reduces the chances of notices from the Income Tax Department due to

misreported or unreported income.

4. Details of Tax Deducted at Source (TDS)

Form 26AS contains complete information on TDS deducted by employers,

banks, and other deductors. It includes:

Name and TAN of the deductor
Amount of income paid

TDS amount deducted

TDS deposited to the government

Challan details

This ensures transparency and allows taxpayers to claim accurate tax credits

while filing returns.
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5. Details of Tax Collected at Source (TCS)

Form 26AS also provides information on TCS collected by sellers for
specific transactions. It includes the collector’s details, amount collected,
and deposited with the government. This helps taxpayers and authorities

maintain accurate records of taxes collected at the source.

6. Advance Tax and Self-Assessment Tax Paid

Taxpayers who pay advance tax or self-assessment tax can see the
details in Form 26AS. The statement reflects the amounts paid, date of
payment, and challan information. This enables taxpayers to reconcile their

payments before filing the annual return.

7. Refund Details

Form 26AS contains information about tax refunds issued by the Income

Tax Department during a financial year. It includes refund amount,

assessment year, and mode of refund. Taxpayers can track whether the
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refunds have been credited to their bank accounts and ensure proper

accounting.

8. Periodic Updates

Form 26AS is updated regularly to reflect all TDS, TCS, advance tax, self-

assessment tax, and refund transactions. Most often, it is updated on a

quarterly basis, but updates can occur more frequently if there are

corrections or adjustments. This ensures taxpayers have access to the latest

information before filing returns.

9. Easy Access via E-Filing Portal

Taxpayers can download Form 26AS online through the Income Tax e-
filing portal or the TRACES portal (TDS Reconciliation Analysis and
Correction Enabling System). No physical visit is required, making it
convenient and efficient. The e-access also reduces paperwork and supports

paperless tax compliance.
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10. Helps in Claiming Tax Credits

The primary purpose of Form 26AS is to facilitate the claiming of tax
credits. When filing income tax returns, taxpayers can claim TDS, TCS, and
advance tax amounts as credit. This ensures that the taxpayer does not pay

taxes twice and avoids errors in tax computation.

11. Enhances Transparency and Accuracy

Form 26AS enhances transparency in the tax system by providing accurate
and detailed information about all tax-related transactions. It reduces the
chances of tax evasion, prevents mismatches between taxpayer records and

government data, and ensures smooth processing of returns and refunds.

12. Required for High-Value Transactions

Certain financial transactions, such as applying for loans, opening demat

accounts, or making investments, often require Form 26AS to verify tax

compliance. This makes it an essential document for both taxpayers and

financial institutions.
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Components of Form 26AS:

Form 26AS is a consolidated tax statement issued by the Income Tax
Department of India that provides details of all taxes paid and tax-related
transactions associated with a taxpayer's PAN. It is a vital document for
verifying TDS, TCS, advance tax, and tax refunds while filing income tax
returns. Form 26AS is divided into multiple components, each capturing a
specific type of tax information. Understanding these components helps

taxpayers reconcile their records and ensure proper tax credit claims.

1. Part A — Tax Deducted at Source (TDS)

Part A provides information about the tax deducted at source from the

taxpayer’s income by employers, banks, or other deductors. It includes:

Deductor’s Name and TAN — Identifies the person or entity deducting
tax.

Type of Income — Salary, interest, rent, commission, or professional
fees.

Amount Paid — Total income on which TDS has been deducted.

TDS Amount — Tax deducted at source.
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- TDS Deposit Details — Date of deposit, challan number, and status.
This component helps taxpayers verify TDS amounts claimed in their returns

and ensures that the tax deducted has been correctly deposited with the

government.

2. Part A1 — Details of TDS on Income Paid to Non-Residents

Part A1 contains TDS information on payments made to non-resident

taxpayers. This includes:

- TDS on interest, royalty, fees for technical services, or other income
paid to non-residents.

« Details of the deductor, TAN, and amount of TDS deposited.

This component is important for entities making cross-border payments and

ensures compliance with Section 195 of the Income Tax Act.

3. Part B — Tax Collected at Source (TCS)
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Part B provides information on tax collected at source by sellers on certain

specified goods and transactions. It includes:

Collector’s Name and TAN — The person or entity collecting TCS.
Amount Collected — Tax collected on specified transactions like sale
of scrap, liquor, or foreign remittance.

Deposit Details — Date and challan number of TCS deposited with the

government.

Part B ensures that the taxpayer is credited correctly for taxes collected and

avoids discrepancies during income tax return filing.

4. Part C — Details of Advance Tax and Self-Assessment Tax

Part C records all advance tax and self-assessment tax payments made

by the taxpayer. This includes:

« Amount of tax paid
« Date of payment

« Challan number and bank details
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This section helps taxpayers reconcile payments made with tax liability and

ensures that they do not pay excess or duplicate tax while filing their return.

5. Part D — Details of Refunds

Part D provides information regarding tax refunds issued to the taxpayer

by the Income Tax Department. This includes:

Assessment year for which refund is issued
Refund amount
Date of credit

Mode of payment (direct credit, cheque, etc.)

Taxpayers can track refunds and ensure that all payments and refunds are

accurately accounted for in their records.

6. Part E — Details of AIR Transactions

Part E includes details of high-value financial transactions reported by

financial institutions under the Annual Information Return (AIR). These

may include:
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« Purchase of immovable property
« Deposit in banks exceeding specified limits

« Investment in mutual funds or securities

This component helps tax authorities detect unreported income and ensures

transparency in large financial transactions.

7. Part F — Details of Tax Deducted on Sale of Inmovable Property

Part F contains TDS details on sale of immovable property under Section

1941A. It includes:

« Deductor and deductee details
« Amount of sale consideration

« TDS deducted and deposited

This ensures proper tracking of property transactions and compliance with

tax deduction requirements.

8. Part G — TDS Defaults and Correction Statements
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Part G shows defaults in TDS payments or corrections made by

deductors. It includes:

« Mismatch entries between deductor’s and deductee’s records

« Corrections submitted through TDS/TCS correction statements

This helps taxpayers identify discrepancies and take necessary corrective

actions to claim correct tax credit.

9. Part H — Details of Securities Transaction Tax (STT)

Some versions of Form 26AS may also include details of Securities
Transaction Tax paid on share transactions or derivatives traded on
recognized stock exchanges. This helps reconcile tax payments on capital

gains from securities.

10. Part | — Details of Other Information

Part | may contain other relevant information provided to the Income Tax

Department by government agencies or reporting entities. This can include:
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» Transactions reported under international agreements

« Miscellaneous financial data required for tax compliance

It serves as an additional verification tool to ensure transparency.

Importance:

Importance of Form 26AS

Form 26AS is a vital document in India’s tax system issued by the Income

Tax Department of India. It consolidates all tax-related information

associated with a taxpayer’'s Permanent Account Number (PAN), including
TDS, TCS, advance tax, self-assessment tax, and refunds. Its importance
lies in enhancing transparency, ensuring accuracy, and facilitating smooth
income tax compliance. The key points highlighting the importance of Form

26AS are explained below.

1. Facilitates Accurate Tax Filing

Form 26AS acts as a reliable source of information for filing income tax
returns. By providing details of TDS, TCS, and taxes paid, it allows taxpayers

to cross-verify their records. This ensures that tax returns are filed correctly,
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preventing errors and reducing the likelihood of notices or discrepancies

from the Income Tax Department.

2. Ensures Proper Tax Credit

Taxpayers can claim tax credit for TDS, TCS, and advance tax using Form
26AS. The statement shows the exact amount of tax deducted and deposited
against the taxpayer’s PAN. Accurate information in Form 26AS ensures that

taxpayers do not pay excess tax and can claim refunds where applicable.

3. Prevents Tax Evasion

Form 26AS enhances transparency by providing a consolidated view of all
tax-related transactions. This helps the Income Tax Department detect

mismatches or unreported income. For taxpayers, it ensures that all TDS or

TCS deducted by third parties is reflected in their account, minimizing the

risk of under-reporting or evasion.

4. Helps in Reconciliation of Records
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Form 26AS allows taxpayers to reconcile their own financial records with
government data. For example, salary, bank interest, and rent income can
be matched with TDS entries in the statement. This prevents errors in tax

returns and ensures smooth processing of refunds and assessments.

5. Assists in Claiming Refunds

By showing details of excess tax paid or TDS/TCS credits, Form 26AS

enables taxpayers to claim refunds accurately. The statement ensures
that refunds are processed efficiently, avoiding delays due to mismatched

information.

6. Supports Compliance for High-Value Transactions

Certain transactions, such as property purchases, loan applications, and
investments, require proof of tax compliance. Form 26AS provides official
verification of taxes paid, TDS deducted, and refunds received, making it an
essential document for banks, financial institutions, and regulatory

authorities.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 585 | Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

7. Provides Transparency and Trust

Form 26AS enhances transparency in financial dealings by showing all
tax deductions, collections, and payments linked to the PAN. This builds trust
between taxpayers, financial institutions, and government authorities, while

ensuring proper accountability in tax administration.

8. Reduces Disputes and Notices

By reconciling TDS, TCS, and tax payments with the statement, taxpayers
can identify discrepancies early and take corrective measures. This
reduces the likelihood of disputes, notices, or penalties from the Income Tax

Department, making the tax compliance process smoother.

9. Online Accessibility

Form 26AS is available online through the Income Tax e-filing portal or

TRACES, making it convenient for taxpayers to access anytime. Online
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availability ensures timely verification, reduces paperwork, and supports

paperless compliance.

10. Assists Tax Professionals

For chartered accountants, tax consultants, and auditors, Form 26AS is an
essential tool for preparing accurate returns. It provides a consolidated,
reliable source of information, simplifying the tax filing and reconciliation

process for clients and organizations.

3. Annual Information Statement (AIS)

Definition:

« AIS is an extended statement replacing traditional Form 26AS.
« It provides comprehensive financial and tax-related information for the

assessment year.

Features of Annual Information Statement (AIS)
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The Annual Information Statement (AIS) is a comprehensive digital
statement provided by the Income Tax Department of India that consolidates
detailed information regarding a taxpayer’s financial transactions and tax-
related activities for an assessment year. AlS is an advanced version of Form

26AS and serves as a tool for transparency, accuracy, and compliance.

1. Comprehensive Consolidation of Information

- AIS consolidate all financial transactions associated with a taxpayer’'s

PAN.

« Includes information from:

TDS (Tax Deducted at Source)

TCS (Tax Collected at Source)

Advance tax and self-assessment tax

Refunds issued

High-value transactions reported by banks, mutual funds, and

financial institutions

Benefit: Provides a holistic view of all financial and tax-related activity in one

place.

2. Inclusion of High-Value Transactions
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« AIS captures high-value financial transactions such as:
Bank deposits and withdrawals above threshold limits
Purchase or sale of immovable property
Investment in shares, mutual funds, or securities

Insurance premiums and other reportable transactions

Benefit: Enables taxpayers to reconcile these transactions with their

income reporting.

3. Integration with Form 26AS

« AIS includes all information previously available in Form 26AS:
o TDS/TCS details
o Advance/self-assessment taxes
o Refunds issued
- Additionally, it provides a more detailed and segmented view of all

financial activities.

Benefit: Taxpayers can cross-check tax credits and transactions

efficiently.

4. Multiple Sources of Information

- AIS aggregates information from:
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o Banks and financial institutions
o Mutual funds, insurance companies, and brokers
o Government and statutory reporting bodies

« This ensures that all financial data linked to PAN is captured.

Benefit: Reduces the chance of unreported income or discrepancies.

5. Digital and Online Accessibility

AIS is available online through the Income Tax e-Filing portal.
Taxpayers can view, download, and reconcile the statement at any
time.

Supports pre-filled data for ITR filing.

Benefit: Eliminates the need for manual record-keeping and provides real-

time accessibility.

6. Detailed Categorization of Data

AIS classifies information into several sections for easy comprehension:

1. Summary Section: Overview of TDS, TCS, taxes paid, and refunds.
2. Financial Transactions: Details of high-value banking, mutual funds,

and investments.
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3. Asset Information: Transactions related to immovable properties or
high-value assets.
4. Audit Information: Details submitted by auditors under Section 44AB,

if applicable.

Benefit: Simplifies tax planning and verification for taxpayers and

professionals.

7. Supports Transparency and Compliance

AIS allows taxpayers to detect mismatches between financial
transactions and declared income.

Helps in identifying errors before filing ITR or responding to notices.
Supports voluntary compliance by providing a clear record of all

reportable transactions.

Benefit: Minimizes the risk of penalties, interest, or scrutiny

assessments.

8. Facilitates Pre-Filled ITR Forms

- AIS data is used to auto-populate ITR forms, making tax filing faster
and more accurate.

« Pre-filled ITR forms include:
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TDS/TCS details
Bank interest
Mutual fund dividends

Capital gains (if reported to ITD)

Benefit: Reduces manual errors and discrepancies, ensuring smoother

return filing.
9. Time-Bound and Updated Information

- AIS is updated continuously throughout the year as banks and

institutions report transactions.

« Provides an annual snapshot for assessment purposes.

Benefit: Taxpayers have up-to-date information for compliance and

planning.
10. Legal Recognition

« AlSis recognized by the Income Tax Department under Section 285BA

and related rules.

« Serves as an official record for both the taxpayer and the department.

Benefit: Supports legal compliance and audit readiness.
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Advantages of AlS:

The Annual Information Statement (AIS) is an advanced digital tool provided
by the Income Tax Department of India that consolidates all financial
transactions, tax credits, and high-value activity related to a taxpayer’s PAN.
AIS offers several advantages that enhance compliance, transparency, and

ease of tax administration.

1. Comprehensive View of Financial Transactions

« AIS consolidates all information linked to a taxpayer’s PAN, including:
TDS/TCS
Advance tax/self-assessment tax
Bank transactions above threshold limits
Mutual funds, shares, and securities transactions
o High-value asset purchases
- Advantage: Taxpayers get a 360° view of their financial and tax data,

facilitating accurate reporting.

2. Enhanced Transparency

« AIS provides a clear record of all reportable transactions submitted by

banks, financial institutions, and other entities.
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Enables taxpayers to verify that all credits and transactions are
correctly recorded.
Advantage: Reduces discrepancies and improves trust between

taxpayers and the tax authority.

3. Accurate Filing of Income Tax Returns

AIS supports pre-filled ITR forms by providing verified data on TDS,
TCS, income, and other reportable transactions.

Taxpayers can cross-check AlS against their records before filing.
Advantage: Minimizes errors in returns, reduces chances of notices,

penalties, or scrutiny, and ensures smoother filing.

4. Facilitation of Reconciliation and Verification

- Taxpayers can reconcile AlS with:

o Bank statements
o Form 26AS
o Investments and asset records
- Advantage: Ensures that all taxes paid, deductions claimed, and

income reported match IT Department records.

5. Early Detection of Discrepancies
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AIS allows taxpayers to identify missing or incorrect TDS, TCS, or
other financial data before filing ITR.
Prevents issues such as:
o Reduced refunds
o Mismatch notices
o Litigation or penalties
Advantage: Enables proactive correction and avoids future tax

disputes.

6. Supports Carry Forward of Losses and Refund Claims

Verified AIS ensures accurate reporting of losses under business,
capital gains, or house property.

Helps in claiming refunds of excess taxes paid efficiently.

Advantage: Prevents loss of financial benefits due to incomplete or

inaccurate data.

7. Digital Accessibility and Convenience

AIS is available online through the Income Tax e-Filing portal.

Taxpayers can download, view, and verify information at any time.
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- Advantage: Reduces paperwork, ensures instant access to

information, and simplifies record-keeping.

8. Promotes Voluntary Compliance

With AIS providing detailed, verified, and transparent data, taxpayers
are encouraged to report all income and financial activity accurately.
Advantage: Enhances self-assessment, reduces tax evasion, and

fosters a culture of compliance.

9. Facilitates Financial Planning

- AIS provides a detailed record of income, taxes paid, and high-value
transactions.
Taxpayers can plan investments, tax payments, and savings

efficiently.

Advantage: Enables informed financial and tax planning decisions.

10. Strengthens Legal and Audit Readiness

« AIS serves as an official record of all reportable transactions linked to
PAN.

- Useful in audit, assessment, or verification by authorities.
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- Advantage: Helps taxpayers maintain legal compliance and be

prepared for scrutiny.

4. Differences Between Form 26AS and AIS

Feature

Form 26AS

Annual Information Statement

(AIS)

TDS, TCS, advance tax,
self-assessment tax,

refunds

Form 26AS data + high-value

financial transactions, mutual

funds, securities

Frequency

Quarterly & annual

Annual (updated continuously)

Purpose

Tax credit verification for

filing ITR

Comprehensive view of financial
transactions for compliance &

assessment

Accessibility

Linked with PAN on e-

Filing portal

Available on e-Filing portal; more

detailed & integrated

Level

Detail

of|

Limited to tax credits

Detailed data from multiple

financial institutions and banks

5. Importance for Taxpayers
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The Income Tax Department’s digital tools such as e-PAN, Tax Credit
Statement (Form 26AS), and Annual Information Statement (AIS) have
significantly enhanced transparency, accuracy, and ease of compliance for

taxpayers. Their importance can be categorized as follows:

1. Accurate Tax Compliance

e-PAN ensures a unique identification for every taxpayer, linking all
financial transactions to their account.

Form 26AS provides a verified summary of taxes deducted or collected
(TDS/TCS) and advance/self-assessment taxes.

AIS extends this by including high-value financial transactions, mutual
funds, and securities.

Benefit: Taxpayers can ensure all taxes paid are correctly recorded

and avoid mismatch notices from the Income Tax Department.

. Facilitates Filing of Income Tax Returns

Pre-filled ITR forms are generated using 26AS and AlS data, reducing

manual entry.
Provides accurate details of income, deductions, and taxes paid,

simplifying the return filing process.
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« Benefit: Minimizes errors in filing and avoids notice or scrutiny due to

incorrect reporting.

3. Transparency in Financial Transactions

AIS provides a comprehensive view of all financial transactions
reported under a taxpayer's PAN.

Includes bank deposits, mutual funds, securities, and other high-value
transactions.

Benefit: Helps taxpayers track their financial activity and ensures

compliance with tax regulations.

4. Verification and Reconciliation

Taxpayers can cross-check TDS, TCS, advance tax, and self-

assessment tax with Form 26AS.

AIS enables reconciliation of all financial transactions reported to the

IT Department.
Benefit: Reduces chances of errors and facilitates claiming refunds or

adjustments accurately.

5. Claiming Refunds and Carry Forward of Losses
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« Accurate 26AS and AIS records ensure refunds are processed

efficiently.

Taxpayers can carry forward business, capital, or house property

losses correctly based on verified data.
Benefit: Prevents loss of financial advantages due to incorrect or

missing tax information.

6. Legal Compliance and Risk Minimization

- Mandatory quoting of PAN in financial transactions ensures tax

traceability.
Using 26AS and AIS, taxpayers can detect discrepancies before the
department does, reducing risk of penalties, scrutiny, or reassessment.

Benefit: Enhances compliance and reduces legal and financial risks.

7. Ease of Monitoring and Financial Planning

- Taxpayers can monitor all their tax credits, deductions, and liabilities

in one place.

« Helps in future tax planning, investments, and assessing financial

positions for loans or audits.
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- Benefit: Enables informed decision-making and better financial

management.

8. Encourages Voluntary Compliance

Digital systems like e-PAN, 26AS, and AlS promote voluntary reporting
and self-assessment.

Encourages taxpayers to maintain accurate records and reduce tax
evasion.

Benefit: Simplifies compliance while strengthening trust in the tax

system.
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UNIT V — Income Tax Authorities

Zz
o

Question

Who are Income Tax Authorities?

What is PAN?

What is e-PAN?

What is Form 26AS?

What is Annual Information Statement (AIS)?

Explain the powers and functions of Income Tax Authorities.
Discuss the powers of CBDT and Income Tax Officers.
Explain the procedure for filing income tax returns.

Describe different types of returns such as belated return, defective
return and return of loss.

Analyze the importance of PAN, Form 26AS and AIS in tax
administration.

0 3 N U B~ W N~
O OO0 0O W h W i W

o0

Important Questions

Unit | — Capital Gains

JMCO63

1) Define a capital asset and explain its types with examples.

2) Distinguish between short-term and long-term capital assets.

3) What is meant by transfer of capital asset under the Income Tax Act?
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4) Explain short-term capital gains (STCG) with a computation example.

5) Explain long-term capital gains (LTCG) with a computation example.

6) Compute STCG on the sale of shares held for 6 months at a profit of

32,50,000.

7) Compute LTCG on the sale of a property held for 4 years, considering

indexed cost of acquisition.

8) Explain Section 54 and conditions for exemption of LTCG on

residential property.

9) Compute exemption under Section 54 if LTCG of 315,00,000 is

invested in a new house costing 312,00,000.

10) Explain Section 54B and give an example.

11) Explain Section 54D and its applicability.
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12) Explain Section 54EC and discuss bonds eligible for exemption.

13) Compute exemption under Section 54EC if LTCG of 320,00,000

is invested in NHAI bonds.

14) Explain Section 54F and the impact on total capital gains.

15) Compute exemption under Section 54F when the entire sale

proceeds of a long-term asset are invested in a new residential

property.

16) Explain Section 54GA and its applicability to industrial

undertakings.

17) Discuss planning strategies to minimize capital gains tax.

18) Explain the effect of holding period on capital gains computation.

19) Discuss indexation benefit in computing LTCG.
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20) Prepare a worked problem combining STCG and LTCG with

exemptions under Section 54 and 54EC.

Unit Il — Income from Other Sources & Clubbing of Income

21) Define Income from Other Sources with examples.

22) Explain the chargeability of income from other sources.

23) Compute income from interest on savings account and fixed

deposits.

24) Explain deductions allowed from income under this head.

25) Explain expenses deductible under Income from Other Sources.

20) What is clubbing of income? Give examples.

27) Explain clubbing provisions for income of minor child.
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28) Explain clubbing of income arising from transfer of assets to

spouse under Sec 64(1)(iv).

29) Explain clubbing of income of assets transferred without

adequate consideration.

30) Compute income from other sources with TDS and deduction.

31) Discuss interest on securities as income from other sources.

32) Explain casual income (lottery, crossword prize) and its tax

treatment.

33) Compute tax on winnings from horse races under other sources.

34) Discuss tax treatment of family pension under Income from Other

Sources.

35) Explain dividend income and clubbing provisions.
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36) Compute income from other sources including interest,

dividends, and lottery winnings.

37) Discuss the impact of advance tax on income from other sources.

38) Explain income of minor child and clubbing exceptions.

39) Explain the effect of gifts received from relatives and non-

relatives on income.

40) Prepare a computation problem combining clubbing and

deductions under this head.

Unit lll - Set Off and Carry Forward of Losses & Deductions

41) Explain gross total income (GTIl) and total income (TI).

42) Define set-off of losses and its types.

43) Explain carry forward of losses and time limits under IT Act.

DD & CE, Manonmaniam Sundaranar University, Tirunelveli - 627012 607 |Page




B.COM Core Paper XV — INCOME TAX LAW AND PRACTICE I JMCO63

44) Distinguish between intra-head and inter-head set-off.

45) Compute set-off of short-term capital loss against long-term

capital gain.

46) Compute loss from business carried forward and set off in next

year.

47) Explain deductions under Section 80C with examples.

48) Explain deduction under Section 80CCC.

49) Explain deduction under Section 80CCD (including 80CCD(1B)).

50) Explain deduction under Section 80CCB for home loan and

investment.

51) Explain deduction under Section 80CCE (overall ceiling).
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52) Explain deduction under Section 80D for health insurance

premium.

53) Explain deduction under Section 80DD for medical treatment of

dependent disabled.

54) Explain deduction under Section 80DDB for specific iliness.

55) Explain deduction under Section 80E for education loan interest.

56) Explain deductions under Sections 80EE, 80EEA, 80EEB for

housing loans.

57) Explain deduction under Section 80G (donations).

58) Explain deduction under Section 80GG (rent paid by non-

salaried persons).

59) Explain deduction under Section 80GGA (research donation).
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60) Explain deductions under Sections 80TTA, 80TTB, and 80U.

Unit IV — Computation of Total Income — Individual

61) Explain computation of total income for an individual.

62) Explain taxable income under old regime vs new regime.

63) Prepare computation of GTl and Tl for a salaried person.

64) Prepare computation including house property, business, and

capital gains.

65) Compute total income of an individual including income from

other sources.

606) Prepare computation including set-off and carry forward of

losses.

67) Explain tax calculation under old regime with slab rates.
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68) Explain tax calculation under new regime with slab rates.

69) Compute tax liability including rebate under Section 87A.

70) Compute tax including surcharge and cess.

71) Prepare worked example combining all sources of income.

72) Discuss impact of exemptions and deductions on taxable

income.

Explain effect of residential status on total income.

Compute taxable income for HUF and individual separately.

Explain computation of tax for senior citizens.

Explain computation of tax for super senior citizens.
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77) Prepare worked example of individual having LTCG, STCG, and

exemptions.

78) Discuss computation for salaried person with rent received.

79) Compute tax liability in case of income from salary and interest

from fixed deposits.

80) Prepare full computation problem combining all deductions and

exemptions.

Unit V — Income Tax Authorities

81) Explain administration of Income Tax Act in India.

82) List and explain different Income Tax authorities.

83) Explain powers of CBDT.

84) Explain powers of Income Tax Officer (ITO).
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85)

86)

87)

88)

89)

90)

91)

92)

93)

94)

Explain procedure for assessment of income.

Explain filing of income tax return (ITR) process.

Discuss due dates of filing for different categories of taxpayers.

Explain voluntary filing of return.

Explain return of loss and belated return.

Explain defective return and notice under Section 139(9).

Explain signing of return and responsibility of taxpayer.

Discuss Permanent Account Number (PAN) and its importance.

Explain e-PAN and procedure for obtaining it.

Discuss tax credit statement (Form 26AS).
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95) Explain Annual Information Statement (AlS) and its importance.

96) List advantages of AlS for taxpayers.

97) Discuss penalties for non-compliance with income tax

provisions.

98) Explain reassessment and scrutiny provisions.

99) Explain appeal process against ITO orders.

100) Prepare a case study on complete assessment including return

filing, TDS, and deductions.
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