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uestion 1
Q [Tax Calculation as per Normal Prov.]

Question 2 [Marginal Relief]

Question 3

Question 4

Answer 4
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Mr. X has a total income of T 1 000 for P.Y.2025-26 isi |

_ 12.00.C YR -26, comprising of income from house
Eirgr;e;gsand interest on fixed deposits. Compute his tax liability for A.Y.2026-27 assuming
(a) 45 years
(b) 63 years
(c) 82 years
Assume that Mr. X exercises the option of shifting out of the default tax regime provided u/s
115BAC(1A). [SMQ.]

Compute the tax liability of Mr. A (aged 42), having total income of ¥ 51 lakhs for the
Assessment Year 2026-27. Assume that his total income comprises of salary income,
Incomne from house property and interest on fixed deposit. Assume that Mr. A exercises the §
option of shifting out of the default tax regime provided u/s 115BAC(1A). [smaQ] §

[Marginal Relief] §

Compute the tax liability of Mr. B (aged 51), having total income of ¥ 1,01,00,000 for the
Assessment Year 2026-27. Assume that his total income comprises of salary income, E
Income from house property and interest on fixed deposit. [SMQ.] B

[Rebate u/s 87A as per Normal Provisions] :

Mr. Raghav aged 26 years and a resident in India, has a total income of T 4,40,000, §
d interest on bank fixed deposit. Compute his tax liability for

comprising his salary income an
A.Y.2026-27. Assume assessee exercises the option of shifting out of the default tax regime §8
[SM Q]

provided u/s 1 15BAC(1A).

ation of tax liability of Mr. Raghav for A.Y. 2026-27
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Tax on total income of T 4,40,000
Tax@5%of X 1,90,000 (X 4,40,000 - T 2,50,000)
Less: Rebate u/s 87A (Lower of tax payable or T 12,500)

i

x Liability




[Rebate u/s 87A as per Normal Provisions]

Clusation s ears and a resident in India, has a total income of % 4,680,000,

Mr. Dinesh aged J0YEEL | ins taxable u/s 112 arise on 10/07/2025, Computs his ta

i -term : !
l('}D trnmiI?tymi"lt?rg ;?;{3’8926-27. Assume assessee exercises the option of shifting out of the default
t'aax regime provided u/s 1 15BAC(1A). [SM Q]

Answer 5

| l.'ﬂ""-“_n"' -"."r.;:a-ii'i- VL S Nl bt I
. on total income of 4,80,000
Tax@12.5% of ¥ 2,30,000 (% 4,80,000 — ¥ 2,50,000, being unexhausted basic exemption| 28,750
limit)
Less: Rebate w/s 87A (Lower of ¥ 28,750 or T 12,500) 12,500
16,250
Add: Health and education cess @4% 650
Tax Liability 16,900
Question 6 [Rebate u/s 87A as per Sec 115BAC] |

Mr. Pawan aged 35 years and a resident in India, has a total income of % ‘
12.15,000, comprising his salary income and interest on bank fixed deposit. Compute his
tax, liability for A.Y.2026-27 under default tax regime u/s 115BAC.

Answer 6

Computation of tax liability of Mr. Pawan for A.Y. 2026-27

Tax on Total Income as per section 115BAC 62.250
Less: Rebate u/s 87A [not available as income > 12 lakhs] N/A (

Above amount restricted to ,
Tax on 12,00,000 + (NTI - 12,00,000) 15,000 {
[Nil + 15,000] ‘

15,000 1
Add: HEC@4% 600
P Tax Liability 15,600
£ Question 7 [Definition of Assessee]
Who is an “Assessee”? [SM Q.]

. Answer 7
' As per section 2(7), assessee means a person by whom any tax or any other sum of money is payable
under the Income-tax Act, 1961.

In addition, the term includes —
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C napter 1: Dasic

E;’Cl‘y Person in respect of whom any proceeding under the Act has been taken for the assessment

* his income; or

the income of any other person in respect of which he is assessable; or

the loss sustained by him or by such other person; or

the amount of refund due to him or to such other person.

Every person who is deemed to be an assessee under any provision of the Act;

Every person who is deemed to be an assessee in default under any provision of the Act.

Question 8 [HUF School of laws]

What are the two schools of Hindu law and where are they prevalent? Explain. Also,

mention the difference between the two schools of Hindu Law. [SMQ]
Answer 8

Thf: two schools of Hindu law are Dayabaga school, prevalent in West Bengal and Assam, and
Mltal.cshara school, prevalent in rest of India. Under the Dayabaga school of Hindu Law, nobody
acquires the right, share in the property by birth as long as the head of family is living. Thus, the
children do not acquire any right, share in the family property, as long as his father is alive and only

on death of the father, the children will acquire right/share in the property. Hence, the father and his
brothers would be the coparceners of the HUF.

Under the Mitakshara school of Hindu Law, one acquires the right to the family property by his birth

and not by succession irrespective of the fact that his elders are living. Thus, every child born in the
family acquires a right/share in the family property.

Question 9 [HUF School of laws]
The Jain HUF in Assam comprises of Mr. Suresh Jain, his wife Mrs. Sapna Jain, his son Mr.
Sarthak Jain, his daughter-in-law Mrs. Preeti Jain, his daughter Miss Seema Jain and his
unmarried brother Mr. Pritam Jain. Which of the members of the HUF are eligible for
coparcenary rights? [SM Q.]

Answer 9
Dayabaga school of Hindu law is prevalent in Assam. In Dayabaga school of Hindu law, nobody
acquires the right, share in the property by birth as long as the head of family is living. Thus, the

children do not acquire any right, share in the family property, as long as his father is alive and only
on death of the father, the children will acquire right/share in the property.

Hence, Mr. Suresh Jain and his brother, Mr. Pritam Jain would be the coparceners of the Jain HUF
and are eligible for coparcenary rights.

Qluestion 10 [AOP/BOI Deference]
What is the difference between an Association of Persons and Body of Individuals? [SM Q.]
Answer 10

In order to constitute an Association of Persons (AOP), persons must join for a common purpose or
action and their object must be to produce income; it is not enough that the persons receive the
income jointly.
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Body of Individuals denotes the status of persons like executors or trustees who merely receive the
income jointly and who may be assessable in like manner and to the same extgm‘as the beneficiaries
individually. Thus, coexecutors or co-trustees are assessable as a BOI as their title and interest are
indivisible.
The difference between an AOP and BOI is that in case of a BOI, only individuals can be the
members, whereas in case of AOP, any person can be its member i.e. entities like company, firm etc.
can be the member of AOP but not of BOL

In case of an AOP, members voluntarily come together with a common will for a common intention
or purpose, whereas in case of BOI, such common will may or may not be present.

Question 11 [Income of PY Taxable in PY only]
State any four instances where the income of the previous year is assessable in the
previous year itself instead of the assessment year. [SM Q.]

Answer 11

The income of an assessee for a previous year is charged to income-tax in the assessment year
following the previous.year. However, in a few cases, the income is taxed in the previous year in
which it is earned. These exceptions have been made to protect the interests of revenue. The
exceptions are as follows:

(1)  Where a ship, belonging to or chartered by a non-resident, carries passengers, livestock, mail or
goods shipped at a port in India, the ship is allowed to leave the port only when the tax has
been paid or satisfactory arrangement has been made for payment thereof. 7.5% of the freight
paid or payable to the owner or the charterer or to any person on his behalf, whether in India or
outside India on account of such carriage is deemed to be his income which is charged to tax in
the same year in which it is earned.

(11)  Where it appears to the Assessing Officer that any individual may leave India during the
current assessment year or shortly after its expiry and he has no present intention of returning to
India, the total income of such individual for the period from the expiry of the respective
previous year up to the probable date of his departure from India is chargeable to tax in that
assessment year.

(111) If an AOP/BOI etc. is formed or established for a particular event or purpose and the Assessing
Officer apprehends that the AOP/BOI is likely to be dissolved in the same year or in the next
year, he can make assessment of the income up to the date of dissolution as income of the
relevant assessment year.

(iv)  During the current assessment year, if it appears to the Assessing Officer that a person is likely
to charge, sell, transfer, dispose of or otherwise part with any of his assets to avoid payment of
any liability under this Act, the total income of such person for the period from the expiry of
the previous year to the date, when the Assessing Officer commences proceedings under this
section is chargeable to tax in that assessment year.

(v)  Where any business or profession is discontinued in any assessment year, the income of the
period from the expiry of the previous year up to the date of such discontinuance may, at the
discretion of the Assessing Officer, be charged to tax in that assessment year.
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Quastion 12 [Tax Calculation with Special Income]

Mr. Aga.rwal. aged 40 years and a resident in India, has a total income of ¥ 6,50,00,000,
comprising long term capital gain taxable u/s 112 of ¥ 55,00,000, short term capital gain
taxable u/s 111A of 2 65,00,000 and other income of Z 5,30,00,000. Compute his tax liability
for P}.\_(.2026-27 under the default tax regime and optional tax regime as per the normal
provisions of the Act assuming that the total income and its components are the same in
both tax regimes. [SMQ]

Question 13 (2arne o4 odbove) [Tax Calculation with Special Income]

Mr. Sha_rma aged 62 years and a resident in India, has a total income of ¥ 2,30,00,000,
comprising long term capital gain taxable @12.5% uls 112 of T 52,00,000, short term capital
gain taxable @20% u/s 111A of ¥ 64,00,000 and other income of ¥ 1,14,00,000. Compute
his tax liability for A.Y.2026-27 under the default tax regime and optional tax regime as per

the no_rmal provisions of the Act assuming that the total income and its comgonents are the
same in both tax regimes. ™ew TAX (Depoudt Y = 5833628
old Tox = 61*\360

Question 14 [Bifurcation of Business & Agriculture Income]

Mr. B grows sugarcane and uses the same for the purpose of manufacturing sugar in his
factory. 30% of sugarcane produce is %old for ¥ 10 lacg) and the cost of cultivation of such
sugarcane is % 5 lacs. The cost of cultivation of the balance sugarcane (70%) is ¥ 14 lacs
and the market value of the same is % 22 lacs. After incurring ¥ 1.5 lacs in the manufacturing
process on the balance sugarcane, the sugar was sold for ¥ 25 lacs. Compute B's business
income and agricultural income. ; [SM Q]

Answer 14

Computation of Business Income and Agriculture Income of Mr. B

i
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Sale of Sugar

Business income

Sale Proceeds of sugar 25,00,000
Less: Market value of sugarcane (70%) 22,00,000
Less: Manufacturing exp. 1,50,000

PGBP 1,50,000
Agricultural income
Market value of sugarcane (70%) !» 22.,00,000
Less: Cost of cultivation 14,00,000

8,00,000

Sale of sugarcane
]Agricultura] Income
| Sale proceeds of sugarcane (30%) | 10,00,000
Less: Cost of cultivation 5.00,000 5,00.000
\; Agriculture Income 13,00.0%
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[Agriculture Income]
ns. whether the following income can be regarded as agricultural
" s of the Income-tax Act, 1961:
ral land for a movie shooting.
djacent to the agricultural lands owned by

[SM Q]

Question 15
Explain with brief reason
income, as per the provisions 0
(i) Rent received for letting out agricultu
(ii) Income from sale of seedlings in @ nursery a
an assessee.
Answer 15
(i) Rent received for letting out agricultural . .
As per section 2(1A), “agricultural income’” means, inter alia,

e any rent or revenue derived from Jand

e which is situated in India and is used for agricultural purposes.

In the present case, rent is being derived from letting out of agricultural land for a movie shoot,
which is not an agricultural purpose and hence, it does not constitute agricultural income.

land for a movie shooting:

(ii) Income from sale of seedlings in a nursery:
As per Explanation 3 to section 2(1A), income derived from sapl_ings or ;eedlings grown in a
nursery is deemed to be agricultural income, whether or not the basic operations were carried out
on land.
Therefore, the amount received from sale of seedlings in a nursery adjacent to the agricuitural
lands owned by the assessee constitutes agricultural income.

Question 16 [Bifurcation of Business & Agriculture Income]

Mr. Raja, a resident Indian, earns income of ¥ 10 lakhs from sale of coffee grown and cured

in India during the A.Y.2026-27. His friend, Mr. Shyam, a resident indian, earns income of ¥

20 lakhs from sale of coffee grown, cured, roasted and grounded by him in India during the

A.Y.2026-27. What would be the business income chargeable to tax in India of Mr. Raja and

Mr. Shyam? [SM Q]
Answer 16

In case of income derived from the sale of coffee grown and cured by the seller in India, 25% income
on such sale is taxable as business income. In case of income derived from the sale of coffee grown,
cured, roasted and grounded by the seller in India, 40% income on such sale is taxable as business
income.

Business income of Mr. Raja = 25% of ¥ 10 lakhs =% 2.5 lakhs

Business income of Mr. Shyam = 40% of ¥ 20 lakhs = ¥ 8 lakhs

Question 17 [Bifurcation of Business & Agriculture Income]

Miss Vivitha, a resident and ordinarily resident in India, has derived the following income
from various operations (relating to plantations and estates owned by her) during the year
ended 31-3-2026:

(i) |Income from sale of centrifuged latex processed from rubber plants 3,00,000|
grown in Darjeeling. i
(ii) |Income from sale of coffee grown and cured in Yercaud, Tamil Nadu. 1,00,000|
(iii) |Income from sale of coffee grown, cured, roasted and grounded, in 2,50,000]
Colombo. Sale consideration was received at Chennai. i
(iv) [Income from sale of tea grown and manufactured in Shimla. 4.00.(‘)00i
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(v) |Income from sapling and seedling grown in a nursery at Cochin. 80,000
Basic operations were not carried out by her on land.

You are required to compute the business income and agricultural income of Miss Vivitha
for the A.Y. 2026-27. [SMQ]

Answer 17

Co

mputation of business income and agricultural income of Ms. Vivitha for
T e — .

prpry=

AN

the A.Y.2026-27

(i) |Sale of centrifuged latex from

3,,000 35% 1,05,000 1,95,000
rubber plants grown in India. T
(i) |Sale of coffee grown and cured in| 1,00,000 25% 25,000 75,000

India.

(iii) |Sale of coffee grown, cured, roasted | 2,50,000| 100% 2,50,000 :
and grounded outside India. (See
Note 1 below)

(iv) |Sale of tea grown and manufactured | 4,00,000 40% 1,60,000 2,40,000
in India

(v) |Saplings and seedlings grown in
nursery in India (See Note 2 below) 80,000 Nil 80,000

Total 5,40,000 5,90,000

Notes:

1. Where income is derived from sale of coffee grown, cured, roasted and grounded by the seller in
India, 40% of such income is taken as business income and the balance as agricultural income.
However, in this question, these operations are done in Colombo, Sri lanka. Hence, there is no
question of such apportionment and the whole income is taxable as business income. Receipt of
sale proceeds in India does not make this agricultural income. In the case of an assessee, being a
resident and ordinarily resident, the income arising outside India is also chargeable to tax.

2. Explanation 3 to section 2(1A) provides that the income derived from saplings or seedlings

grown in a nursery would be deemed to be agricultural income whether or not the basic
operations were carried out on land.

@zuesﬁow 18 [Tax calculation and Partial integration in case of Agriculture Income]

Mr. X, a resident, has provided the following particulars of his income for the P.Y.
2025-26.

(i) Income from salary (computed) - ¥10,80,000
(i) Income from house property (computed) - ¥ 2,50,000
(i)  Agricultural income from a land in Jaipur - ¥ 4,80,000
(iv) Expenses incurred for earning agricultural income -31,70,000

Compute his tax liability for A.Y. 2026-27 assuming his age is -
(a) 45 years
(b) 70 years
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Chapter 1: Basic Concepts .-

[Agriculture Income]

Question 19 : - : :
Discuss the taxability of the following transactions giving reasons, in the light of relevant

provisions, for your conclusion.

(i) Mr. Rajpal took a land on rent
the land to Mr. Manish for. am
of cattle required for agricultura

from Ms. Shilpa on monthly rent of ¥ 10,000. He sub- lets
onthly rent of ¥ 11,500. Manish uses the land for grazing
| activities. Mr. Rajpal wants to claim deduction of %

10,000 (being rent paid by him to Ms. Shilpa) from the rental income received by it from

Mr. Manish.
(i) Mr. Netram grows paddy o

n land. He then employs mechanical operations on grain to
make it fit for sale in the market, like removing hay and chaff from the grain, filtering the

| grain and finally packing the rice in gunny bags. Hg claims _that entire incqme earned by
! him from sale of rice is agricultural income not liable to income- tax since paddy as

. grown on land is not fit for sale in its original form.
- Answer 19
| (i) The rent or revenue derived from land situated in India and used for agricultural purposes would
' be agricultural income w/s 2(1A)(a). Therefore, rent received from sub-letting of the land used for
grazing of cattle required for agriculture activities is agricultural income. The rent can either be
received by the owner of the land or by the original tenant from the sub-tenant.
Accordingly, rent received by Mr. Rajpal from Mr. Manish for using land for grazing of cattle l
required for agricultural activities 1s agricultural income exempt ws 10(1). As per section 14A, no
deduction is allowable in respect of exempt income.

(ii) The income from the process ordinarily employed to render the produce fit to be taken to the
market would be agricultural income u/s 2(1A)(b)(i1). The process of making the rice ready from '
paddy for the market may involve manual operations or mechanical operations, both of which '
constitute processes ordinarily employed to make the product fit for the market. Accordingly, the
entire income earned by Mr. Netram from sale of rice is agricultural income. |
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_Jotal = 19 Questops
"7 'Chapter'2: Residence and'Scéope of Tota

Question 1 ?9 122 THastaten AL [Residential Status of Crew Member]

Mr. Anand is an Indian citizen and a member of the crew of a Singapore bound Indian ship
engaged in carriage of passengers in international traffic departing from Chennai port on 6th
June, 2025. From the following details for the P.Y. 2025-26, determine the residential status
of Mr. Anand for A.Y. 2026-27, assuming that his stay in India in the last 4 previous years
(Drecedlng P.Y. 2025- 26) is 400 days: [SM Q]

Date entered into the Continuous Discharge Certificate in respect of | 6th June, 2025
joining the ship by Mr. Anand

Date entered into the Continuous Discharge Certificate in respect of | 9th December, 2025
signing off the ship by Mr. Anand
Answer 1

In this case, since Mr. Anand is an Indian citizen and leaving India during P.Y. 2025-26 as a member

of the crew of the Indian ship, he would be resident in India if he stayed in India for 182 days or
more.

The voyage is undertaken by an Indian ship engaged in the carriage of passengers in international
traffic, originating from a port in India (i.e., the Chennai port) and having its destination at a port
outside India (i.e., the Singapore port). Hence, the voyage is an eligible voyage for the purposes of
section 6(1).

Therefore, the period beginning from 6th June, 2025 and ending on 9th December, 2025, being the
dates entered into the Continuous Discharge Certificate in respect of joining the ship and signing off
from the ship by Mr. Anand, an Indian citizen who is a member of the crew of the ship, has to be
excluded for computing the period of his stay in India. Accordingly, 187 days [25 + 31 + 31 + 30 +
31 + 30 + 9] have to be excluded from the period of his stay in India. Consequently, Mr. Anand’s
period of stay in India during the P.Y. 2025-26 would be 178 days [i.e., 365 days — 187 days]. Since

his period of stay in India during the P.Y. 2025-26 is less than 182 days, he is a non-resident for A.Y.
2026-27.

Question 2 [Residential Status of Crew Member]

You are required to determine the residential status of Mr. Dinesh, a citizen of India, for the
previous year 2025-26.

Mr. Dinesh is a member of crew of a Singapore bound Indian ship, carrying passengers in
the international waters, which left Kochi port in Kerala, on 16th August, 2025.

Followmg detalls are made avai Idble to you for the previous year 2025-26:

Date entered into the Contmuous Dlscharge Certuﬁcate In respect of | 16th August, 2025
joining the ship by Mr. Dinesh

Date entered into the Continuous Discharge Certificate in respect of | 21st January, 2026
signing off the ship by Mr. Dinesh
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In June, 2025, he had gone out of India to Dubai on a private tour for a continuous period of
27 days. .
Dur?ng the last four years preceding the PY 2025-26, he was present in India for 425 days.
During the last seven PY's preceding the PY 2025-26, he was present in India for 830 days.

[RTP NOV-20 Q.]

Answer 2
Determination of residential status of Mr. Dinesh for the P.Y. 2025-26
As per Ex_planation 1 to section 6(1), where an Indian citizen leaves India as a member of crew of an
Indian ship, he will be resident in India only if he stayed in India for 182 days during the relevant
previous year.
As per Explanation 2 to section 6(1)1, in case of an individual, being a citizen of India and a member
of the crew of a foreign bound ship leaving India, the period or periods of stay in India shall, in
respect of an eligible voyage, not include the period commencing from the date entered into the
Continuous Discharge Certificate in respect of joining of ship by the said individual for the eligible
voyage and ending on the date entered into the Continuous Discharge Certificate in respect of signing
off by that individual from the ship in respect of such voyage.

Eligible voyage includes a voyage undertaken by an Indian ship engaged in the carriage of passengers
in international traffic, originating from any port in India and having its destination at a port outside
India.

In this case, voyage is undertaken by a foreign bound Indian ship engaged in the carriage of
passengers in international traffic, originating from a port in India (i.e., the Kochi port) and having its
destination at a port outside India (i.c., the Singapore port). Hence, the voyage is an eligible voyage.

Therefore, the period from 16th August, 2025 and ending on 21st January, 2026 has to be excluded
for computing the period of stay of Mr. Dinesh in India. Accordingly, the period of 159 days ‘
[16+30+31+30+31+21] has to be excluded for computing the period of his stay in India during the |

P.Y.2025-26.
Further, since Mr. Dinesh had also gone out of India to Dubai on a private tour for a continuous |
period of 27 days in June, 2025, such period has also to be excluded for computing his period of stay

in India during the P.Y.2025-26.
Consequently, the period of stay in India during the P.Y. 2025-26 would be 179 days [i.e., 365 days — |
159 days — 27 days], which is less than 182 days.

Thus, Mr. Dinesh would be a non-resident for A.Y. 2026-27.

Since the residential status of Mr. Dinesh is “non-resident” for A.Y. 2026-27 consequent to his !
number of days of stay in India in P.Y. 2025-26, being less than 182 days, his period of stay in India

in the earlier previous years become irrelevant.

Question 3 P‘j g lus HatioN 2 [Residential Status of Individual]
Brett Lee, an Australian cricket player visits India for 100 days in every financial year. This
has been his practice for the past 10 financial years.

(a) Find out his residential status for the assessment year 2026-27.
(i) What will be your answer if he stays 90 days instead of 100 days.
(i) What will be your answer if he stays 110 days instead of 100 days.
(b) Would your answer change if the above facts relate to Srinath, an Indian citizen who

resides in Australia and represents the Australian cricket team?
(c) What would be your answer if Srinath had visited India for 120 days instead of 100 days
every year, including P.Y.2025-267

[SM Q]
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Questlon 4 Pa I8 1013 [Residential Status of Individual]

Mr. B, a Canadian citizen, comes to India for the first time during the P.Y. 2021-22. During
the financial years 2021-22, 2022-23, 2023-24, 2024-25 and 2025-26, he was in India for 55
days, 60 days, 90 days, 150 days and 70 days, respectively. Determine his residential
status for the A.Y. 2026-27. [SM Q]

Question 5 Prac-@-L. [Residential Status of Individual]

Mr. Ram, an Indian citizen, left India on 22.09.2025 for the first time to work as an officer of

a company in Germany. Determine the residential status of Ram for the assessment year
2026-27. [SMQ]

Answer 5
U’s 6(1), an individual is said to be resident in India in any previous year if he satisfies any one of the
following conditions —
(1) He has been in India during the previous year for a total period of 182 days or more, or
(i) He has been in India during the 4 years immediately preceding the previous year for a total period

of 365 days or more and has been in India for at least 60 days in the previous year.

In the case of Indian citizens leaving India for employment, the period of stay during the previous
year must be 182 days instead of 60 days given in (ii) above.
During the previous year 2025-26, Mr. Ram, an Indian citizen, was in India for 175 days only (i.e.,
30+31430+31+31+22 days). Thereafter, he left India for employment purposes.

Since he does not satisfy the minimum criteria of 182 days stay in India during the relevant previous
year, he is a non-resident for the A.Y. 2026-27.

Question 6 Prac@ 2. [Residential Status of Individual]

Mr. Dey, a non-resident, residing in US since 1990, came back to India on 1.4.2024 for
permanent settlement. What will be his residential status for assessment year 2026-277
[SMQ]

Answer 6

Mr. Dey is a resident in A.Y. 2026-27 since he has stayed in India for a period of 365 days (more

than 182 days) during the P.Y. 2025-26.

As per section 6(6), a person will be “Not ordinarily Resident” in India in any previous year, if such

person, inter alia,:

(a) has been a non-resident in 9 out of 10 previous years preceding the relevant previous year; or

(b) has during the 7 previous years immediately preceding the relevant previous year been in India

for 729 days or less.

If he does not satisfy either of these conditions, he would be a resident and ordinarily resident.

For the previous year 2025-26 (A.Y. 2026-27), his status would be “Resident but not ordinarily

resident” since he was non-resident in 9 out of 10 previous years immediately preceding the P.Y.

2025-26. He can be resident but not ordinarily resident also due to the fact that he has stayed in India

only for 365 days (i.e., less than 730 days) in 7 previous years immediately preceding the P.Y. 2025-

26.

Qluestion 7 £g |31 [Residential Status of Individual & Total Income]

Mr. Dhruv, a person of Indian origin and citizen of Country X, got married to Ms. Deepa, an
Indian citizen residing in Country X, on 4th February, 2025 and came to India for the first
time on 2Q-02-2025. He left for Country X on 12th August, 2025. He returned to India again
on 20-01-2026 with his wife to spend some time with his parents-in law for 30 days and
thereafter returned to Country X on 18.02.2026.

He received Lhe following gifts from his relatives and friends of her wife during 01-04-2025 to
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31-03-2026 in India:

- From parents of wife

% 1,01,000
- From married sister of wife T 11,000
- From very close friends of his wife ¥2,82,000

(a) Dgtermine his residential status and compute the total income chargeable to tax along
with the amount of tax payable on such income for the Assessment Year 2026-27.

(b) Will your answer change if he has received ¥ 16,00,000 instead of ¥ 2,82,000 from verg
close friends of his wife during the previous year 2025-26 and he stayed in India for 40

days during the 4 years preceding the previous year 2025-267 [MTP Q]
Answer 7

(a) Determination of residen

tial status and computation of total income and tax payable of
Mr. Dhruv

Us 6(1), an individual, being a person of Indian origin and who comes on a visit to India during the
previous year and his total income other than the income from foreign source exceeds < 15,00_,0009 b
said to be resident in India, if he stayed in India for a total period of 120 days or more during that

previous year and for 365 days or more during the 4 years immediately preceding the relevant
previous year.

However, in case, the total income other than the income from foreign source does not exceed T

15,00,000, the said individual is said to be resident in India, only if he stayed in India for a total
period of 182 days or more during that previous year.

Since in the present case, total income other than from foreign source, of Mr. Dhruv, a person of
Indian origin does not exceed % 15,00,000, he would be said to be resident in India, only if he stayed
in India for 182 days or more during the previous year 2025-26 relevant to A.Y. 2026-27.

His stay in India during the previous year 2025-26 is as under:

01.04.2025 to 12.08.2025 - 134 days
20.01.2026 to 18.02.2026 - 30 days
Total 164 days

Since Mr. Dhruv has stayed in India during the previous year for less than 182 days, he is said to be

non-resident. Accordingly, his total income and tax payable would be computed in the following
manner:

Computation of total income and tax payabl

Particulars; . * 500 R
Income from other sources
Cash gifts received from non-relatives is chargeable to tax as per section 56(2)(x) if the
aggregate value of such gifts exceeds T 50,000.
- ¥ 1,01,000 received from parents of wife would be exempt, since parents of wife Nil
fall within the definition of ‘relatives’ and gifts from a relative are not chargeable
to tax.
- ¥ 11,000 received from married sister-in-law is exempt, since sister of wife falls Nil
within the definition of relative and gifts from a relative are not chargeable to tax.
- Gift received from close friends of his wife of ¥ 2,82,000 is taxable u/s 56(2)(x)
since the said sum exceeds% 50,000. 2,82.000
Total Income 2,82.000
Tax on total income of ¥ 2,82,000 as per default tax regime u/s 115BAC is Nil due to
basic exemption of T 4,00,000 Nil
Tax on total income of ¥ 2,82,000 as per normal provisions [5% of T 32,000 in excess m
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exemption limit

Add: Health and Education cess@4% 64
Total tax payable 1,664
Total tax payable (rounded off) 1,660

(b) Dete‘rmination of residential status and computation of total income and tax payable of Mr.
Dhruv (if he has received cash gifts from non-relative for% 16,00,000):

Where an individual, being a person of Indian origin comes on visit to India and he is having total
income other than income from foreign sources exceeding ¥ 15 lakhs during the previous year, such
individual is said to be resident in India, if he stays in India during the previous year for 120 days or
more and for 365 days or more during the 4 years immediately preceding the relevant previous year.
As per section 6(6),such individual whose stay in India is for 120 days or more but less than 182 days
in the P.Y. 2025-26 would be resident but not ordinarily resident irrespective of his residential status
or no. of days of stay in India in the immediately preceding PYs.

Mr. Dhruv, is a person of India origin who has come on a visit to India during the previous year.
Since his total income other than income from foreign sources exceeds¥ 15,00,000; and his stay in
India is for 164 days during the P.Y. 2025-26 and for 400 days during the 4 years immediately
preceding the P.Y. 2025-26, he is resident but not ordinarily resident in India for the P.Y. 2025-26.

In such case, his total income and tax payable would be computed in the following manner:
omputation of total income and tax payable of Mr. Dhruv for the A.Y. 2026-27

BRIV

Income from other sources

Cash gifts received from non-relatives is chargeable to tax as per section 56(2)(x) if
the aggregate value of such gifts exceeds¥ 50,000.

- %1,01,000 received from parents of wife would be exempt, since parents of wife Nil
fall within the definition of ‘relatives’ and gifts from a relative are not
chargeable to tax.

- 711,000 received from married sister-in-law is exempt, since sister of wife falls Nil
within the definition of relative and gifts from a relative are not chargeable to
tax.

- Gift received from close friends of his wife of ¥ 16,00,000 is taxable u/s 56(2)(x) 16,00,000
since the amount of cash gifts exceeds T 50,000.

Total Income 16,00,000
Tax on total income of ¥ 16,00,000 as per default tax regime w/s 115BAC
UptoZ 4,00,000 Nil

7 4,00,001 — ¥ 8,00,000 @5% 20,000

7 8,00,001 — ¥ 12,00,000 @ 10% 40,000

7 12,00,001 —¥ 16,00,000 @ 15% 60,000 1,20,000
Add: Health and Education cess@4% 4,800
Total tax payable 1,24,800
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Note — Since his tax payable as per normal provisions is ¥ 3,04,200 [T 2,92,500 (Z 1,12,500 plus 30%
on ¥ 6,00,000 income exceeding T 10,00,000) plus T 11,700, being health and education cess @4 %]’
which is higher than the tax payable computed as per concessional tax rates available u/s 115BAC, it
is beneficial for him to opt for section 115BAC.

Question 8 PS \2Y [Residential Status of Individual & Total Income]

Miss Charlie, an American national, got married to Mr. Radhey of India in USA on 2.03.2025
and came to India for the first time on 16.03.2025. She left for USA on 19.9.2025. She
returned to India again on 27.03.2026. While in India, she had purchased a show room in
Mumbai on 30.04.2025, which was leased out to a company on a rent of ¥ 25,000 p.m. from
1.05.2025. She had taken loan from a bank for purchase of this show room on which bank
had charged interest of ¥ 97,500 upto 31.03.2026. She had received the following cash gifts
from her relatives and friends during 1.4.2025 to 31.3.2026:

- From parents of husband ¥ 51,000
- From married sister of husband < 11,000
- From two very close friends of her husband (z 1,51,000 and % 21,000) 31,72,000

(a) Determine her residential status and compute the total income chargeable to tax along
with the amount of tax liability on such income for the Assessment Year 2026-27 if she
opts out of the default tax regime u/s 115BAC.

(a) Would her residential status undergo any change, assuming that she is a person of
Indian origin and her total income from Indian sources is ¥18,00,000 and she is not liable
to tax in USA? [SM Q.]

Answer 8

I Uls 6(1), an individual is said to be resident in India in any previous year, if he/she satisfies any
one of the following conditions:

(1) He/she has been in India during the previous year for a total period of 182 days or more, or

(ii) He/she has been in India during the 4 years immediately preceding the previous year for a
total period of 365 days or more and has been in India for at least 60 days in the previous
year.

If an individual satisfies any one of the conditions mentioned above, he/she is a resident. If both
the above conditions are not satisfied, the individual is a non-resident.

Therefore, the residential status of Miss Charlie, an American National, for A.Y.2026-27 has to
be determined on the basis of her stay in India during the previous year relevant to A.Y. 2026-27
i.e., P.Y.2025-26 and in the preceding four assessment years.

Her stay in India during the previous year 2025-26 and in the preceding four years are as under:

P.Y. 2025-26

01.04.2025 to 19.09.2025 - 172 days
27.03.2026 to 31.03.2026 - 5 days
Total 177 days
Four preceding previous years

P.Y. 2024-25[1.4.2024 to 31.3.2025] - 16 days
P.Y.2023-24 [1.4.2023 to 31.3.2024] - Nil
P.Y.2022-23 [1.4.2022 to 31.3.2023] - Nil
P.Y.2021-22 [1.4.2021 to 31.3.2022] - Nil
Total 16 days

The total stay of the assessee during the previous year in India was less than 182 days and during
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the four years preceding this year was for 16 days. Therefore, due to non-fulfillment of any of
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two conditions for a resident, she would be treated as non-resident for the Assessment Year 2026-

27

Computation of total income of
Income from house property
Show room located in Mumbai remained on rent from 01.05.2025 to
31.03.2026 @ ¥ 25,000/ p.m.

Gross Annual Value [T 25,000 x 11] (See Note 1 below)

Less: Municipal taxes

Net Annual Value (NAV)

Less: Deduction u/s 24

30% of NAV 82,500

Interest on loan 97,500

ety il Ve

2,75,000

Nil

2,75,000

1,80,000

Income from other sources

Cash gifts received from non-relatives is chargeable to tax as per

section 56(2)(x), if the aggregate value of such gifts exceeds ¥
50,000.

- ¥50,000 received from parents of husband would be exempt,
since parents of husband fall within the definition of ‘relative’
and gifts from a relative are not chargeable to tax.

- 11,000 received from married sister of husband is exempt, since

sister-in-law falls within the definition of relative and gifts from a
relative are not chargeable to tax.

- - Gift received from two friends of husband ¥ 1,51,000 and ¥
21,000 aggregating to ¥ 1,72,000 is taxable w/s 56(2)(x) since the
aggregate of ¥ 1,72,000 exceeds T 50,000. (See Note 2 below)

Nil

Nil

1,72,000

95,000

1,72,000

Total income

2,67,000

Computation of tax liability by Miss Charlie for the A.Y. 2026-27

Tax on total income of T 2,67,000

850

Add: Health and Education cess@4% 34
Total tax liability 884
Total tax liability (rounded off)

880
Notes:
i

Actual rent received has been taken as the gross annual value in the absence of other
information (i.e. Municipal value, fair rental value and standard rent) in the question.

If the aggregate value of taxable gifts received from non-relatives exceed Z 50,000 during the

year, the entire amount received (i.c. the aggregate value of taxable gifts received) is taxable.

Therefore, the entire amount of ¥ 1,72,000 is taxable u/s 56(2)(x).

4,

Since Miss Charlie is a non-resident for the A.Y. 2026-27, rebate w/s 87A would not be
available to her, even though her total income does not exceed T 5 lacs.

The tax liability of Miss Charlie would be the same even if she opts to pay tax as per section
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Act, 1961.

IL.Residential status of Miss Charlie in case she is a person of Indian origin and her total
income from Indian sources exceeds Z 18,00,000

If she is a person of Indian origin and her total income from Indian sources exceeds ¥ ]5,00,900
(% 18,00,000, in her case), the condition of stay in India for a period exceeding 120 days during
the previous year and 365 days during the four immediately preceding previous years WOL_lld b
applicable for being treated as a resident. Since her stay in India exceeds 120 days in the
P.Y.2025-26 but the period of her stay in India during the four immediately preceding previous

years is less than 365 days (only 16 days), her residential status as per section 6(1) would
continue to be same i.e., non-resident in India.

Further, since she is not a citizen of India, the provisions of section 6(1A) deeming an indiv1dgal
to be a citizen of India would not get attracted in her case, even though she is a person of Indian

origin and her total income from Indian sources exceeds % 15,00,000 and she is not liable to pay
tax in USA.

Therefore, her residential status would be non-resident in India for the previous year 2025-26.

Question g ?3 13

[Residential Status of Individual & Total Income]

Determine the residential status and total income of Mr. Raghu for the assessment year
2026-27 from the information given below. Assuming that he has exercised the option of
shifting out of the default tax regime provided u/s 115BAC(1A)

Mr. Raghu (age 62 years), an American citizen, is employed with a multinational company in
Gurugram. Mr. Raghu holds a senior level position as researcher in the company, since
2008. To share his knowledge and finding in research, company gave him an opportunity to

travel to other group companies outside India while continuing to be based at the Gurugram
office.

.....

The details of his travel outside India for the financial year 2025-26 are as under:

USA 25 August, 2025 to 10 November, 2025
UK 20 November, 2025 to 23 December, 2025
Germany 10 January, 2026 to 24 March, 2026

During the last four years preceding the previous year 2025-26, he was present in India for
380 days. During the last seven previous years preceding the previous year 2025-26, he

was present in India for 700 days. During the P.Y. 2025-26, he earned the foll

owing
incomes:

(1) Salary ¥ 15,00,000. The ertire salary is paid by the Indian company in his Indian bank
account.

(2) Dividend amounting to ¥ 48,000 received from Treat Ltd., a Sin
which was transferred to his bank account in Singapore.

(3) Interest on fixed deposit with Punjab National Bank (Delhi) amounting to ¥ 10,500 was
credited to his saving account. MTP Q]

gapore based company,

Answer 9
Determination of residential status

Mr. Raghu would be a resident in India in P.Y. 2025-26,

if he satisfies any one of the following
conditions:
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(i) He has been in India during the previous year for a total period of 182 days or more, or
(ii) He has been in India during the 4 years immediately preceding the previqus year for a total period
of 365 days or more and has been in India for at least 60 days in the previous year.

If he satisfies any one of the mentioned above, he is a resident. If both the above conditions are not
satisfied, he would be a non-resident.

During the P.Y. 2025-26 Mr. Raghu stayed in India for 179 days i.e., 365 days — 186 days [78 days +
34 days + 74 days] and 380 days i.e., more than 365 days during the 4 preceding previous years. He

satisfies the second basic condition for being a resident. Hence, he is a resident in India for
A.Y.2026-27.

A person would be “Not ordinarily Resident” in India in any previous year, if such person, inter alia:
() has been a non-resident in 9 out of 10 previous years preceding the relevant previous year; or

(b) has during the 7 previous years immediately preceding the relevant previous year been in India
for 729 days or less. , ~

For the previous year 2025-26, Mr. Raghu would be “Resident but not ordinarily resident” since he
stayed for less than 729 days during the 7 previous years immediately preceding P.Y. 2025-26.
tion of total income of Mr. Raghu for A.Y.2026-27
£V _:nh ;_jé e ] )

India
Less: Standard deduction w/s 16(ia) 50,000 14,50,000
(2) |Dividend of ¥ 48,000 received from Singapore based company transferred to Nil

his bank account in Singapore is not taxable in the hands of the resident but

not ordinarily resident since the income has neither accrued or arisen in India
nor has it been received in India.

(3) |Interest on fixed deposit with PNB credited to his savings bank account is 10,500
taxable in the hands of Mr. Raghu as Income from other sources, since it has
accrued and arisen in India and is also received in India.

Gross Total Income 14,60,500
Less: Deduction w/s 80TTB 10,500
Total Income 14,50,000
Question 10 [Residential Status of Individual & Total Income]

Miss Bhanushali, an American National, got married to Mr. Vikas of India in New York on

3rd February, 2025 and came to India for the first time on 14-02-2025. She left for New York
on 11-08-2025. She returned to India again on 20-02-2026.

She received the following gifts from her relatives and friends during 01-04-2025 to 31-03-
2026 in India:

- From parents of husband ¥ 71,000
From married sister of husband % 21,000
From two very close friends of her husband ¥ 1,41,000 and ¥ 1,21,000 % 2,62,000

(i) Determine her residential status and compute the total income chargeable to tax for the

Assessment Year 2026-27. Assuming that she has exercised the option of shifting out of
the default tax regime provided u/s 115BAC(1A)

(ii) Will the residential status change if she had returned to India again on 20-01-2026




Answer 10

18

&

U/s 6(1), an individual is said to be resident in India in any previous year, if he/she
satisfies any one of the following conditions:

(1) He/she has been in India during the previous year for a total period of 182 days
or more, or

e

(i) He/she has been in India during the 4 years immediately preceding the previous
year for a total period of 365 days or more and has been in India for at least 60
days in the previous year.

If an individual satisfies any one of the conditions mentioned above, he/she is a

resident. If both the above conditions are not satisfied, the individual is a non-
resident.

Therefore, the residential status of Miss Bhanushali, an American National, for
A.Y.2026-27 has to be determined on the basis of her stay in India during the

previous year relevant to A.Y. 2026-27 i.e. P.Y.2025-26 and in the preceding four
assessment years.

Her stay in India during the previous year 2025-26 and in the preceding four years
are as under:

P.Y. 2025-26

01.04.2025 to 11.08.2025 - 133 days
20.02.2026 to 31.03.2026 - 41 days

Total 174 days
Four preceding previous years

P.Y.2024-25 [14.2.2024 to 31.3.2025] - 47 days
P.Y.2023-24 - Nil
P.Y.2022-23 . - Nil
P.Y.2021-22 - Nil
Total 47 days

The total stay of Miss Bhanushali during the previous year in India was less than 182

days and during the four years preceding this year was for 47 days.

Therefore, due to non-fulfilment of any of the two conditions for a resident, she

would be treated as non-resident for the Assessment Year 2026-27.

Computation of total income of Miss Bhanushali for the A.Y. 2026-27

Income from other sources

Gifts received from non-relatives is chargeable to tax as per section 56(2) (x) if the

aggregate value of such gifts exceeds ¥ 50,000.

- X 71,000 received from parents of husband would be exempt, since parents of
husband fall within the definition of ‘relatives’ and gifts from a relative are not
chargeable to tax.

- ¥ 21,000 received from married sister-in-law is exempt, since sister of husband

falls within the definition of relative and gifts from a relative are not chargeable
to tax.

SR

(1) Determination of residential status and computation of total income of Miss Bhanushali (if
she returned to India on 20.2,2026)

B %
L

Nil

Nil
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Answer 11
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141,000 and % 1,21,00

S

- Gift received from two friends of her A“husband 4

aggregating to ¥ 2,62,000 is taxable ws 56(2)(x) since the aggregate of ¥ 262000
2,62,000 exceeds T 50,000.
Total Income 262000

(i) Determination of residential status of Miss Bhanushali (if she returned to India on
20.1.2026)

1%

&
E.

o
e

Yes, the answer would change, if she had returned to India again on 20.1.202

instead of 20.2.2026.
In such case, her stay in India during the previous year 2025-26 would be:

01.04.2025 to 11.08.2025 - 133 days
20.01.2026 to 31.03.2026 - 72 days
Total 205 days

Since she satisfies the condition of stay in India for more than 182 days during the
previous year 2025-26, she would become resident in India. She would be a resident
but not ordinarily resident in India for A.Y. 2026-27, since her stay in India in the
preceding seven years is less than 730 days (it is only 47 days)1

1 In the alternative, an individual can be treated as not ordinarily resident if she is non-resident in
any 9 out of 10 preceding assessment years. In this case, Miss Bhanushali is a non-resident in all
10 preceding assessment years. She was in India for only 47 days in A.Y.2026-27 and never
visited India earlier.

Ms. Rita, an Indian citizen and an MBA from Howard University, was employed in AFL e
of Country A since June, 2017. She came to India on 15.11.2025 and joined as CEO of
Autofit Ltd. Ms. Rita was in India before she left for overseas education in May, 2013 and
was subsequently employed outside India and never visited India thereafter. There is no
income-tax in Country A. She has earned interest income of ¥ 2,40,000 (net) in Country A
and salary income from AFL LLP of ¥ 15 lakhs up to the date of her return to India in the
financial year 2025-26.

Salary income (computed) of Ms. Rita from Autofit Ltd. up to 31.03.2026 is ¥ 13,50,000 and
she earned dividend of ¥ 3,00,000 from shares of an Indian company.

What would be the residential status of Ms. Rita and her total income for the A.Y. 2026-277

Determination of residential status of Ms. Rita for the A.Y. 2026 -27

As per section 6(1), in order to be a resident of India in the P.Y.2025 -26, Ms. Rita should satisfy
either of the following two conditions -

(1) Her stay in India should be for a period of 182 days or more in the P.Y.2025-26; or

(2) Her stay in India should be for a period of 60 days or more in the P.Y.2025-26 and for a period of
365 days or more in the four immediately preceding previous years.

Ms. Rita’s stay in India in the P.Y.2025-26 is 137 days (i.e., 16 days + 31 days +31 days + 28 days +
31 days). She left India in May, 2013 and never visited India thereafter. Her stay in India in the four
immediately preceding previous years would be Nil.

Therefore, she does not satisfy either condition (1) or condition (2) for being a resident.
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As per section 6(1A), an individual who is a citizen of India would be deemed to be a resident l?(f
India if his total income, other than income from foreign sources, exceed ¥ 15 lakh during t :
relevant previous year and he is not liable to tax in any other country by reason of his domicile 0
residence or any other criteria of similar nature.

Ms. Rita’s total income, other than income from foreign sources, would be ¥ 16,50,000 for A.Y.2026-
27 as shown below —

Salary income from Autofit Ltd. [Computed] [Accrues or arises in India] 13,50,000
Dividend from shares of an Indian company [Accrues or arises in India] » 3.00.000
16,50.000

Since Ms. Rita is a citizen of India who is not liable to pay income-tax in Country A and her total
income, other than income from foreign sources, exceed % 15 lakhs, she would be deemed resident in

India ws 6(1A) for A.Y.2026-27. A deemed resident is, by default, a resident but not ordinarily
resident.

In case of a resident but not ordinarily resident, income accrues or arises, deemed to accrue or arise
and received or deemed to be received in India, is taxable. In addition, Income which accrues or

arises outside India would also be taxable if it is derived from a business controlled in or a profession
set up in India.

Ms. Rita’s total income for A.Y. 2026-27

Salary income from AFL LLP [Not taxable since it accrues or arises outside -
India]

Salary income from Autofit Ltd. [Computed] 13,50,000!
Interest income in Country A [Not taxable since it accrues or arises outside India] -
Dividend from shares of an Indian company 3,00,000‘
Total Income 16,50.000 '
Question 12 Pq (28 1Y [Residential Status of HUF]

The business of a HUF is transacted from Australia and all the policy decisions are taken
there. Mr. E, the Karta of the HUF, who was born in Kolkata, visits India during the P.Y.
2025-26 after 15 years. He comes to India on 1.4.2025 and leaves for Australia on
1.12.2025. Determine the residential status of Mr. E and the HUF for A.Y. 2026-27. [SM Q.]

»Question 13 V.G [Total Income with 10(7) exemption]

20

Mr. David, an Indian citizen aged 40 years, a Government employee serving in the Ministry
of External Affairs, left India for the first time on 31.03.2025 due to his transfer to High
Commission of Canada. He did not visit India any time during the previous year 2025-26. He
has received the following income for the Financial Year 2025-26-
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Salary (Computed)

Foreign Allowance [not included in (i) above]

)
i) [Interest on fixed deposit from bank in India

(
(iv)  {Income from agriculture in Nepal

(V) Income from house property in Nepal 2,50,000




RS LU Chapter 2: Résidence'and Scope of Totalincome,

Compute his Gross Total Income for Assessment Year 2026-27.
Answer 13

As per section 6(1), Mr. David is a non-resident for the A.Y. 2026-27, since he was not present in

India at any time during the previous year 2025-26.

As per section 5(2), a non-resident is chargeable to tax in India only in respect of following incomes:

(1) Income received or deemed to be received in India; and

(i1) Income accruing or arising or deemed to accrue or arise in India.

In view of the above provisions, income from agriculture in Nepal and income from house property
in Nepal would not be chargeable to tax in the hands of David, assuming that the same were received
in Nepal. Income from ‘Salaries’ payable by the Government to a citizen of India for services
rendered outside India is deemed to accrue or arise in India as per section 9(1)(iii). Hence, such
income is taxable in the hands of Mr. David, even though he is a non-resident.

However, allowances or perquisites paid or allowed as such outside India by the Government to a
citizen of India for rendering service outside India is exempt u/s 10(7). Hence, foreign allowance of
4,00,000 is exempt w/s 10(7) in the hands of Mr. David.

Gross Total lncome of Mr Dav1d for A Y. 2026-27

Salaries (computed) 5,00,000
Income from other sources (Interest on fixed deposit in India) 1.00.000
Gross Total Income 6,00,000
Question 14 [Total Income with 10(7) exemption]

Mr. Shridhar (age 45 years), a citizen of India, serving in the Ministry of Finance in India,
was transferred to Indian Embassy in Australia on 15th March 2025. His income during the
financial year 2025-26 is given hereunder:

'Partlculars st O A e G RS T R &

Rent from a house sstuated at Australla recelved in Australia. Thereafter 5,25,000
remitted to Indian bank account.

Interest on Post office savings bank account in India 4,500
Salary from Government of India 9,25,000
Foreign Allowances from Government of India 8,00,000

Mr. Shridhar did not come to India during the financial year 2025-26. Compute his Gross

Total Income for the Assessment year 2026-27. Assume he opted out from section 115BAC.
_ [MTP Q.]

Answer 14

Mr. Shridhar is a non-resident for the A.Y.2026-27, since he was not present in India at any time

during the previous year 2025-26 [Section 6(1)].

As per section 5(2), a non-resident is chargeable to tax in India only in respect of following incomes:

(i) Income received or deemed to be received in India; and

(i) Income accruing or arising or income deemed to accrue or arise in India.
Computatlon of Gross Total Income of Mr Shrldhar for A Y 2026-27

kel ,
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Salaries 9’25,000
Salary from Government of India
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(Incme h the head “Salaries’ pa b the Goemmept toa cinzpn u?f

India for services rendered outside India is deemed to accrue or aris¢ in India W/s

9(1)(iii). Hence, such income is taxable in the hands of Mr. Shridhar, a citizen of India,

even though he is a non-resident and rendering services outside India) ——
: Nil

Foreign Allowance from Government of India

[Any allowances or perquisites paid or allowed as such outside India by the Government

to a citizen of India for rendering service outside India is exempt w/s 10(7)].

Gross Salary ‘ 9,25,000

Less: Standard Deduction u/s 16(ia) of ¥ 50,000, being lower of gross salary or % 50,000 50,000

8,75,000

Income from House Property Nil

Rent from a house situated at Australia, received in Australia

(Income from property situated outside India would not be taxable in India in the hands

of a non-resident, since it neither accrues or arises in India nor is it deemed to accrue or

arise in India nor is it received in India)

Income from Other Sources

Interest on Post office savings bank account — exempt upto3 3,500 1,000

Gross Total Income 8,76,000

Note — Interest on Post office saving bank account of ¥ 1,000 would be allowed as deduction ws
80TTA.

Question 15 T1].3 ?9 va [Scope of Total income in case of ROR, R but NOR & NR]

22

Compute the total income in the hands of an individual aged 35 years, being a resident and
ordinarily resident, resident but not ordinarily resident, and non- resident for the A.Y. 2026-
27, assuming that he has exercised the option of shifting out of the default tax regime

provided u/s 115BAC(1A) —- [SM Q.]
Interest on UK Developme 10,000
Income from a business in Chennai (50% is received in India) 20,000
Short term capital gains on sale of shares of an Indian company received 20,000
in London

Dividend from British company received in London 5.000
Long term capital gains on sale of plant at Germany, 50% of profits are 40 000
received in India ’
Income earned from business in Germany which is controlled from Delhi (% 70.000
40,000 is received in India) '
Profits from a business in Delhi but managed entirely from London 15.000
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Income from house property in London deposﬂed in a Bank at London
brought to India (Computed)

Interest on debentures in an Indian company received in London 12,000
Fees for technical services rendered in India but received in London 8,000
Profits from a business in Mumbai managed from London 26,000
Income from property situated in Nepal received there (Computed) 16,000
Past foreign untaxed income brought to India during the previous year 5,000
:ngpme from agricultural land in Nepal, received there and then brought to 18,000
ndia
Income from profession in Kenya which was set up in India, received there 5,000
but spent in India
Gift received on the occasion of his wedding 20,000
Interest on savings bank deposit in State Bank of India 12,000
Income from a business in Russia, controlled from Russia 20,000
Dividend from Reliance Petroleum Limited, an Indian Company 5,000
Agricultural income from a land in Rajasthan £t pt 15,000
Question 16 Prac Q3. [Scope of Total income in case of ROR & NR]

Mr. Ramesh & Mr. Suresh are brothers and they earned the following incomes during the
financial year 2025-26. Mr. Ramesh settled in Canada in the year 1996 and Mr. Suresh
settled in Delhi. Compute the total income for the AY. 2026-27, assuming that he has
exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A) —

[SM Q]
‘Sr.No: [\ 7 Particulars i Mr. Ramesh’| ‘Mr. Suresh
1) Interest on Canada Development Bonds (only 35,000 40,000
50% of interest received in India)
A Dividend from British company received in London 28,000 20,000
3. Profits from a business in Nagpur, but managed 1,00,000 1,40,000
directly from London
4. Short term capital gain on sale of shares of an 60,000 90,000
Indian company received in India
Income from a business in Chennai 80,000 70,000
6. Fees for technical services rendered in India, but 1,00,000 —
received in Canada
7. Interest on savings bank deposit in UCO Bank, 7,000 12,000
Delhi
8. Agricultural income from a land situated in Andhra 55,000 45,000
Pradesh
9. Rent received in respect of house property at 1,00,000 60,000
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10.  |Life insurance premium paid

Answer 16

ey %
T

a3

R S

Computation of total income of Mr. Ramesh & Mr. Suresh for

‘dl:‘:;;ig}"!ﬁ. A :'3; 2l

Dividend from British Company received in London (See
Note 3)

Profits from a business in Nagpur but managed directly from 1,00,000 1,40,000
London (See Note 2)

Short term capital gain on sale of shares of an Indian 60,000 90,000
company received in India (See Note 2)

Income from a business in Chennai (See Note 2) 80,000 70,000
Fees for technical services rendered in India, but received in 1,00,000 -
Canada (See Note 2)

Interest on savings bank deposit in UCO Bank, Delhi (See 7,000 12,000
Note 2)

Agricultural income from a land situated in Andhra Pradesh - =
(See Note 4)

Income from house property at Bhopal (See Note 5) 70.000 42.000

Gross Total income

Less: Deduction under Chapter VI-A
Section 80C - Life insurance premium
Section 80TTA (See Note 6)

Total Income

Notes:

1.

2.

Mr. Ramesh is a non-resident since he has been livin
settled in Delhi, and thus, assumed as a resident and or
In case of a resident and ordinaril

However, as per section 5(2),
chargeable to tax:

g in Canada since 1996, M. Suresh, is
dinarily resident.

y resident, his global income is taxable as

per section 5(1).
in case of a non-resident, only the follow

Ing incomes are
(1) Income received or deemed to be received in India; and

(i1) Income accruing or arising or deemed to accrue or arise in India.

Therefore, fees for technical services rendered in India
Ramesh, even though he is a non-resident.

The income referred to in S1. No. 3,4,5 and 7 are taxa
Mr. Suresh since they accrue or arise/ deemed to accru

would be taxable in the hands of Mr.

ble in the hands of both Mr.

e _ Ramesh and
€ or arise in India.
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Question 17 Prace'y. [Income deemed to accrued or arise in India]

Answer 17

Question 18 T().3) [Income deemed to accrued or arise in India]

Answer 18

.. CA Bhanwar Borana
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the hands of Mr. Suresh,
Wwhereas only 50%, which is received in India, is taxable in the hands of Mr. Ramesh.

Dividend received from British company in London by Mr Ramesh, a non- resident, is not
taxable since it accrued and is received outside India. However, such dividend received by Mr.
Suresh is taxable, since he is a resident and ordinarily resident.

Agricultural income from a land situated in India is exempt w/s 10(1) in the case of both non-
residents and residents.

Income from house property-

‘;w‘- b H_‘,.,.,‘-’\._ ey e 5 R R T ,ﬁ-';-‘?‘i(;—‘,'m:ai;- -u:r BT S S -i"g > % 2N ?ﬁ:‘?°
Rent received 1,00,000 60,000
Less: Deduction u/s 24(a) @30% 30,000 __18.,000
|Net income from house property 70,000 42,000

The net income from house property in India would be taxable in the hands of both Mr. Ramesh
and Mr. Suresh, since the accrual and receipt of the same are in India.

6. In case of an individual, interest upto ¥ 10,000 from savings account with, inter alia, a bank is
allowable as deduction u/s 80TTA.

Examine the correctness or otherwise of the statement - “Income deemed to accrue or arise

in India to a non-resident by way of interest, royalty and fees for technical services is to be
taxed irrespective of territorial nexus”. [SmM Q]

This statement 1s correct.

As per Explanation to section 9, income by way of interest, royalty or fees for technical services
which is deemed to accrue or arise in India by virtue of clauses (v), (vi) and (vii) of section 9(1), shall
be included in the total income of the non- resident, whether or not -

(1) non-resident has a residence or place of business or business connection in India; or
(11) the non-resident has rendered services in India.

In effect, the income by way of fees for technical services, interest or royalty from services utilised in
India would be deemed to accrue or arise in India in case of a non-resident and be included in his
total income, whether or not such services were rendered in India and irrespective of whether the non-
resident has a residence or place of business or business connection in India.

Miss Vivitha paid a sum of 5000 USD to Mr. Kulasekhara, a management consultant
practising in Colombo, specializing in project financing. The payment was made in Colombo.
Mr. Kulasekhara is a non-resident. The consultancy is related to a project in India with
possible Ceylonese collaboration. Is this payment chargeable to tax in India in the hands of
Mr. Kulasekhara, since the services were used in India? [SM Q.]

A non-resident is chargeable to tax in respect of income received outside India only if such income
accrues or arises or is deemed to accrue or arise to him in India.

The income deemed to accrue or arise in India u/s 9 comprises, inter alia, income by way of fees for
technical services, which includes any consideration for rendering of any managerial, technical or
consultancy services. Therefore, payment to a management consultant relating to project financing is

25




Question 19 Prac & S

The Explanation below section 9(2) clarifies that income by way of, inter alia, ﬁ?es for ti‘Chzloc:]
services, from services utilized in India would be deemed to accrue or arise in India in case 0 ‘:i.a e
resident and be included in his total income, whether or not such services were rendergd in 1;1 Jia
whether or not the non- resident has a residence or place of business or business connection 1n Indid.

. . . = . . . Mr.
In the instant case, since the services were utilized in India, the payment received by

’ : ! pn i . . med to
Kulasekhara, a non-resident, in Colombo is chargeable to tax in his hands in India, as it is dee
accrue or arise in India.

[Misc. Concepts]

Examine with reasons whether the following transactions attract income-tax in India in the

hands of recipients:

(i) Salary paid by Central Government to Mr. John, a citizen of India ¥ 7,00,000 for the
services rendered outside India.

(if) Interest on moneys borrowed from outside India ¥ 5,00,000 by a non-resident for the
purpose of business within India say, at Mumbai.

(iii) Post office savings bank interest of 7 1
aged 46 years.

(iv) Royalty paid by a resident to a non-
India.

(v) Legal charges of 2 5,00,000

9,000 received by a resident assessee, Mr. Ram,
resident in respect of a business carried on outside

paid in Delhi to a lawyer of United Kingdom who visited

India to represent a case at the Delhi High Court, [SM Q.]

(i) |Taxable

6,50,000 As per section 9(1)(iii), salaries payable by the Government

to a citizen of India for service rendered outside India shall
be deemed to accrue or arise in India. Therefore, salary paid
by Central Government to Mr. John for services rendered
outside India would be deemed to accrue or arise in India
since he is a citizen of India. He would be entitled to
standard deduction of ¥ 50,000 w/s 16(ia).

(i1) |Taxable 5,00,000 As per section 9(1)(v)(c), interest payable by a non-

resident on moneys borrowed and used for the purposes of
business carried on by such person in India shall be deemed
to accrue or arise in India in the hands of the recipient.

(1i1) |Partly Taxable 5,500 The interest on Post Office Savings Bank a/c, would be

exempt w/s 10(15)(i), only to the extent of 2 3,500 in case
of an individual a/c. Further, interest upto ¥ 10,000, would
be allowed as deduction u/s 80TTA from Gross Total
Income. Balance ¥ 5,500 i.e., ¥ 19,000 - ¥ 3,500 - 7 10,000
would be taxable in the hands of Mr. Ram, a resident.

Royalty paid by a resident to a non-resident in respect of a
business carried outside India would not be taxable in the
hands of the non-resident provided the same is not received
in India. This has been provided as an exception to deemed
accrual mentioned in section 9(1)(vi)(b).

(iv) |Not Taxable -

(v) |Taxable 5,00,000  |In case of a non-resident, any income which accrues or
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arises in India or which is deemed to accrue or arise in

India or which is received in India or is deemed to be
received in India is taxable in India.

Therefore, legal charges paid in India to a non- resident
lawyer of UK, who visited India to represent a case at the
Delhi High Court would be taxable in India.

sn Que. not Ncluded here
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Question 1 ?ca 20(3) [HRA Exemptions]
Mr. Raj Kumar has the following receipts from his employer:
(1) Basic pay T 40,000 p.m.
(2) Dearness allowance (D.A.) 7 6,000 p.m.
(3) Commission ¥50,000 p.a.
(4) Motor car for personal use (expenses met by the employer) 31,500 p.m.
(5) House rent allowance ¥ 15,000 p.m.

Find out the amount of HRA eligible for exemption to Mr Raj Kumar assuming that he paid
Tr a rent of ¥ 16,000 p.m. for his accommodation at Kanpur. DA forms part of salary for
=qpo 5 retirement beneTlts "Mr. Raj Kumar exercises the option of shifting out of the default tax
regime provided u/s 115BAC(1A). [SM Q.]

Question 2 [Allowances Taxability]

Mr. Srikant has two sons. He is in receipt of children education allowance of ¥ 150 p.m. for
his elder son and T 70 p.m. for his younger son. Both his sons are going to school. He also
receives the following allowances: !

Transport allowance :% 1,800 p.m. |
Tribai area allowance : ¥ 500 p.m.
Compute his taxatle allowances
Answer 2
Taxable allowance in the hands of Mr. Srikant is computed as under -
If Mr. Srikant exercises the option of shilting out of the default tax regime provided u/s

115BAC(1A)

Children Education Allowance:

Elder son [(Z 150 —% 100) p.m. x 12 months] =% 600
Younger son [(Z 70 — T 70) p.m. x 12 months] =Nil ¥ 600
Transport allowance (¥ 1,800 p.m. x 12 months) ¥ 21,600
Tribal area allowance [(¥ 500 — ¥ 200) p.m. x 12 months] ¥ 3.600
Taxable allowances 7 25.800
If Mr. Srikant pays tax under default tax regime u/s 115BAC

Children Education Allowance [(X 150 +3 70) p.m. x 12 months] ¥ 2.640
Transport allowance (% 1,800 p.m. x 12 months) % 21,600
Tribal area allowance (¥ 500 p.m. x 12 months) 2 6.000
Taxable allowances 7 30.240
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Out of the amount regéived from the unrecognised provident fund, the\__e_zﬂrp;llg_y‘er'i
3.50,000. The employee’s contribufion

e —t S St St e o e s —
was ¥ 2,70,000 and the interest thereon ¥ 60,000. What is the taxable portion of the amount
received from/the unrecognized provident fund in the hands of Mr. A for the assessment

year 2026277 Ly T€0
Will your answé’f)be any different if the fund mentioned above was a recognised provident
fund? [SM Q]

(

Answer 6 - & xeNpt o load

(1) Taxable portion of the amount received from the URPF in the hands of Mr. A for the A.Y. 2026-
27 is computed hereunder:

|

Mg

~ Particulars

Amount taxable under the head “Salaries”:

Employer’s share in the payment received from the URPF 2,20,000
Interest on the employer’s share 50,000
Total 2,70,000 |
Amount taxable under the head “Income from Other Sources”:
Interest on the employee’s share 60,000 i
Total amount taxable from the amount received from the fund 3,30,000 |

Note: Since the employee is not eligible for deduction u/s 80C for contribution to URPF at the
time of such contribution, the employee’s share received from the URPF is not taxable at the time
of withdrawal as this amount has already been taxed as his salary income.

(11) Since the fund is a recognised one, and the maturity is taking place after a service of 25 years,
the entire amount received on the maturity of the RPF will be fully exempt from tax.

Question 7 Ff_j 2%(3) [Taxability of Provident Fund]
Mr. B is working in XYZ Ltd. and has given the details of his income for the P.Y. 2025-26.
You are required to compute his gross salary from the details given below: [SM Q.]
Basic Salary ¥ 10,000 p.m.
D.A. (50% is for retirement benefits) 3 8,000 p.m.
Commission as a percentage of turnover S0O0VY 01%
Turnover during the year ¥ 50,00,000
Bonus 340,000
Gratuity ¢\ y¢'n9 eroployment (Torakb) e ¥ 25,000
His own contribution in the RPF T gnore ¥ 20,000
Employer's contribution to RPF 20% of his basic salary (5 -/, o ¥ op -
Interest accrued in the RPF @ 13% p.a. 01.< |, ciernpp % 13,000 ‘
Question 8 Pg 59(2) [Taxability of VRS]

Mr. Dutta received voluntary retirement compensation of ¥ 7,00,000 after 30 years 4 months
of service. He still has 6 years of service left. At the time of voluntary retirement, he was
drawing basic salary ¥ 20,000 p.m.; Dearness allowance (which forms part of pay) 3 5,000
p.m. Compute his taxable voluntalry__r,etirre{me_nt gompensation, assuming that he does not

claim any relief u/s 89. (1) 23€ = [SmM Q]
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Question 3 Pg 1203 [Pension Exemptions]

Mr. Sagar who retired on 1.10.2025 is receiving ¥ 5,000 p.m. as pension. On 1.2.2026, he
commuted 60% of his pension and received ¥ 3,00,000 as commuted pension. You are
required to compute his taxable pension assuming:

(@) He is a government employee.
(b) He is a private sector employee and received gratuity of ¥ 5,00,000 at the time of

! retirement.
(c) He is a private sector employee and did not receive any gratuity at the time of
retirement. [SM Q]
LGluestion 4 Pq & 3) [Gratuity Exemptions]

Mr. Ravi retired on 15.6.2025 after completion of 26 years 8 months of service and received
gratuity of ¥ 15,00,000. At the time of retirement, his salary was:

Basic Salary : ¥ 50,000 p.m.

Dearness Allowance . ¥ 10,000 p.m. (60% of which is for retirement benefits)

Commission . 1% of turnover (turnover in the last 12 months was
¥1,20,00,000)

Bonus 325,000 p.a.

Compute his taxable gratuity assuming:
(a) He is private sector employee and covered by the Payment of Gratuity Act, 1972.

(b) He is private sector employee and not covered by Payment of Gratuity Act, 1972.
(c) He is a Government employee. [SM Q]

siion 5 P9 15(3) [Leave Salary Exemptions]

Mr. Gupta retired on 1.12.2025 after 20 years of service and received leave salary of
< 5,00,000. Other details of his salary income are:

Basic Salary . 5,000 p.m. (¥ 1,000 was increased w.e.f. 1.4.2025)
; Dearness Allowance : T 3,000 p.m. (60% of which is for retirement benefits)

Commission : ¥500 p.m.

Bonus . ¥1,000 p.m. o YyiS x 30

Leave availed during service . 480 days : » OO

He was entitled to 30 days leave every year.

You are required to compute his taxable leave salary assuming:
(a) He is a government employee.
(b) He is a non government employee. [SM Q]

‘“’, stion 6 [Taxability of Provident Fund]
Mr. A retires from service on December 31, 2025, after 25 years of service. Following are
the particulars of his income/investments for the previous year 2025-26:

73 T

Basic pay @ ¥ 16,000 per month for 9 months 1.44 000

Dearness pay (50% forms part of the retirement benefits) ¥ 8,000 per month 72,000

for @ monthe

Lumpsum payment received from the Unrecognized Provident Fund( (JR T F ) 6,00,000

Deposits in the PPF account 40.000
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77 Chapter 3:Tncome'from Salary

Question o p axability of ER contribution to RPF > 7.5 Lakhs]
9FL(3 [T y

LDR Mr. X is appointed as a CFO of ABC Ltd. in Mumbai from 1.9.2023. His basic salary is Z
6,00,000 p.m. He is paid 8% as D.A. He contributes 10% of his pay and D.A. towards his
recognized provident fund and the company contributes the same amount. The
accumulated balance in recognized provident fund as on 1.4.2024, 31.3.2025 and

~31.3.2026 is 9,81,137, % 27,43,048 and ? 46,48,555, respectively. Compute the perqmsne
value chargeable to tax in the hands of Mr. X u/s 17(2)(vii) and 17(2)(viia) for the A.Y. 2025-
?6 arwd AY. 2026-27. Prior to 1.9.2023, he was a consultant, whose professional fees was

taxable under the head “Profits and gains of business or profession”.

Question - [Taxability of LTC Perks]

A. Mr. D went on a holiday on 25.12,2025 to Delhi with his wife and three children (one son
— age 5 years; twin daughters — age 3 years). They went by flight (economy class) and
the total cost of tickets reimbursed by his employer was ¥ 60,000 (Z 45,000 for adults
and Z 15,000 for the three minor children). Compute the amount of LTC exempt if Mr. D

zxercises the oplion of shifling out of the default tax regime provided u/s 115BAC(1A).
1 ing above point A, will there be any difference if among his three children the twins
vere § years old and the son 3 years old? Discuss. [SM Q.]

Answer 10

A. Since the son’s age is more than the twin daughters, Mr. D can avail exemption for all his three
children. The restriction of two children is not applicable to multiple births after one child. The |
holiday being in India and the journey being performed by air (economy class), the entire }
reimbursement met by the employer is fully exempt. |

B. Since the twins’ age is more than the son, Mr. D cannot avail for exemption for all his three
children. LTC exemption can be availed in respect of only two children. Taxable

LTC=15,OOOX%=? 5,000

LTC exempt would be only ¥ 55,000 (i.e. T 60,000 — T 5,000)

Lsruestion 11 [Taxability of Medical Perks]
Comouie the taxable value of the perquisite in respect of medical facilities received by Mr. G
irorn his employer during the P.Y. 2025-26: [SM Q)]
Medical premium paid for insuring health of Mr. G k Z 7.000
Treatment of Mr. G by his family doctor T  %5,000
Treatment of MZ G in a Government hospital [ ¢ 25,000

reatment of Mr. G's grandfather in a private clinic T3 12.000
Treatment of Mr. G's mother (68 years and dependant) by family doctor 778,000
Treatment of Mr. G’s sister (dependant) in a nursing home T 3,000
Treatment of Mr. G's brother (independent) T 26,000
Treatment of Mr. G’s father (75 years and dependent) abroad £ ¥50,000
Expenses of staying abroad of the patient and atien d ant ; ? 30,000]
LLimit specified by RB! 375,000,
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Treatment of Mr. G’s father (75 years and dependent) abroad

Expenses of staying abroad of the patient and attendant

Less: Exempt up to limit specified by RBI

50,000
30,000

80,000

75,000

5,000

Medical premium paid for insuring health of Mr. G
Treatment of Mr. G by his family doctor

Treatment of Mr. G’s mother (dependent) by family doctor
Treatment of Mr. G’s sister (dependent) in a nursing home
Treatment of Mr. G’s grandfather in a private clinic
Treatment of Mr. G’s brother (independent)

Taxable value of perquisite

5,000
8,000
3,000
12,000
6,000

39,000

Question 12

[Taxability of Medical Perks]
Ms. Rakhi is an employee in a private company. She receives the following medical benefits

from the company during the previous year 2025-26:

:[?'ifé. | SRR
1 Reimbursement of following medical expenses incurred by Ms.
Rakhi
(A) On treatment of her self-employed daughter in a private clinic 4,000
(B) On treatment of herself by family doctor 8,000
(C) On treatment of her mother-in-law dependent on her, in a 5.000
nursing home
2 Payment of premium on Mediclaim Policy taken on her health 7,500
Medical Allowance 2,000 p.m.
Medical expenses reimbursed on her son's treatment in a 5,000
government hospital
5 Expenses incurred by company on the treatment of her minor son 1,05,000
abroad including stay expenses
6 Expenses in relation to foreign travel of Rakhi and her son for 1,20,000
medical treatment
Note-Limit prescribed by RBI for expenditure on medical treatment
and stay abroad is USD 2,50,000 per financial year under
liberalized remittance scheme.
Examine the taxability of the above benefits and allowances in the hands of Rakhi. SM Q)
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Answer 12
Tax treatment of medical benefits, allowances and Mediclaim premium
in the hands of Ms. Rakhi for A.Y. 202

(A) The amount of ¥ 4,000 reimbursed by her employer for treatment of her self-employed
daughter in a private clinic is taxable perquisite.

(B) The amount of ¥ 8,000 reimbursed by the employer for treatment of Ms. Rakhi by
family doctor is taxable perquisite.

(C) The amount of ¥ 5,000 reimbursed by her employer for treatment of her dependant
mother-in-law in a nursing home is taxable perquisite.

The aggregate sum of ¥ 17,000, specified in (A), (B) and (C) above, reimbursed by the
employer is taxable perquisite

2. |Medical insurance premium of 7,500 paid by the employer for insuring health of Ms.
Rakhi is a tax free perquisite as per clause (iii) of the first proviso to section 17(2).

3. |Medical allowance of ¥ 2,000 per month i.e., ¥ 24,000 p.a. is a fully taxable allowance.

4. | As per clause (ii)(a) of the first proviso to section 17(2), reimbursement of medical expenses
of ¥ 5,000 on her son’s treatment in a hospital maintained by the Government is a tax free
perquisite.

5.&6.

As per clause (vi) of the first proviso to section 17(2), the following expenditure incurred by
the employer would be excluded from perquisite subject to certain conditions —

(1) Expenditure on medical treatment of the employee, or any member of the family of such
employee, outside India [T 1,05,000, in this case]

(i1) Expenditure on travel and stay abroad of the employee or any member of the family of
such employee for medical treatment and one attendant who accompanies the patient in
connection with such treatment [¥ 1,20,000, in this case].

The conditions subject to which the above expenditure would be exempt are as follows—

(1) The expenditure on medical treatment and stay abroad would be excluded from
perquisite to the extent permitted by Reserve Bank of India:

(i1) The expenditure on travel would be excluded from perquisite only in the case of an
employee whose gross total income, as computed before includin
does not exceed T2lakh. = 2 1ath

Since the expenditure on medical treatment and stay abroad does not exceed the limit

permitted by RBI, they would be fully exempt. However, the foreign travel expenditure of
Ms. Rakhi and her minor son borne by the employer would be excluded fro
if the gross total income of Ms. Rakhi, as computed before including the

does not exceed the amount as-may-be-preseribed: & £ |t |

Qluestion 13 Pg 49(3) [Taxability of House Perks]

Mr. C is a Finance Manager in ABC Ltd. The company has provided him with rent- free
unfurnished accommodation in Mumbai. He gives you the following particulars:

Basic salary 12,500 p.m.
Dearness Allowance

.
b

g the said expenditure,

m perquisite only
said expenditure,

2,000 p.m. (30% is for retirement benefits)
Bonus X 1,500 p.m.

Even though the company allotted the house to him on 1.4
from 1.11.2025. S rpopntha

(a) Calculate the taxable value of the perquisite for A.Y.2026-27.
(b) Compute the v

2025, he occupied the same only

.| CA Bhanwar Borana™ . .=
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the company, for the use of this accommodation. _

(c) Compute the value of the perquisite if ABC Ltd. has taken this accommodation Or’:ha
lease rent of ¥ 1,050 p.m. and Mr. C is required to pay a rent of ¥ 1,000 p.m. to the
company, for the use of this accommodation.

(d) Compute the value of the perquisite if ABC Ltd. has provided a television (WDV %
10,000; Cost ¥ 25,000) and two air conditioners. The rent paid by the company for the ;
air conditioners is ¥ 400 p.m. each. The television was provided on 1.1.2026. However, i
Mr. C is required to pay a rent of ¥ 1,000 p.m. to the company, for the use of this
furnished accommodation.

(e) Compute the value of the perquisite if Mr. C is a government employee. The Iicencg fees?
determined by the Government for this accommodation was ¥ 700 p.m. [SM Q.]

Question 14 [Taxability of Servant Perks]
Mr. X and Mr. Y are working for M/s. Gama Ltd. As per salary fixation norms, the following «.
perquisites were offered: £
() For Mr. X, who engaged a domestic servant for ¥ 500 per month, his employer
reimbursed the entire salary paid to the domestic servant i.e. T 500 per month. i
(i) For Mr. Y, he was provided with a domestic servant @ % 500 per month as part of
remuneration package.

You are required to comment on the taxability of the above in the hands of Mr. X and Mr. YJ
who are not specified employees. [SM Q.]

Answer 14 |

In the case of Mr. X, it becomes an obligation which the employee would have discharged even if the
employer did not reimburse the same. Hence, the perquisite will be covered w/s 17(2)(1v) and will be
taxable in the hands of Mr. X. This is taxable in the case of all employees.

In the case of Mr. Y, it cannot be considered as an obligation which the employee would meet. The

employee might choose not to have a domestic servant. This is taxable only in the case of specified
employees covered by section 17(2)(iii). Hence, there is no perquisite element in the hands of Mr. Y.

Question 15 LDR. Pq 4i(3) [Misc Provisions related to retirement benefits]

Mr. X retired from the services of M/s Y Ltd. on 31.01.2026, after completing service of 30
years and one month. He had joined the company on 1.1.1996 at the age of 30 years and
received the following on his retirement:

(i) Gratuity ¥ 6,00,000. He was covered under the Payment of Gratuity Act, 1972.275 £

(i) Leave encashment of ¥ 3,30,000 for 330 days leave balance in his account. He was
credited 30 days leave for each completed year of service.

(i) As per the scheme of the company, he was offered a car which was purchased on
30.01.2023 by the company for ¥ 5,00,000. Company has recovered % 2,00,000 from
him for the car. Company depreciates the vehicles at the rate of 15% on Straight Line

- Mﬂhod‘ T ‘ D . )t O ')) A% } L#'A -F"! ,.- D _‘, -'!-v B |1 ) y :‘ ! ) /. e T r

(iv) An amount of ¥ 3,00,000 as commutation of pension for 2/3 of his pensi(bn commutation.

(v) Company presented him a gift voucher worth ¥ 6,000 on his retirement.

(vi) His colleagues also gifted him a Television (LCD) worth ¥ 50,000 from their own
contribution.

Following are the other particulars:

(i) He has drawn a basic salary of ¥ 20,000 and 50% dearness allowance per month for the
period from 01.04.2025 to 31.01.2026.

(i) Received pension of ¥ 5,000 per month for the period 01.02.2026 to 31.03.2026 after
commutation of pension.
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Compute his gross total income from the above for Assessment Year 2026-27 assuming he
has not opted for the provisions of section 115BAC. [SM Q]

Question 16 [Misc Provisions related to Perks]

Shri Bala employed in ABC Co. Ltd. as Finance Manager gives you the list of perquisites

provided by the company to him for the entire financial year 2025-26:

(i) Domestic servant was provided at the residence of Bala. Salary of domestic servant is <
1,500 per month. The servant was engaged by him and the salary is reimbursed by the
company (employer).

In case the company has employed the domestic servant, what is the value of
perquisite?

(ii) Free education was provided to his two children Arthy and Ashok in a school maintained
and owned by the company. The cost of such education for Arthy is computed at T 900
per month and for Ashok at ¥ 1,200 per month. No amount was recovered by the
company for such education facility from Bala.

(iii) The employer has provided movable assets such as television, refrigerator and air-
conditioner at the residence of Bala. The actual cost of such assets provided to the
employee is ¥ 1,10,000.

(iv) A gift voucher worth ¥ 10,000 was given on the occasion of his marriage anniversary. It
is given by the company to all employees above certain grade.

(v) Telephone provided at the residence of Shri Bala and the bill aggregating to ¥ 25,000
paid by the employer.

{vi) Housing loan @ 6% per annum. Amount outstanding on 1.4.2025 is ¥ 6,00,000. Shri
Bala pays ¥ 12,000 per month towards principal, on 5th of each month. ena of) =

Compute the chargeable perquisite in the hands of Mr. Bala for the A.Y. 2026-27.  _, i F;'

The lending rate of State Bank of India as on'1.4.2025 for housing loan may be taken as

10%. [SM Q]

Answer 16

Taxability of perauisites provided by ABC Co. Ltd. to Shri Bala

(1) Domestic servant was employed by the employee and the salary of such domestic servant was
paid/reimbursed by the employer. It is taxable as perquisite for all categories of employees.
Taxable perquisite value =3 1,500 x 12 =% 18,000.

If the company had employed the domestic servant and the facility of such servant is given to the
employee, then the perquisite is taxable only in the case of specified employees. The value of the
taxable perquisite in such a case also would be T 18,000.

(ii) Where the educational institution is owned by the employer, the value of perquisite in respect of
free education facility shall be determined with reference to the reasonable cost of such education
in a similar institution in or near the locality. However, there would be no perquisite if the cost of
such education per child does not exceed < 1,000 per month.

Therefore, there would be no perquisite in respect of cost of free education provided to his child
Arthy, since the cost does not exceed ¥ 1,000 per month.

However, the cost of free education provided to his child Ashok would be taxable, since the cost
exceeds T 1,000 per month. The taxable perquisite value would be ¥ 14,400 (% 1,200 x 12).

Note — An alternate view possible is that only the sum in excess of ¥ 1,000 per month is taxable.
In such a case, the value of perquisite would be ¥ 2,400.

(iii) Where the employer has provided movable assets to the employee or any member of his
household, 10% per annum of the actual cost of such asset owned or the amount of hire charges
incurred by the employer shall be the value of perquisite. However, this will not apply to laptops
and computers. In this case, the movable assets are television, refrigerator and air conditioner and
actual cost of such assets is ¥ 1,10,000.
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The perquisite value would be 10% of the actual cost i.e., T 11,000, being 10% of T 1,10,000.

(iv) The value of any gift or voucher or token in lieu of gift received by the employee or by member

of his household not exceeding ¥ 5,000 in aggregate during the previous year is exempt. In this

case, the amount was received on the occasion of marriage anniversary and the sum exceeds the
limit of ¥ 5,000.

Therefore, the entire amount of ¥ 10,000 is liable to tax as perquisite.

Note- An alternate view possible is that only the sum in excess of ¥ 5,000 is taxable. In such a
case, the value of perquisite would be ¥ 5,000

(v) Telephone provided at the residence of the employee and payment of bill by the employer is a tax

free perquisite.

(vi) The value of the benefit to the assessee resulting from the provision of interest-free or

concessional loan made available to the employee or any member of his household during the
rel@vant previous year by the employer or any person on his behalf shall be determined as the
sum equal to the interest computed at the rate charged per annum by the State Bank of India
(SBI) as on the Ist day of the relevant previous year in respect of loans for the same purpose
advanced by it. This rate should be applied on the maximum outstanding monthly balance and the
resulting amount should be reduced by the interest, if any, actually paid by him.

“Maximum outstanding monthly balance” means the aggregate outstanding balance for loan as on the
last day of each month.

The perquisite value for computation is 10% - 6% = 4%

S if";-"‘"--";?-.f_.f"l\/[o'nth Wt G Maximum outstanding Perquisite value at
S, i R ‘balance ason 4% forthemonth ®)
April, 2025 5,88,00 1,960

May, 2025 5,76,000 1,920

June, 2025 5,64,000 1,880

July, 2025 5,52,000 1,840
August, 2025 5,40,000 1,800
September, 2025 5,28,000 1,760
October, 2025 5,16,000 1,720
November, 2025 5,04,000 1,680
December, 2025 4,92,000 1,640
January, 2026 4,80,000 1,600
February, 2026 4,68,000 1,560
March, 2026 4,56,000 1,520

Total value of this perquisite 20,880

Total value of taxable perquisite = ¥ 74,280 [i.e. ¥ 18,000 + I 14,400 + ¥ 11,000 + ¥ 10,000 + ¥
20,880].

Note - In case the alternate views are taken for items (ii) & (iv), the total value of taxable perquisite
would be ¥ 57,280 [i.e., ¥ 18,000 +3 2,400 + T 11,000 +¥ 5,000 + 20,880].
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Question 17 [ESOPS Perks]

AB Co. Ltd. allotted 1000 sweat equity shares to Sri Chand in June 2025. The shares were

allotted at ¥ 200 per share as against the fair market value of ¥ 300 per share on the date of

exercise of option by the allottee viz. Sri Chand. The fair market value was computed in

accordance with the method prescribed under the Act.

() What is the perquisite value of sweat equity shares allotted to Sri Chand?

(if) In the case of subsequent sale of those shares by Sri Chand, what would be the cost of
acquisition of those sweat equity shares? [SMQ.]

Answer 17

(1) As per section 17(2)(vi), the value of sweat equity shares chargeable to tax as perquisite shall be
the fair market value of such shares on the date on which the option is exercised by the assessee
as reduced by the amount actually paid by, or recovered from, the assessee in respect of such

shares.
F air market value of lOOO sweat equity sharcs @ ? 300 each 3,00,000
Less: Amount recovered from Sri Chand 1000 shares @ ¥ 200 each 2,00,000
Value of perquisite of sweat equity shares allotted to Sri Chand 1,00,000

(i1) As per section 49(2AA), where capital gain arises from transfer of sweat equity shares, the cost of
acquisition of such shares shall be the fair market value which has been taken into account for
perquisite valuation w/s 17(2)(vi).

Therefore, in case of subsequent sale of sweat equity shares by Sri Chand, the cost of acquisition

would be ¥ 3,00,000.

Question 18 [Misc Provisions related to Perks]

X Lid. provided the following perquisites to its employee Mr. Y for the P.Y. 2025-26 —

(1) Accommodation taken on lease by X Ltd. for ¥ 15,000 p.m. ¥ 5,000 p.m. is recovered
from the salary of Mr. Y.

(2) Furniture, for which the hire charges paid by X Ltd. is ¥ 3,000 p.m. No amount is
recovered from the employee in respect of the same.

(3) A car of 1,200 cc which is owned by X Ltd. and given to Mr. Y to be used both for official
and personal purposes. All running and maintenance cxpenses are fully met by the
employer. He is also provided with a chauffeur. l(‘ Sl % 0D) X12_ = 32U00

(4) A gift voucher of ¥ 10,000 on his birthday. - driye.

Compute the value of perquisites chargeable to tax for the A.Y.2026-27, assuming his

salary for perquisite valuation to be ¥ 10 lakh.

Answer 18

Computation of the value of perquisites chargeable to tax in the hands
of Mr. Y for the A. Y 2026 27

Sl

s s _ mountin¥
(1) |Value of accommodatlon at concessional rate
Actual amount of lease rental paid by X Ltd. 1,80,000
10% of salary i.e., 10% of ¥ 10,00,000 1,00,000
Lower of the above 1,00,000
Less: Rent paid by Mr. Y (X 5,000 x 12) 60,000
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Add- Hire charges paid by X Ltd. for furniture

provided for the %ISC c?f Mr. Y (% 3,000 x 12) 36,000 _______7_@_9_9(_)_

(2) |Perquisite value of Santro car owned by X Ltd. and 32,400
provided to Mr. Y for his personal and official use

[ 1,800 + T 900) x 12] it

i 10,000

(3) | Value of gift voucher* B tstideled

Value of perquisites chargeable to tax 1,18,400

* An alternate view possible is that only the sum in excess of ¥ 5,000 is taxable. In such a case,
the value of perquisite would be ¥ 5,000.
[Provisions related to Entertainment allowance]

Question 19
31.03.2026.

Mr. Goyal receives the following emoluments during the previous year ending

Basic pay T 4,00,000 !
Dearness Allowance % 1,50,000 '
Commission Z 1,00,000

Entertainment allowance T 40,000

Medical expenses reimbursed T 25,000

Professional tax paid Z 2,000 (% 1,000 was paid by his employer)

Mr. Goyal contributes ¥ 5,000 towards recognized provident fund. He has no other income. i
Determine the income from salary for A.Y. 2026-27, if Mr. Goyal is a State Government employee. :

Answer 19
Computation of salary of Mr. Goyal for the A.Y.2026-27 under default tax regime u/s 115BAC
e ; - Particulars: ' 7 :
Basic Salary 4,00,000
Dearness Allowance 1,50,000
Commission 1,00,000
Entertainment Allowance received 40,000

Employee’s contribution to RPF [Note] <

Medical expenses reimbursed 25,000
Professional tax paid by the employer 1,000
Gross Salary 7,16,000
Less: Deductions w/s 16(ia) - Standard deduction of upto

T 75,000 75,000
Income from Salary 6,41,000

Note: Employee’s contribution to RPF is not taxable. It is eligible for d i
. . g eduction v/ ;
such deduction shall not be available under the default tax regircr,xe u/s 115BAC. " UG Howeve,

Computation of salary of Mr. Goyal for the A.Y.2026-27 under t i i
R nder the optional tax regime (normal
s R S

=T = -
e A T i

_Particulars
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Basic Salary

Dearness Allowance

Commission

Entertainment Allowance received
Employee’s contribution to RPF [Note]
Medical expenses reimbursed

Professional tax paid by the employer

Gross Salary

Less: Deductions u/s 16

u/s 16(ia) - Standard deduction of upto ¥ 50,000
u/s 16(ii) - Entertainment allowance being
lowest of :

(a) Allowance received

(b) One fifth of basic salary [1/5 x ¥ 4,00,000]
(c) Statutory amount

u/s 16(1ii) - Professional tax paid

Question 20 Pg 6ul3)

 Income from Salary

4,00,000
1,50,000
1,00,000
40,000
25,000
1,000

40,000
80,000
5,000

7,16,000

50,000

5,000
2,000

6,59,000

Note: Employee’s contribution to RPF is not taxable. It is eligible for deduction w/s 80C.

[Provisions related to Arrears Salary & Rebate u/s 89]

In the case of Mr. Hari, who turned 73 years on 28.3.2026, you are informed that the salary
(computed) for the previous year 2025-26 is ¥ 10,20,000 and arrears of salary received is ¥
3,45,000. Further, you are given the following details relating to the earlier years to which

the arrears of salary recelved is attributable to:

" Previousyear 1T FiTaxable Salarvc) il ed )

2010— 2011 7,10,000] 1,03,000
2011 - 2012 8,25,000 117,000
2012 - 2013 9,50,000 125,000

Compute the relief available u/s 89 and the tax payable for the A.Y. 2026-27. Assume that
Mr. Hari exercises the option of shifting out of the default tax regime provided u/s

115BAC(1A).
Note: Rates of Taxes:

Assessment

Slab rates ofuncome-tax

Year

i or resi d—: (L mmwduaia of the : age of

Upto  2,40,000
7 240,001 - T 5,00,000
7 5,00,001 - ¥ 8,00,000

2011-12
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Above ¥ 8,00,000 30% Above 3 8,00,000 30%
Slabs Rate Slabs Rate
2012-13 Upto ¥ 2,50,000 Nil Upto 7 1,80,000 Nil
%2,50,001 - ¥ 5,00,000 10% | ¥1,80,001-%5,00,000 [ 10%
¥ 5,00,001 - 2 8,00,000 20% % 5,00,001 -2 8,00,000 | 20%
: Above % 8,00,000 30% Above  8,00,000 30%
2013-14 Upto ¥ 2,50,000 Nil Upto % 2,00,000 INil
%2,50,001 - ¥ 5,00,000 10% | ¥2,00,001-%5,00,000 | 10%
< 5,00,001 - % 10,00,000 20% |%5,00,001-%10,00,000 | 20%
Above ¥ 10,00,000 30% Above ¥ 10,00,000 30% | |
Note — Education cess@2% and secondary and higher education cess@1% was attracted
on the income-tax for all above preceding years. [SM Q.]
Question 21 [HRA Exemption]

Mr. Mohit is employed with XY Ltd. on a basic salary of ¥ 10,000 p.m. He is also entitled to |
dearness allowance @100% of basic salary, 50% of which is included in salary as per terms |
of employment. The company gives him house rent allowance of ¥ 6,000 p.m. which was
increased to ¥ 7,000 p.m. with effect from 01.01.2026. He also got an increment of ¥ 1,000

pP.m. in his basic salary with effect from 01.02.2026. Rent paid by him during the previous
year 2025-26 is as under:

April and May, 2025 - Nil, as he stayed with his parents

June to October, 2025 - ¥ 6,000 p.m. for an accommodation in Ghaziabad ;
November, 2025 to March, 2026 - ¥ 8,000 p.m. for an accommodation in Delhi ‘

Compute his gross salary for assessment year 2026-27 assuming he exercises the option of
shifting out of the default tax regime provided u/s 115BAC(1A). [SM Q.]

Answer 21
Computation of gross salary of Mr. Mohit for A.Y. 2026-27

T S BE R iy et PATHCHIARSEI g Tl G i e T : |
Basic salary [(¥ 10,000 x 10) + (% 11,000 x 2)] 1,22,000 '
Dearness Allowance (100% of basic salary) 1,22,000 i
House Rent Allowance (See Note below) 21,300 ‘
Gross Salary 2,65,300 |

Note: Computation of Taxable House Rent Allowance (HRA)

Particulars April-May | June:Oct: |- Nov-Dec | - Jan . | Fob-March
iy Q) Yol e @E T ey
BRI DAy S ) N o e R A ) e A e B
Basic salary per month 10,000 10,000 10,000 10,000 11,000

Dearness allowance
(included in salary as per

terms of employment) (50%
of basic salary) 3,000 5,000 5,000 5,000 5,500

Salary per month for the

purpose of computation of 15,000 15,000 15,000 15,000

house rent allowance 16,500
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Relevant period (in months

(=) Exempt HRA] (A-B)

2 5 2 1
Salary for the relevant 30,000 75,000 30,000 15,000 33,000
period (Salary per month x
relevant period)
Reqt paid for the relevant Nil 30,000 16,000 8,000 16,000 | &
period  6,000x5)| (3 8,000x2| (X 8,000x1)| (8,000x2)| &
House rent allowance 12,000 30,000 12,000 7,000 14,000 |
(HRA) received during (T 6,000x2)| (T 6,000x5) (% 6,000x2)| (X 7,000x1)| (X 7,000%2) | &
the relevant period (A) -
Least of the following is N.A.
exempt [u/s 10(13A))]
I. Actual HRA received : 30,000 12,000 7,000 14,000 | &
2. Rent paid (-) 10% of - 22,500 13,000 6,500 12,700
salary
3. 40% of salary - 30,000 15,000 7,500 16,500
(Residence at Ghaziabad (40% x (50% x (50% (50% x | 8
~ June to Oct, 2025)
50% of salary T 75,000 ¥30,000)| ¥ 15,000) T 33,000)
(Residence at Delhi-
Nov, 25 - March, 26) b
Exempt HRA (B) Nil 22,500 12,000 6,500 12,700 | &
Taxable HRA [Actual HRA 12,000 7,500 Nil 500

1.300| &

Taxable HRA (total) =% 12,000 + ¥ 7,500 + ¥ 500 + ¥ 1,300 =¥ 21,300

Question 22

him with the following benefits:

(i) A company owned accommodation is provided to him in Delhi. Furniture costing ?
2.40,000 was provided on 1.8.2025.

(i) A personal loan of ¥ 5,00,000 on 1.7.2025 on which it charges interest @ 6.75% p.a. §
The entire loan is still outstanding (Assume SBI rate of interest on 1.4.2025 was 12.75%

p.a.)
(iii)

to him on 1.8.2025 for ¥ 30,000.

(iv) Professional tax paid by Mr. X is ¥ 2,000.

Compute the income from salary of Mr. X for the A.Y. 2026-27 assuming Mr. X exercises
the option of shifting out of the default tax regime provided u/s 115BAC(1A).

[Misc Provisions related to Perks] ‘

Mr. X is employed with AB Ltd. on a monthly salary of ¥ 25,000 per month and an &
entertainment allowance and commission of ¥ 1,000 p.m. each. The company provides §

His son is allowed lo use a motor cycle belonging to the company. The company had
purchased this motor cycle for ¥ 60,000 on 1.5.2022. The motor cycle was finally sold

Do O [ N §0000X 10//1 wU /12 = 2000
» £00Q | ¢ UY) WDV ~-congt - wWDV-2004 _ Y20 OO »
& ?_fb_b—j‘" ) 00 = VMR
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'3,00,000

Commission [Z 1,000 x 12] 12,000
Entertainment allowance [Z 1,000 x 12] 12,000
Rent free accommodation [Note 1] 32,400

Add : Value of furniture [T 2,40,000 x 10% p.a. for 8 months] 16,000 48,400
Interest on personal loan [Note 2] 22,500
Use of motor cycle [T 60,000 x 10% p.a. for 4 months] 2,000
Transfer of motor cycle [Note 3] 12,000
Gross Salary 4,08,900
Less : Deduction u/s 16

U/s 16(ia) — Standard deduction 50,000

U/s 16(111) - Professional tax paid 2,000 52,000
Income from Salary 3,56,900
Notes:

1. Value of rent-free unfurnished accommodation

Mr.

10% of salary for the relevant period

10% of (T 3,00,000 + T 12,000 + T 12,000) = ¥ 32,400
Value of perquisite for interest on personal loan

= [¥ 5,00,000 x (12.75% - 6.75%) for 9 months] = T 22,500
Depreciated value of the motor cycle

= Original cost — Depreciation (@ 10% p.a. for 3 completed years.
=3 60,000 — (% 60,000 x 10% p.a. x 3 years) = T 42,000.
Perquisite = ¥ 42,000 — ¥ 30,000 = ¥ 12,000.

[Misc Provisions related to Perks]
Balaji, employed as Production Manager in Beta Ltd., furnishes you the following

information for the year ended 31.03.2026:

(i)

Basic salary upto 31.10.20257-% 50,000 p.m. 35000 ® 7\
Basic salary from 01.11.2025 ‘% 60,000 p.m. 20 00O )
Note: Salary is due and paid on the last day of every month. ‘
Dearness allowance @ 40% of basic salary. ¢SO000 X 407 =)0 000

Bonus equal to one month salary. Paid in October 2025 on basic salary plus dearness
allowance applicable for that month. O + O / - 390090

Contribution of employer to recognized provident fund account of the employee@16%

."! ; (:ff) (j ‘J

__ofbasicsal@y—4 0000 X 16/, = (04000 (-) &xgrpt 1)1V, o Sud arn
Professional tax paid ¥ 2,500 of which ?__22000_ was paid by the employer. 3000 &) 2500 (-‘_ }

Facility of laptop and computer was provided to Balaiji for both official and personal use.
Cost of laptop ¥ 45,000 and computer ¥ 35,000 were acquired by the company on
01.12.2025. éLﬂ!T)?) e

(vii) Motor car owned by the employer (cubic capacity of engine exceeds 1.60 litres)

ey gSoooon/ \1 .t_'m%_gjgmmpt
i
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Repair and running expenses of ¥ 45,000 from 01.11.2025 to 31.03.2026, were fully
| met by the employer. The motor car was self-driven by the employee. 2 400 YS = (2000

(vii) Leave travel concession given to employee, his wife and three children (one daughter
aged 7 and twin sons aged 3). Cost of air tickets (economy class) reimbursed by the
employer ¥ 30,000 for adults and ¥ 45,000 for three children. Balaji is eligible for
availing exemption this year to the extent it is permissible in law. £y em P t

Compute the salary income chargeable to tax in the hands of Mr. Balaji for the assessment

year 2026-27 assuming he has shifted out for the provisions of section 115BAC. [SM Q]

Question 24 F‘a 62.(3) [Misc Provisions related to Perks]

From the following details, find out the salary chargeable to tax for the A.Y.2026-27
leo - _ assuming he exercises the option of shifting out of the default tax regime provided u/s
|59 31-12:25 115BAC(1A) -

3 = AB900F M Xisa regular employee of Rama & Co., in Gurgaon. He was appointed on 1.1.2025 in

o1-01-2C the scale of ¥ 20,000 - ¥ 1,000 - ¥ 30,000. He is paid 10% D.A. & Bonus equivalent to one

Of.0l:2 g

. month pay based on salary of March every year. He contributes 15% of his pay and D.A.

c 320
26

| lowards his recognized provident fund and the company contributes the same amount. DA

| = 21000

| forms part of pay for retirement benefits.

' He is provided free housing facility which has been taken on rent by the company at %
1 wooox g 10,000 per month. He is also provided with following facilities:
+ T 1A00O2 (i) Facility of laptop costing Z 50,000.

N
'-J.,u?f“> X3 (i) Company reimbursed the medical treatment bill of his brother of ¥ 25.000,

) = &3,000 who is dependent on him.

| T 'i,{ (iif) The monthly salary of ¥ 1,000 of a house keeper is reimbursed by the company.
L4229 (iv) A gift voucher of ? 10,000 on the occasion of his marriage anniversary.

Hy (v) Conveyance allowance of ¥ 1,000 per month is given by the company towards

actual reimbursement of conveyance spent on official duty.
(vi) He is provided personal accident policy for which premium of ¥ 5,000 is paid by the
! company.
(vii) He is getting telephone allowance @I 500 per month.

Qiuestion 25 [Misc Provisions related to Perks]

}7{ I2V|6r Neeraj, a salaried employee, furnishes the following details for the financial year 2025-

I 3
Basic salary 5.40,000
Dearness allowance 3,60,000
Commission 50.000
Entertainment allowance 7.500
Medical expenses reimbursed by the employer 21,000
Profession tax (of this, 50% paid by employer) 4.000
Health insurance premium paid by employer 9.000
Gift voucher given by employer on his birthday 12,000
Life insurance premium of Neeraj paid by employer 34,000
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Laptop provided for use at home. Actual cost of Lapt
of the assessee are also using the Laptop at home]

personal use. No driver was provided. All expenses are met by the employer

for official purposes: details of usage are not available]

Employer company owns a Maruti Suzuki Swift car (Engine cubic capacity
more than 1.6 litres), which was provided to the assessee, both for official and

Annual credit card fees paid by employer [Credit card is not exclusively used

5,000

You are required to compute the income chargeable under the head Salaries for the
assessment year -2026-27. Assume he has shifted out of default taxation regime Uu/s

115BAC

Answer 25

44 ] CA Bhanwar Borana
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6-27
S
5,40,000
Deamess allowance 3,60,000
Commission 50,000
Entertainment allowance 7,500
Medical expenses reimbursed by the employer is fully taxable 21,000
Professional tax paid by the employer is a taxable perquisite as per section 17(2)(iv), 2,000
since it is an obligation of the employee which is paid by the employer
Health insurance premium of ¥ 9,000 paid by the employer is an exempt perquisite Nil
[Clause (iii) of proviso to section 17(2)]
Gift voucher given by employer on Mr. Neeraj birthday [entire amount is taxable 12,000
since the perquisite value exceeds ¥ 5,000, as per Rule 3(7)(iv)]
Life insurance premium of Mr. Neeraj paid by employer is a taxable perquisite as per 34,000
section 17(2)(v)
Laptop provided for use at home is an exempt perquisite as per Rule 3(7)(vii) Nil
Provision of motor car (engine cubic capacity more than 1.6 litres) owned by 28,800
employer provided to employee, the perquisite value would beZ 28,800 [T 2,400 x12]
as per Rule 3(2)
Annual credit card fees paid by employer is a taxable perquisite as per Rule 3(TH(v) 5,000
since the credit card is not exclusively used for official purposes and details of usage
are not available
Gross Salary 10,60,300
Less: Deductions u/s 16
- Standard Deduction as per section 16(ia), lower of gross salary and ¥ 50,000 50,000
- Entertainment allowance (deduction not allowable since Mr. Neeraj is not a Nil
Government employee)

- Professional tax paid allowable as deduction as per section 16(iii) 4.000
Income chargeable under the head “Salaries” 10,06,300
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NOt?: As per Rule 3(7)(iv), the value of any gift or voucher received by the employee or by member
of his houschold on ceremonial occasions or otherwise from the employer shall be determined as the
sum equal to the amount of such gift. However, the value of any gift or voucher received by the
employee or by member of his household below ¥ 5,000 in aggregate during the previous year would
be exempt as per the proviso to Rule 3(7)(iv). In this case, the gift voucher of ¥ 12,000 was received
by Mr. Neeraj from his employer on the occasion of his birthday. Since the value of the gift voucher
exceeds the limit of? 5,000, the entire amount of ¥ 12,000 is liable to tax as perquisite. The above
solution has been worked out accordingly.

AP alternate view possible is that only the sum in excess of ¥ 5,000 is taxable in view of the language
of Circular No.15/2001 dated 12.12.2001, which states that such gifts upto? 5,000 in the aggregate
per annum would be exempt, beyond which it would be taxed as a perquisite. As per this view, the
value of perquisite would be ¥ 7,000. Accordingly, the gross salary and net salary would be
10,55,300 and 10,01,300, respectively.

Question 26 [Misc Provisions related to Perks]

Mr. Samaksh is a Marketing Manager in Smile Ltd. From the following information, you are

required to compute his income chargeable under the head salary for assessment year

2026-27. Assume he has shifted out of default taxation regime u/s 115BAC

(i) Basic salary is ¥ 70,000 per month.

(i) Dearness allowance @ 40% of basic salary

(iii) He is provided health insurance scheme approved by IRDA for which ¥ 20,000 incurred

. by Smile Ltd.

(iv) Received ¥ 10,000 as gift voucher on the occasion of his marriage anniversary from
Smile Ltd.

(v) Smile Ltd. allotted 800 sweat equity shares in August 2025. The shares were allotted at
¥ 450 per share and the fair market value on the date of exercising the option by Mr.

Samaksh was T 700 per share.

(vi) He was provided with furniture during September 2021. The furniture is used at his
residence for personal purpose. The actual cost of the furniture was ¥ 1,10,000. On
31st March, 2026, the company offered the furniture to him at free of cost. No amount

was recovered from him towards the furniture till date.

(vii) Received T 10,000 towards entertainment allowance.

(viii)Housing Loan@ 4.5% p.a. provided by Smile Ltd., amount outstanding as on
01.04.2025 is ¥ 15 Lakhs. ¥ 50,000 is paid by Mr. Samaksh every quarter towards
principal starting from June 2024. The lending rate of SBI for similar loan as on
01.04.2025 was 8%. 20/ S

(ix) Facility of laptop costing ¥ 50,000 [MTP Q]

Answer 26
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Particulars;

e RO I W

Basic Salary [¥70,000 x 12 months]

Dearness allowance [40% of ¥8,40,000] 3,36,000
Entertainment allowance 10,000
49,201

Interest on housing loan given at concessional rate, would be
perquisite, since the amount of loan exceeds ¥ 20,000, For
computation, the lending rate of SBI on 1.4.2025 @8% has to be
considered. Thus, perquisite value would be determined @ 3.5% (8%

- 4.5%) [See Working Note]
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Health insurance premium paid by the employer [tax free perquisite] __]\ﬂ]_

Gift voucher on the occasion of his marriage anniversary [As per Rule 10,000
3(7)(iv), the value of any gift or voucher or token in lieu of gift

received by the employee or by member of his houschold exceeding ¥

5,000 in aggregate during the previous year is fully taxable] (See note

below)

Allotment of sweat equity shares

Fair market value of 800 sweat equity shares @ % 700 each 5,60,000

Less: Amount recovered @ ¥ 450 cach 3,60,000 2,00,000

Use of furniture by employee

10% p.a. of the actual cost of ¥ 1,10,000 11,000

Use of Laptop

Facility of use of laptop is not a taxable perquisite Nil
Transfer of asset to employee

Value of furniture transferred to Mr. Samaksh 1,10,000

Less: Normal wear and tear @10% for each completed year of usage |
on SLM basis [1,10,000 x 10% x 4 years (from September 2021 to 44,000 66,000 1
September 2025)] 4
Gross Salary 15,22,291 4
Less: Standard deduction w/s 16 [Actual salary or ¥ 50,000, whichever

is less] 50,000

Net Salary 14,72,291
Working Note: *

Computation of perquisite value of loan given at concessional rate |

For computation, the lending rate of SBI on 1.4.2025 @8% has to be considered. Thus, perquisite
alue would be determined @ 3.5% (8% - 4.5%)

aximum outstanding| | Perquisite value at
T L ofmonth @) 13.5% for the month ()

April, 2025 15,00,000 4375

May, 2025 15,00,000 4,375

June, 2025 14,50,000 4,229

July, 2025 14,50,000 4,229

August, 2025 14,50,000 4,229

September, 2025 14,00,000 4,083

October, 2025 14,00,000 4,083

November, 2025 14,00,000 4,083

December, 2025 13,50,000 3,937.50

January, 2026 13,50,000 3,937.50
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February, 2026 13,50,000 3,937.50
March, 2026 13,00,000 3,792
| Total value of this perquisite 49,290.50

Note: An alternate view possible is that only the sum in excess of T 5,000 is taxable. In such a case,
the value of perquisite would be ¥ 5,000 and gross salary and net salary would be % 15,17,291 and ¥
14,67,291, respectively.

Question 27 [Misc Provisions related to Retirement benefits]

You are required to compute the income from salary of Mr. Raja under default taxation
regime from the following particulars for the year ended 31-03-2026:

(i) He retired on 31-12-2025 at the age of 60, after putting in 25 years and 9 months of
service, from a private company at Delhi.

(i) He was paid a salary of ¥ 25,000 p.m. and house rent allowance of 6,000 p.m. He
paid rent of ¥ 6,500 p.m., during his tenure of service.

(iii) On retirement, he was paid a gratuity of ¥ 3,50,000. He was covered by the payment
of Gratuity Act, 1972. He had not received any other gratuity at any point of time
earlier, other than this gratuity.

(iv) He had accumulated leave of 15 days per annum during the period of his service;
this was encashed by him at the time of his retirement. A sum of ¥ 3,15,000 was

; received by him in this regard. Employer allowed 30 days leave per annum.

(v) He is receiving 35,000 as pension. On 1.2.2026, he commuted 60% of his pension
and received ¥ 3,00,000 as commuted pension.

(vi) The company presented him with a gift voucher of ¥ 5000 on his retirement. His
colleagues also gifted him a mobile phone worth ¥ 50,000 from their own

contribution. [MTP Q./SM]

Answer 27

Computation of income under the head “Salaries” of Mr. Raja under default tax regime for
the A.Y.2026-27

2,25,000
House Rent Allowance =% 6,000 x 9 months 54.000

[Fully Taxable under default tax regime]

Gratuity 3,50,000
Less: Least of the following exempt u/s 10(10)(ii) _
3,50,000 Nil

(i) Actual Gratuity received T 3,50,000

(ii) 15 days salary for every year of completed service [15/26 xZ 25,000
x 26] =% 3,75,000

(1ii) Notified limit = ¥ 20,00,000
Leave encashment 3,15,000
Less: Least of the following exempt u/s 10(10AA) 2.50,000 65,000
(i) ¥25,00,000

(i1) Leave salary actually received ¥ 3,15,000
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(111)? 2 50 000 being 10 months salary x T 25,000

(iv) Cash equivalent of leave standing at the credit of the employee based
on the average salary of last 10 months’ (max. 30 days per year of
service) for every year of actual service rendered for the employer
from whose service he has retired

375/30 x ¥ 25,000 =% 3,12,500

[Leave Due = Leave allowed — Leave taken|]

=750 (30 days per year x 25 years) — 375 days (15 days x 25)
=375 days]

Uncommuted Pension received [T 5,000 x 1) + (% 5,000 x 2 x 40%) 9,000

Commuted Pension received 3,00,000

Less: Exempt u/s 10(10A)

1/3 x ¥ 3,00,000/60% x 100%) 1,66,667 },33,333

Gift Voucher [As per Rule 3(7)(iv), the value of any gift or voucher or Exempt

token in lieu of gift received by the employee or by member of his

household not exceeding ¥ 5,000 in aggregate during the previous year is

exempt]

Mobile Phone received as gift from colleagues (Neither taxable under the Nil

head “Salaries” nor “Income from other sources”, since taxability

provisions u/s 56(2)(x) are not attracted in respect of mobile phone

received from colleagues, as mobile phone is not included in the

definition of “property” thereunder)

Gross Salary 4,86,333

Less: Standard deduction u/s 16 [Actual salary or ¥ 75,000, whichever is 75,000

less]

Net Salary 4,11,333
Question 28 [Misc Provisions related to Perks)

Ms. Akansha, a salaried employee, furnishes the following details for the financial year
2025 26

Basnc salary
Dearness allowance

Commission

Entertainment allowance

Medical expenses reimbursed by the employer

Profession tax (of this, 50% paid by employer)

Health insurance premium paid by employer

Gift voucher given by employer on her birthday

Life insurance premium of Akansha paid by employer

Laptop provided for use at home. Actual cost of Laptop to employer
Children of the assessee are also using the Laptop at home]

6.20.000

4,20,000
75,000
9,000
18,000
4,000
8,000
10,000
26,000
45,000
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s _ CLE L Chapter 3:Yincome'from Salary
Employer company owns a Maruti Suzuki Swift car, which was provided
to the assessee, both for official and personal use.

Driver was also provided. (Engine cubic capacity more than 1.6 litres). All
expenses are met by the employer

Annual credit card fees paid by employer [Credit card is not exclusively 7,000
used for official purposes; details of usage are notavailable]

You are required to compute the income chargeable under the head Salariesfor the
assessment year 2026-27 if she pays tax under default tax regime.
Answer 28

Computation of income chargeable under the head “Salaries”of Ms. Akansha for A.Y.2026-27
under default tax regime

e S Part]culal‘ ANEE
Basic Salary 6,20,000
Dearness allowance 4,20,000
Commission 75,000
Entertainment allowance 2,900
Medical expenses reimbursed by the employer is fully taxable 18,000
Professional tax paid by the employer is a taxable perquisite as per section
17(2)(iv), since it is an obligationof the employee which is paid by the employer 2,000
Health insurance premium of ¥ 8,000 paid by the employeris an exempt perquisite Nil
[Clause (iii) of proviso to section 17(2)]
Gift voucher given by employer on Ms. Akansha birthday (entire amount is 10,000
taxable since the perquisite valueexceeds Z5,000) as per Rule 3(7)(iv)
Life insurance premium of Ms. Akansha paid by employeris a taxable perquisite 26.000
as per section 17(2)(v) ’ Nil
Laptop provided for use at home is an exempt perquisite as per Rule 3(7)(vii)
Provision of motor car with driver (engine cubic capacity more than 1.6 litres) 39.600
owned by employer to employee, the perquisite value would be % 39,600 k4 ’
(2,400+ 900) x12]as per Rule 3(2)
Annual credit card fees paid by employer is a taxable perquisite as per Rule
3(7)(v) since the credit card is not exclusively used for official purposes and 7,000
details of usage are not available 12,26,600
Gross Salary
Less: Deductions u/s 16

Standard Deduction as per section 16(ia) 75,000
Income chargeable under the head “Salaries” ] 11,51,600

Note: As per Rule 3(7)(iv), the value of any gift or voucher received by the employee or by member
of his household on ceremonial occasions or otherwise from the employer shall be determined as the
sum equal to the amount of such gift. However, the value of any gift or voucher received bythe
employee or by member of his household below ¥ 5,000 in aggregate during the previous year would
be exempt as per the proviso to Rule 3(7)(iv). In this case, the gift voucher of ¥ 10,000 was received
by Ms. Akansha from her employer on the occasion of her birthday.

Since the value of the gift voucher exceeds the limit of ¥ 5,000, the entire amount of Z 10,000 is
liable to tax as perquisite. The above solution hasbeen worked out accordingly.

An alternate view possible is that only the sum in excess of ¥ 5,000 is taxable in view of the language
of Circular No.15/2001 dated 12.12.2001, which states that such gifts upto T 5,000 in the aggregate
per annum would be exempt, beyond which it would be taxed as a perquisite. As per this view,
the value of perquisite would be ¥ 5,000. Accordingly, the gross salary and net salary would be T
12,21,600 and ¥ 11,71,600, respectively.
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Question 29

Mr. Kadam is entitled to a salary of ¥ 41,000 per month. He is given an optiqn by his
employer either to take house rent allowance or a rent free accommodation which is owped
by the company. The HRA amount payable was ¥ 7,000 per month. The rent for the hired
accommodation was ¥ 6,000 per month at New Delhi. Advice Mr. Kadam whether it would
be beneficial for him to avail HRA or Rent Free Accommodation. Give your advice on the
basis of “Net Take Home Cash benefits”. Assume Mr. Kadam exercises the option to shift

[HRA or House Perks]

out of the default tax regime under section 115BAC.

Answer 29 |
Computation of tax liability of Kadam under both the options :
Basic Salary (T 41,000 x 12 Months) 4,92,000 4,92,000 E
Perquisite value of rent-free accommodation (10% of ¥ N.A. 49,200 ?
4,92,000)
House rent Allowance (¥ 7,000 x 12 Months) ¥ 84,000 '
Less: Exempt w/s 10(13A) — least of the following - |
- 50% of Basic Salary T 2,46,000
- Actual HRA received % 84,000
- Rent paid less 10% of salary T 22,800 % 22,800 61,200
Gross Salary 5,53,200 5,41,200 't
Less: Standard deduction u/s 16(ia) 50,000 50,000 f
Net Salary 5,03,200 491,200 |
Less: Deduction under Chapter VI-A - - !
Total Income 5,03,200 491,200
Tax on total income 13,140 12,060 :
Less: Rebate under section 87A - Lower of T 12,500 or income- |
tax of ¥ 12,060, since total income does not exceed T 5,00,000 Nil 12,060
13,140 Nil
Add: Health and Education cess@4% 526 Nil
Tax liabili
Tax liahi!ittyy (Rounded off) 580 I\l
13,670 Nil
Cash Flow Statement
Inflow: Salary * 5,76,000 4,92.000
Less: Outflow: Rent paid (72,000) =
Tax on total income (13,670) Nil
Net Inflow 4,90,330 4,92,000

Since the net cash inflow under option II (RFA) is higher than in Option I (HRA), it is beneficial
for Mr. Kadam to avail Option II, i.e,, Rent Free Accommodation.
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Standard Rent VW NA. 75,000 (58,000 N.A. 78,000
e — | o
Actual rent received/ receivable || 72,000 72.000 60,000} _30,000 72,000

Municipal taxes 10% 12% 8% 10% 15% | &

B2000 65400 S4R00 929600 66000 |

Question 1 (P934 TllustraHon 4

[NAV Calculation]
Jayashree owns five houses in India, all of which are let-out. Compute the NAV of each

house from the information given below —

Question 2 I ushaﬁcrj 7l [NAV Calculation]
Rajesh, a British national, is a resident and ordinarily resident in India during the P.Y. 2025-
26. He owns a house in London, which he has let out at £ 10,000 p.m. The municipal taxes
paid to the Municipal Corporation of London is £ 8,000 during the P.Y. 2025-26. The value
of one £ in Indian rupee to be taken at ¥ 95. Compute Rajesh’s Net Annual Value of the
property for the A.Y. 2026-27. [SMQ.]

Answer 2
For the P.Y. 2025-26, Mr. Rajesh, a British national, is resident and ordinarily resident in India.
Therefore, income received by him by way of rent of the house property located in London is to be

included in the total income in India. Municipal taxes paid in London is be to allowed as deduction
from the gross annual value.

Computation of Net Annual Value of the property of Mr.

Value (£ 10,000 x 12 x 95)
| Less: Municipal taxes paid (£ 8,000%95)

1,14,00,000
/ 7,60,000
— 1,06,40,000

} Gross Annual

|| Net Annual Value (NAV)

Question 3 LV uStration [Interest Calculation]

Mr. Manas owns two house properties one at Bombay, wherein his family resides and the
other at Delhi, which is unoccupied. He lives in Chandigarh for his employment purposes in
a rented house. For acquisition of house property al Bombay, he has taken a loan of Z 30
lakh@10% p.a. on 1.4.2024. He has not repaid any amount so far. In respect of house
property at Delhi, I:e has taken a loan of ¥ 5 lakh@11% p.a. on 1.10.2024 towards repairs.
Compute the deduction which would be available to him u/s 24(b) for A.Y.2026-27 in respect
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of interest payable on such loan if he exercises the option of shn‘tmg out of the default tax
regime provided u/s 115BAC(1A). . : [sMQ]

Answer 3

Mr. Manas can claim benefit of Nil Annual Value in respect of his house property at Bombay af’d
Delhi, since no benefit is derived by him from such properties, and he cannot occupy such properties
due to reason of his employment at Chandigarh, where he lives in a rented house.

Computatlon of deductmn u/s 24(b) for A. Y 2026—27

el p Aas .’._fl.'_-.‘. :’,
Tho T

Interest on loan taken for acqmsrtlon of resndentlal house propcrly at Bombay 2,00,000
30,00,000 x 10% = ¥ 3,00,000 Restricted to T 2,00,000 :

II Interest on loan taken for repair of residential house property at Delhi 2
5,00,000 x 11% =T 55,000

Restricted to T 30,000 30,000
Total interest 2,30,000
Deduction u/s 24(b) in respect of (I) and (II) above to be restricted to | —2,00,000
WRQuestion4 (_Pg 3%) Tllustrakon 4- [HP Income with Unrealized Rent]

Anirudh has a property whose municipal valuation is ¥ 1,30,000 p.a. The fair rent is
< 1,10,000 p.a. and the standard rent fixed by the Rent Control Act is ¥ 1,20,000 p.a. The
property was let out for a rent of ¥ 11,000 p.m. throughout the previous year.

Unrealized rent was ¥ 11,000 and all conditions prescribed by Rule 4 are satisfied. He paid
municipal taxes @10% of municipal valuation. Interest on borrowed capital was % 40,000 for

the year. Compute his income from house property for A.Y.2026-27. 35600  [sM Q]
(Yestion 5 C ?9 %3> Jllustation S [HP Income with Unrealized Rent]
And Nacancy

Ganesh has a property whose municipal valuation is ¥ 2,50,000 p.a’ The fair rent is
¥ 2,00,000 p.a. and the standard rent fixed by the Rent Control Act is ¥ 2,10,000 p.a. The
property was let out for a rent of ¥ 20,000 p.m. However, the tenant vacated the property on
31.1.2026. Unrealised rent was ¥ 20,000 and all conditions prescribed by Rule 4 are
satisfied. He paid municipal taxes @8% of municipal valuation. Interest on borrowed capital
was T 65,000 for the year. Compute the income from house property of Ganesh for A.Y.

. 2026-27. 431000 BN A
Questionﬁ (PS%S) Illustrotion © [SOP —~ interest Deduction]

" Poorna has one house property at Indira Nagar in Bangalore. She stays with her family in
the house. The rent of similar property in the neighbourhood is ¥ 25,000 p.m. The municipal
valuation is ¥ 2,80,000 p.a.. Municipal taxes paid is ¥ 8,000. The house construction began
in April 2019 with a loan of ¥ 20,00,000 taken from SBI Housing Finance Ltd. @9% p.a. on
1.4.2019. The construction was completed on 30.11.2021. The accumulated interest up to
31.3.2021 is T 3,60,000. On 31.3.2026, Poorna paid ¥ 2,40,000 which included ¥ 1,80,000
as interest. There was no principal repayment prior to this date. Compute Poorna's income
from house property for A.Y. 2026-27 assume she exercises the option of shifting out of the
default tax regime provided u/s 115BAC(1A).  ((2,00000) [SM Q.

=<CA Bhanwar Borana. .

T T e e -



- q @

S e e G

e W . . W

e
il i ’“—'? b O itk 0 i
Y BT B AR oA e

Qges‘fﬁbn gl ?(3 9’2_} Tilustration & [More than 2 SOP’s]

“""CA Bhanwar Borana

s e o ‘;."-\

Q/yeﬁn i ('? D) T [lustation #+ [Partly Igt'-\octlt & gartlz SOP timewise ]

Smt. Raj:glakshmi owns a house property at Adyar in Chennai. Th\é municipal value of the
Property is T 5,00,000, fair rent is % 4,20,000 and standard rent is ¥ 4,80,000. The property
was let-out for ¥ 50,000 P.m. up to December 2025. Thereafter, the tenant vacated the
Property and Smt. Rajalakshmi used the house for self-occupation. Rent for the months of
: Novgmber and December 2025 could not be realised in spite of the owner’s efforts. All the
conditions prescribed under Rule 4 are satisfied. She paid municipal taxes @12% during the
year. She had paid interest of % 25,000 during the year for amount borrowed for repairs for
the house property. Compute her income from house property for the A.Y. 2026-27. [SM Q.]

ganss;l;lzhas three houses, all of which are self-occupied. The particulars of the houses for
g Py

T=

¥3,00,000| 3,60,000( %3,30,000
Fair rent p.a. ¥3,75,000f ¥2,75,000| ¢%3,80,000
Standard rent p.a. 73,50,000f ¥3,70,000| T 3,75,000
Date of completion/purchase 31.3.2000| 31.3.2002| 01.4.2016
Municipal taxes paid during the year 12% 8% 6%
Interest on money borrowed for repair of - % 65,000

property during the current year

Interest  for current year on money ¥ 1,75,000
borrowed in April, 2016 for purchase of Property

Compute Ganesh's income from house property for A.Y.2026-27 and suggest which houses
should be opted by Ganesh to be assessed as self-occupied so that his tax liability is

minimum. (" sMQ]
Question 9 [more than 2 SOP’s]

Ms. Pihu has three houses, all of which are self-occupied. The particulars of these houses
are given below:

(Valuein) ...
Muhicipal Valuation per annum 1,30,000 1,20,000 1,20,000 |
Fair Rent per annum 1,10,000 1,85,000 1,45,000
Standard rent per annum ' 1,00,000 1,90,000 1,30,000

Date of completion | 30-01-2005| 31-07-2008| 31.5.2011

Municipal taxes payable during the year (paid 12% 9% 10%
for House Il & Ill only)
Interest on money borrowed for repair of - 75,000

property during current year 1 |
You are required to compute Pihu's income from house property for the Assessment Year
2026-27 and suggest which houses should be opted by Pihu to be a'ssessed‘a's self-
occupied so that her tax liability is minimum. Assume she exercise the option of shifting out




of the default tax regime provided u/s 115BAC(1A). [RTP N-20]

Answer 9 -

In this case, Pihu has more than two house properties for self-occupation. As per section 23(4), Pihu
can avail the benefit of self-occupation (i.e., benefit of “Nil” Annual Value) only in respect of any
two of the house properties, at her option. The other house property would be treated as “deemed let-
out” property, in respect of which the Expected rent would be the gross annual value. Pihu should,
therefore, consider the most beneficial option while deciding which house properties should be
treated by her as self-occupied.

OPTION 1 [House I & II - Self-occupied and House I1I- Deemed to be let out]

If House I and II are opted to be self-occupied, Pihu’s income from house property forA.Y.2026-27
would be -

Hoyse II (Self-occupied) [Annual value is Nil, but interest deduction would be
available, subject to a maximum of ¥ 30,000. In case of money borrowed for repair

f’f self-occupied property, the interest deduction would be restricted to ¥30,000, (30,000)
urrespective of the date of borrowing].

House III (Deemed to be let-out) [See Working Note below] 82,600
Income from house property 52,600/

OPTION 2 [House I & III - Self-occupied and House II- Deemed to be let out]

If House I and III are opted to be self-occupied, Pihu’s income from house property forA.Y.2026-27
would be -

Particulars.

House I  (Self-occupied) [Annual value is Nil]

House IT (Deemed to be let-out) [See Working Note below] 46,940
House III (Self-occupied) [Annual value is Nil] Nil
Income from house property 46,940

OPTION 3 [House I — Deemed to be let out and House II & III — Self-occupied]

If House II and III are opted to be self-occupied, Pihu’s income from house property for A.Y.2026-27
would be —

e, T 3 Z : e R R
%ﬁ&%@ﬁi 24 SRR T B R A e Sty T = |
House I (Deemed to be let-out) [See Working Note below]

House II (Self-occupied) [Annual value is Nil, but interest deduction would be
available, subject to a maximum of ¥ 30,000. In case of money borrowed for
repair of self-occupied property, the interest deduction would be restricted to (30,000)
¥30,000, irrespective of the date of borrowing]. ’

House III (Self-occupied) [Annual value is Nil] Nil

Income from house property 40,000

Since Option 3 is more beneficial, Pihu should opt to treat House — II & IlI as Self- occupied and
House I as Deemed to be let out, in which case, her income from house property would be ¥ 40,000

for the A.Y. 2026-27.

Working Note:
Computation of income from House I, II and House III assuming that all are deemed to be let
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Gross Annual Value (GAV)
Expected rent is the GAV of house property
Expected rent= Higher of Municipal Value and Fair Rent but| 1,00,000|  1,85,000  1,30,000
restricted to Standard Rent
Less:  Municipal taxes (paid by the owner during the Nil 10,800 12,000
previous year)
Net Annual Value (NAV) 1,00,000| 1,74,200) 1,18,000
Less:  Deductions u/s 24
(a) 30% of NAV 30,000 52,260 35,400
(b) Interest on borrowed capital (allowed in full in
casc of deemed let out property) . 75,000 =
| Income from deemed to be let-out house property 70,000 46,940 82,600

'-\,QUESfibn 10 ( P‘j 36) FII ustrgtion 9 [Partly let-out & partly SOP areawise]

Prem owns a house in Madras. During the previous year 2025-26, 2/3rd portion of the
house was self-occupied and 1/3rd portion was let out for residential purposes at a rent of ¥
8,000 p.m. Municipal value of the property is  3,00,000 p.a., fair rent is Z 2,70,000 p.a. and
slandard rent is ¥ 3,30,000 p.a. He paid municipal taxes @10% of municipal value during
the year. A loan of ¥ 25,00,000 was taken by him during the year 2019 for acquiring the
property. Interest on loan paid during the previous year 2025-26 was ¥ 1,20,000. Compute
Prem's income from house property for the A.Y. 2026-27, assuming that he has exercised
the option of shifting out of the default tax regime provided u/s 115BAC(1A).

What would be Prem'’s income from house property under the default tax regime?
gg-oufr'.éop = (30,000) , LOP = 23000 -
ov

“uestion 11 I lug'f‘(O‘HDﬂ 10
Mr. Anand sold his residential house property in March, 2025.

In June, 2025, he recovered rent of T 10,000 from Mr. Gaurav, to whom he had let out his
house for two years from April 2019 to March 2021. He could not realize two months rent of
¥ 20,000 from him and to that extent his actual rent was reduced while computing income
from house property for A.Y.2021-22.

Further, he had let out his property from April, 2021 to February, 2025 to Mr. Satish. In April,
2023, he had increased the rent from ¥ 12,000 to ¥ 15,000 per month and the same was a
subject matter of dispute. In September, 2025, the matter was finally settled and Mr. Anand
received ¥ 69,000 as arrears of rent for the period April 2023 to February, 2025. Would the
recovery of unrealised rent and arrears of rent be taxable in the hands of Mr. Anand, and if
so in which year? [SMQ.)]

Answer 11

Since the unrealised rent was recovered in the P.Y. 2025-26, the same would be taxable in
the A.Y. 2026-27 uls 25A, irrespective of the fact that Mr. Anand was not the owner of the
house in that year. Further, the arrears of rent was also received in the P.Y. 2025-26, and
hence the same would be taxable in the

A.Y. 2026-27 u/s 25A, even though Mr. Anand was not the owner of the house in that year.

[SM Q)]
Default = 50f: Nil, LOP - 23000

[Recovery of Unrealized and arrears of Rent]
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computing income from house property of Mr. Anand for A.Y. 2026-27.

2y Hiam ] __ b o A%,
(i) Unrealised rent recovered 10,000
(ii) Arrears of rent received 69,000

79,000
Less: Deduction@30% 23,700
Income from house property 55’3031

ion of income from house property of Mr. Anand for A.Y. 2026-27

B e

A deduction of 30% of unrealised rent recovered and arrears of rent would be allowed while

[Co ownership of HP.]

M.s. Aparna co-owns a residential house property in Calcutta along with her sister Ms.
Dimple, where her sister's family resides. Both of them have equal share in the property and
the same is used by them for self-occupation. Interest is payable in respect of loan of ¥
50,00,000@10% taken on 1.4.2024 for acquisition of such property. In addition, Ms. Aparna
owns a flat in Pune in which she and her parents reside. She has taken a loan of ¥

3,00,000@12% on 1.10.2024 for repairs of this flat.

Compute the deduction which would be available to Ms. Aparna and Ms. Dimple u/s 24(b)
for A.Y.2026-27 if both exercise the option of shifting out of the default tax regime provided

u/s 115BAC(1A).

Answer 12

Computation of deduction u/s 24(b) available to Ms. Aparna for A.Y.2026-27

[SM Q.]

4
3 Wy ' :

R A S T
N NATy ol rare ey L

. Particul

L i e ot

I Interest on loan taken for acquisition of residential house property at Calcutta 3
50,00,000 x 10% =¥ 5,00,000
Ms. Aparna’s share = 50% of ¥ 5,00,000 =X 2,50,000

Deduction u/s 24(b)

Restricted to T 2,00,000 2,00,000
Il Interest on loan taken for repair of flat at Pune¥ 3,00,000 x 12% =< 36,000

Restricted to T 30,000 30,000
Total interest 2,30,000
Deduction u/s 24(b) in respect of (I) and (II) above to be restricted to 2,00,000

Computation of deduction u/s 24(b) available to Ms. Dimple for A.Y.2026-27
Interest on loan taken for acquisition of residential house property at Calcutta I
50,00,000 x 10% = ¥ 5,00,000
Ms. Dimple’s share = 50% of ¥ 5,00,000 = ¥ 2,50,000
Restricted to ¥ 2,00,000 2,00,000
2,00,000

B
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Questlon 13 ( 93 9‘-}) Proctica) &1 [Co ownership of HP.]
Mr. Raman is a co-owner of a house property along with his brother holding equal share in
the property.

Municipal value of the property 1,60,000
Fair rent 1,50,000
Standard rent under the Rent Control Act 1,70,000
Rent received 15,000 p.m.

The loan for the construction of this property is jointly taken and the interest charged by the
bank is ¥ 25,000, out of which ¥ 21,000 has been paid. Interest on the unpaid interest is T
450. To repay this loan, Raman and his brother have taken a fresh loan and interest
charged on this loan is ¥ 5,000.

=

The municipal taxes of ¥ 5,100 have been paid by the tenant.
Compute the income from this property chargeable in the hands of Mr. Raman for the A.Y.

2026-27. 96000 : /2 RamanN = 4UBOCO , 1/2 Efgg“% [SMQ]

o = O
_Question 14 (P9 23 ) pFUd’LC.G\J Qe [Partly Iet-g_ut\Propert!{ areawise ]
Mr. X owns one residential house in Mumbai. The house is having two |dentlca units. First

unit of the house is self-occupied by Mr. X and another unit is rented for ¥ 8,000 p.m. The
rented unit was vacant for 2 months during the year. The particulars of the house for the
previous year 2025-26 are as under:

Standard rent 2 1,62,000 p.a. 1000

Municipal valuation ¥1,90,000 pa. 95000 VY

Fair rent 31,85000p.a 92500

Municipal tax (Paid by Mr. X) 15% of municipal valuation CS /. in

Light and water charges T o < 500 p.m. Medule )

interest on borrowed capital Z 1,500 p.m. S0P = (9000)

Lease money g nDic < 1,200 p.a. LOP = 3302S

insurance charges 1m0 @@ % 3,000 p.a.

Repairs T gDo¢@ ¥12,000 p.a.

Compute income from house property of Mr. X for the A.Y. 2026-27 if he exercise the option

of shifting out.of the default tax regime provided u/s 115BAC(1A). [SM Q.]
Cluestion 15 (?3 %9) Practical &3 . [Partly let-out property areawise]

Mr. Vikas owns a house property whose Municipal Value, Fair Rent and Standard Rent are

Z 96,000, ¥ 1,26,000 and ¥ 1,08,000 (per annum), respectively. 200D 13 non 24000

During the Financial Year 2025-26, one-third of the portion of the house was let out for

residential purpose at a monthly rent of ¥ 5,000. The remaining two-third portion was self-

occupied by him. Municipal tax @ 11 % of municipal value was paid during the year.

T|1(J construction of the house began in June, 2018 and was completed on 31-5-2021. Vikas
ook a loan of T 1,00,000 en 1-7-2018 for the construction of building.

He paid interest on loan @ 12% per annum and every month such interest was paid.

Compute income from house property of Mr. Vikas for the Assessment Year 2026-27 if he
exercise the option of shifting out of the default tax regime provided u/s 115BAC(1A).
soP= (12900) K LOP = 33336
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Question 16 (?Cj 101) Proctical Q4 . [Computation of House Property]
Mrs. Rohini Ravi, a citizen of the U.S.A., is a resident and ordinarily resident in India during
the financial year 2025-26. She owns a house property at Los Angeles, [

U.S.A., which is used as her residence. The annual value of the house is $ 20,000. The
value of one USD ($) may be taken as ¥ 75.

She took ownership and possession of a flat in Chennai on 1.7.2025, which is uged for self- |
occupation, while she is in India. The flat was used by her for 7 months only during the year -
ended 31.3.2026. The municipal valuation is ¥ 3,84,000 p.a. and the fair rent is T 4,20,000 |
p.a. She paid the following to Corporation of Chennai:
Property Tax % 16,200
Sewerage Tax % 1,800

She had taken a loan from Standard Chartered Bank in June, 2023 for purchasing this flat.
Interest on loan was as under:

et = e

o i
Period prior to 1.4.2025 |:
1.4.2025 t0 30.6.2025 50,800 |
1.7.2025 to 31.3.2026 1,31,300 E

She had a house property in Bangalore, which was sold in March, 2022. In respect of this
house, she received arrears of rent of ¥ 60,000 in March, 2026. This amount has not been
charged to tax earlier.

Compute the income chargeabie from house property of Mrs. Rohini Ravi for the
assessment year 2026-27 if she exercise the option of shifting out of the default tax regime
provided u/s 115BAC(1A). [SM Q.]

Answer 16

Since the assessee is a resident and ordinarily resident in India, her global income would form part of

her total income i.e., income eamned in India as well as outside India will form part of her total
income.

S e

T T TR T T Y

She possesses a self-occupied house at Los Angeles as well as at Chennai. She can take the benefit of
“Nil” Annual Value in respect of both the house properties.

As regards the Bangalore house, arrears of rent will be chargeable to tax as income from house b
property in the year of receipt u/s 25A. It is not essential that the assessee should continue to be the
owner. 30% of the arrears of rent shall be allowed as deduction.

Accordingly, the income from house property of Mrs. Rohini Ravi for A.Y.2026-27 will be
calculated as under:

e

1. Self-occupied house at Los Angeles l"
Annual value - Nil }
Less: Deduction w/s 24 Nil l
Chargeable income from this house property Nil |

2. Self-occupied house property at Chennai |
Annual value ‘ ' |
Less: Deduction u/s 24 i

1,91,940
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# Interest on borrowed capital (See Note below) (1,91,940) .
g 3. Arrears in respect of Bangalore property (Section 25A)

k. Arrears of rent received 60,000

E Less: Deduction @ 30% w/s 25A(2) 18,000 e

r Loss under the head "Income from house property” (1,49,940)

% 1,82,100
Add: 1/5th of pre-construction interest ( 49,200 x 1/5) 9,840 | E&
f  Interest deduction allowable u/s 24 1,91,940 | &

Gluestion 17 LDR Pradhcal Q'S [Partly let-out property areawise & Co ownership |

( P9 100) Two brothers Arun and Bimal are co-owners of a house property with equal share. The

property was constructed during the financial year 2017-2018. The property consists of eight
identical units and is situated at Cochin.

During the ﬁpancial year 2025-26, each co-owner occupied one unit for residence and the
balance of six units were let out at a rent of Z 12,000 per month per unit. The municipal g

value of the house property is ¥ 9,00,000 and the municipal taxes are 20% of municipal E
B value, which were paid during the year. The other expenses were as follows:

TR

4

; (i) Repairs 40,000
b (i) Insurance premium (paid) 15,000
; (iif) Interest payable on loan taken for construction of house 3,00,000 _‘;

One of the let out units remained vacant for four months during the year.

Arun could not occupy his unit for six months as he was transferred to Chennai. He does not
own any other house.

i The other income of Mr. Arun and Mr. Bimal are ¥ 2,90,000 and % 1,80,000, respectively, for §
; the financial year 2025-26.

Compute the income under the head ‘Income from House Property’ and the total income of
two brothers for the A.Y. 2026-27 if they pay tax under the default tax regime u/s 115BAC.

Also, show the computation of income under this head, if they both exercised the option of :
shifting out of the default tax regime provided u/s 115BAC(1A). % s Q7

Question 18 [Partly let-out property timewise ]

Mrs. Daya, a resident of India, owns a house property at Panipat in Haryana. The Municipal
value of the property is ¥ 8,50,000, Fair Rent of the property is ¥ 7,30,000 and Standard
Rent is ¥ 8,20,000 per annum. The property was let out for ¥ 85,000 per month for the
period April 2025 to December 2025

‘hereafter. the tenant vacated the property and Mrs. Dayva used the house for self- |
occupation. Rent for the months of November and December 2025 could not be realized
from the tenant. Mrs. Daya has not instituted any legal proceedings for recovery of the
unpaid rent.

She paid municipal taxes @ 12% during the year and paid interest of ¥ 50,000 during the
year for amount borrowed towards repairs of the house property.
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You are required to compute her income from house property for the A.Y. 2026-27.

Answer 18

Question 19 (_D R

[RTP M-20]

Computation of income from house pr
Computation of Gross Annual Value

Expected Rent for the whole year = Higher of Municipal Value of ¥
8,50,000 and Fair Rent of T 7,30,000, but restricted to Standard Rent of
T 8,20,000

Actual rent receivable for the let-out period = ¥ 85,000 * 9

[Unrealised rent is not deductible from actual rent in this case since
Mrs. Daya has not instituted any legal proceedings for recovery of
unpaid rent. Hence, one of the conditions laid out in Rule 4 has not
been fulfilled]

GAV is the higher of Expected Rent for the whole year and Actual rent
received/receivable for the let-out period

Gross Annual Value (GAV)

Less:  Municipal taxes (paid by the owner during the previous year)
= 12% of T 8,50,000

Net Annual Value (NAV)
Less:  Deductions u/s 24
(a) 30% of NAV =30% of T 7,18,000

(b) Interest on amount borrowed for repairs (Fully allowable
as deduction, since it pertains to let- out property)

Income from house property

8,20,000
7,65,000
8,20,000
8,20,000
1,02,000
7,18,000
2,15,400
50,000| 2,65,400
4,52,600

[Party let-out property Areawise + Timewise + Interest Calculation]

Pslw’gflr, Naveen and Mr. Vikas constructed their houses on a piece of land purchased by them at
Delhi. The built up area of each house was 1,800 sq. ft. ground floor and an equal area in
the first floor. Naveen started construction on 1-04-2023 and completed on 1-04-2025. Vikas
started the construction on 1-04-2023 and completed the construction on 30-09-2025.
Naveen occupied the entire house on 01-04-2025. Vikas occupied the ground floor on 01-
10-2025 and let out the first floor for a rent of 20,000 per month. However, the tenant
vacated the house on 31-12-2025 and Vikas occupied the entire house during the period

60

01-01-2026 to 31-03-2026.
Following are the other information

(i) Fair rental value of each unit - % 1,00,000 per annum (ground floor ffirst floor)
(i) Municipal value of each unit (ground floor / first floor) - ¥ 72,000 per annum

(iii) Municipal taxes paid by
Naveen — ¥ 8,000
Vikas — Z 8,000

(iv) Repair and maintenance charges paid by
Naveen — % 28,000

CA Bhanwar Borana
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Vikas - ¥ 30,000
Naveen has availed a housing loan of Z 15 lakhs @ 12% p.a. on 01-04-2023. Vikas has

availed a housing loan of ¥ 10 lakhs @ 10% p.a. on 01-07-2023. No repayment was made
by either of them till 31-03-2026. Compute income from house property for Naveen and

Vikas for the previous year 2025-26 if both exercise the option of shifting out of the default
tax regime provided u/s 115BAC(1A). [MTP Q.]

Question 20

| Chapter4: Income from HoUSEPF

[Party let-out property Areawise]

Mr. Ramesh constructed a big house (construction completed in Previous Year 2008 -09)

with 3 independent units. Unit - 1 (90% of floor area) is let out for residential purpose at

' monthly rent of ¥ 15,000. A sum of ¥ 3,000 could not be collected from the tenant and a
! notice to vacate the unit was given to the tenant. No other property of Mr. Ramesh is
occupied by the tenant. Unit - 1 remains vacant for 2 months when it is not put to any use.

Unit - 2 (25% of the floor area) is used by Mr. Ramesh for the purpose of his business, white

Unit - 3 (the remaining 25%) is utilized for the purpose of his residence. Other particulars of
the house are as follows:

Municipal valuation - ¥ 1,88,000
Fair rent - ¥ 2,48,000

E Standard rent under the Rent Control Act - 2 2,28,000
Municipal taxes - ¥ 20,000 Repairs - ¥ 5,000

Interest on capital borrowed for the construction of the property - ¥ 60,000, ground rent
X 6,000 and fire insurance premium paid - Z 60,000.

Income of Ramesh from the business is T 1,40,000 (without debiting house rent and other |
incidental expenditure).

Determine the taxable income of Mr. Ramesh for the assessment year 2026-27 if he opted |
out from default taxation regime u/s 115BAC.

Answer 20

Computation of Taxable Income of Mr. Ramesh for A.Y. 2026-27 under the regular provisions
of the Act

unt ) | Amount @)

Income from house property

Unit - 1 [50% of floor area - Let out]

Gross Annual Value, higher of

Expected rent I 1,14,000 [Higher of Municipal Value of ¥
94,000 p.a. and Fair Rent of ¥ 1,24,000 p.a., but restricted to
Standard Rent of ¥ 1,14,000 p.a.]

Actual rent ¥ 1,47,000 [X 15,000 x 10] less unrealized rent' of ¥

3,000
Gross Annual Value {7000
(Alternatively, ¥ 1,50,000 can be shown as actual rent and gross =
annual value, and thereafter, deduct T 3,000 unrealized rent
therefrom)
Less: Municipal taxes [50% of 20,0007 10,000
Net annual value 1,37,000

1  Since the conditions laid down under Rule 4 of Income-tax Rules, 1962, are satisfied.
2 Assumed to have been paid during the year by Mr. Ramesh.
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Less: Deductions from Net Annual Value
(a) 30% of Net Annual Value
(b) Interest on loan [50% of T 60,000]

65,900

Unit — 3 [25% of floor area — Self occupied]
Net Annual Value

Less: Interest on loan [ 25% of T 60,000]

Income from house property
Profits and gains from business or profession

Business Income [without deducting expenditure on Unit - 2 25%
floor area used for business purposes]

Less: Expenditure in respect of Unit -2

- Municipal taxes [25% of T 20,000'] 5,000
- Repairs [25% of T 5,000] | 1,250
- Interest on loan [25% of ¥ 60,000) 15,000
- Ground rent [ 25% of T 6,000] 1,500

15,000

- Fire Insurance premium [25% of ¥ 60,000]

Taxable Income

(15.000)

1,40,000

37,750

50,900

1.02.250

1,53.150

1
62

Assumed to have been paid on or before the due date u/s 139(1).
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Notebool Pagl  O4 | CHAPTER

Qluestion 1 Pq 13(2) Duustrotion 4 [Depreciation Calculation]
Mr. X, a proprietor engaged in manufacturing business, furnishes the following particulars:

| s e N K Y - -ﬁ."': ',-."”’}.‘ ., T «-t:,;’-g— .’ ,;._,!_..[;(_}_. J.«?"'.‘

Particulars {0 % et SR

= (1) | Opening balance of plant and machinery as on 1.4.2025 (i.e., WDV as| 30,00,000
' on 31.3.2025 after reducing depreciation for P.Y. 2024-25) 1

"1 (2) |New plant and machinery purchased and put to use on 08.06.2025 20,00,000
11| (3) | New plant and machinery acquired and put to use on 15.12.2025 8,00,000
40| (4) | Computer acquired and installed in the office premises on 2.1.2026 3,00,000

Compute the amount of depreciation and additional depreciation as per the Income-tax Act,
1961 for the A.Y. 2026-27 if Mr. X has exercised the option of shifting out of the default tax

regime provided u/s 115BAC(1A). Assume that all the assets were purchased by way of
account payee cheque. [SM Q)

Qluestion 2 Tilustratien 2 [Depreciation Calculation]

A car purchased by Dr. Soman on 10.08.2022 for % 5,25,000 for personal use is brought into

professional use on 1.07.2025 by him, when its market value was ¥ 2,50,000.

Compute the actual cost of the car and the amount of depreciation for the assessment year

2026-27 assuming the rate of depreciation to be 15%. [SM Q]
Answer 2

As per section 43(1), the expression “actual cost” would mean the actual cost of asset to the assessee,

The purchase price of ¥ 5,25,000 is, therefore, the actual cost of the car to Dr. Soman. Market

value
(1.e. T 2,50,000) on the datc when the asset is brought into professional use is not

relevant.

Therefore, amount of depreciation on car as per section 32 for the A.Y.2026-27 would be T 78,750,
being T 5,25,000 x 15%.

Note: Explanation 5 to section 43(1) providing for reduction of notional depreciation from the date of
acquisition of asset for personal use to determine actual cost of the asset is applicable only in case of

building which is initially acquired for personal use and later brought into professional use. It is not
applicable in respect of other assets.

Qluestion 3 1914 2) TiIustraton 3 [Depreciation Calculation]

A newly qualified Chartered Accountant Mr. Dhaval, comme
the following assets in his office during F.Y. 2025-26 at the
Calculate the amount of depreciation that can be claimed fr

nced practice and has acquired
cost shown against each item.
om his professional income for
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1 Computer mcluding computer software | 27 Sept., 25(fu// 10ct., 25 35,000
2. |Computer UPS [ 11 yo’) 2 Oct,, 25|j1:1( 80ct, 25| 8500
3. |Computer printer [ £ 1Y wo'l 1 0ct., 25| Fuil 1 Oct., 25 12,500
4. |Books (other than annual publications 1Apr., 25| ') 1 Apr., 25 13,000
are of ¥ 12,000) P& ) Lo/,
5. |Office furniture { (t | o u i@ C to '/ 1Apr., 25|l 1Apr, 25 3,00,000
(Acquired from a practicing C.A.) .
6. [Laptop PRM) Lo /. 26 Sep., 25|Half8 Oct, 25| 43,000
[SM Q]

[Depreciation Calculation]

Mr. Gamma, a proprietor started a business of manufacture of tyres and tubes for motor
vehicles on 1.1.2025. The manufacturing unit was set up on 1.5.2025. He commenced his
manufacturing operations on 1.6.2025. The total cost of the plant and machinery installed in
the unit is T 120 crore. The said plant and machinery included second hand plant and
machinery bought for ¥ 20 crore and new plant and machinery for scientific research relating
to the business of the assessee acquired at a cost of T 15 crore

Compute the amount of depreciation allowable under section 32 of the Income-tax Act, 1961
in respect of the assessment year 2026-27. Assume that all the assets were purchased by
way of account payee cheque and Mr. Gamma has exercised the option of shifting out of
the default tax regime provided u/s 115BAC(1A). [SM Q]

[Depreciation Calculation]

Mr. Venus., engaged in manufacture of pesticides, furishes the following particulars
relating to its manufacturing unit at Chennai, for the year ending 31-3-2026:

Additional information:

o All assets were purchased by A/c payee cheque.

o All assets were put to use immediately.

» New machinery purchased on 1-12-2025 and computer have been installed in the office.
o During the year ended 31-3-2025, a new machinery had been purchased on 31-10-

2624 2025-for T 10 lakhs. Additional depreciation, besides normal depreciation, had been

claimed thereon. 1L %y ) Y

e

 Depreciation rate for machinery may be taken as 15%.

¢ The assessee has no brought forward business loss or unabsorbed depreciation as on
1.4.2025.
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WDV of F’Iant and Machmery on 31.3.2025 (before deprecaatlon) 30.000
Depreciation including additional depreciation for P.Y. 2024-25 47505
New machinery purchased on 1-9-2025 (v (! 10.00
New machinery purchased on 1-12-2025 o'y / éa 8.00
Computer purchased on 3-1-2026  ¢'o!fc  eid] 4.00
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Compute the depreciation available to the assessee as per the provisions of the Income-tax
Act, 1961 and the WDV of different blocks of assets as on 31-3-2026 if -

(i) he exercises the option of shifting out of the default tax regime provided under section
115BAC(1A)

(i) he pays tax under the default tax regime under section 115 BAC.
Answer 5

| Computation of written down value of block of assets of Venus Ltd. as on 31.3.2026

-~

R S : <2
Lo ann < Tty o A FLy Ty o g [ aisks e b pr s ki . im e :T"?','-;-_..
Written down value (as on 31.3.2025) 30.00 Nil
Less: Depreciation including additional depreciation for 475 E
P.Y. 2024-25
Opening balance as on 1.4.2025 25.25
Add: Actual cost of new assets acquired during the year
New machinery purchased on 1.9.2025 10.00 -
| New machinery purchased on 1.12.2025 8.00 -
Computer purchased on 3.1.2026 - 4.00
43.25 4.00
Less: Assets sold/discarded/destroyed during the year Nil Nil
Written Down Value (as on 31.03.2026)
43.25 4.00

(i) If Mr. Venus exercises the option of shifting out of the default tax regime provided under
section 115BAC(1A)
In this case, since his income would be computed under the optional tax regime as per the normal
provisions of the Act, he would be entitled for normal depreciation and additional depreciation,
subject to fulfilment of conditions.

Computation of depreciation for A.Y. 2026-27

S R Ao e
S e SR C Rinlaes)
et 3 Y SRR o Lok T S Gy e URin o] i _,1 e
I. | Assets put to use for more than 180 days, eligible
for 100% depreciation calculated applying the
eligible rate of normal depreciation and
additional depreciation
Normal Depreciation
WDV of plant and machinery
(2 25.25 lacs x 15%) 3.79 -
- New Machinery purchased on 1.9.2025
(% 10 lacs x 15%) 1.50 g
(A) 5.29 -
Additional Depreciation
New Machinery purchased on 1.9.2025 (X 10 lakhs 2.00 i
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X 20%) -
Balance additional depreciation in respect of new
machinery purchased on 31.10.2024 and put to use 1.00
for less than 180 days in the P.Y. 2024-25 (¥ 10 00
lakhs x 20% x 50%) %
(B) THE TNl
Assets put to use for less than 180 days, eligible
for 50% depreciation calculated applying the
cligible rate of normal depreciation and
additional depreciation, if any
New machinery purchased on 1.12.2025 [¥ 8 lacs x 0.60
7.5% (i.e., 50% of15%)]
Computer purchased on 3.1.2026 [ 4 lacs x 20% & 0.80
(50% of 40%)]
(©) 0.60 0.80|
Total Depreciation (A+B+C) 8.89 lacid

(1) As per section 32(1)(iia), additional depreciation is allowable in the case of any new machinery

or plant acquired and installed after 31.3.2005, by an assessee engaged, inter alia, in the business
of manufacture or production of any article or thing, at the rate of 20% of the actual cost of such

machinery or plant.

However, additional depreciation shall not be allowed in respect of, inter alia,~

(i) any office appliances or road transport vehicles;

(ii) any machinery or plant installed in, inter alia, office premises.

In view of the above provisions, additional depreciation cannot be claimed in respect of -

(i) Machinery purchased on 1.12.2025, installed in office and

(i) Computer purchased on 3.1.2026, installed in office.

(2) Balance additional depreciation@10% on new plant or machinery acquired and put to use for less

than 180 days in the year of acquisition which has not been allowed in that year, shall be allowed

in the immediately succeeding previous year.
Hence, in this case, the balance additional depreciation@10% (i.e., ¥ 1 lakhs, being 10% of ¥ 10
lakhs) in respect of new machinery which had been purchased during the previous year 2024-25 and
put to use for less than 180 days in that year can be claimed in P.Y. 2025-26 being immediately
succeeding previous year.

(i) If Mr. Venus pays tax under default tax regime under section 115BAC

In this case, under the default tax regime as per section 115BAC, he would be entitled only for

normal depreciation but not additional depreciation.
Computation of depreci

ation for A.Y. 2026-27

TR0

) B AR
i Tlanb & 8
ily. Machinery

mputer (3 in
lacsy

ok
o L0 e e e IR

3y

Assets put to u

100% depreciation calculated applying the eligible
rate of normal depreciation

Normal Depreciation
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- WDV of plant and machinery (¥ 25.25 lacs x 15%)
- New Machinery purchased on 1.9.2025

(X 10 lacs x 15%)
(A)

I

Assets put to use for less than 180 days, eligible for
50% depreciation calculated applying the eligible
rate of normal depreciation

Normal Depreciation
New machinery purchased on 1.12.2025 [% 8 lacs x 7.5%
(1.e., 50% of 15%)]

Computer purchased on 3.1.2026 [T 4 lacs x 20% (50%
of 40%)]

(©)

Total Depreciation (A+B+C)

1.50 -
529 -
0.60 -

- 0.80
0.60 0.80
5.89 0.80

Question 6 Prackcal Q-9

[Depreciation Calculation]

Mr. Abhimanyu is engaged in the business of generation and distribution of electric power.
He opts to claim depreciation on written down value for income-tax purposes. From the
following details, compute the depreciation allowable as per the provisions of the Income-tax

Act, 1961 for the assessment year 2026-27, assuming he has exercised the o

shifting out of the default tax regime provided u/s 115BAC(1A):

(i) WDV of block as on 31.3.2025 (15% rate) (before depreciation)
(i) Depreciation for P.Y. 2024-25

(iii) New machinery purchased on 12-10-2025

(iv) Machinery imported from Colombo on 12-4-2025.

(T in lacs)
50

7.50

10

9

This machine had been used only in Colombo earlier and the assessee is the first user

Answer 6

in India.
(v) New computer installed in generation wing unit on 15-7-2025 2
All assets were purchased by A/c payee cheque. [SM Q)
Computation of written down value of block of assets of Venus Ltd. as on 31.3.2026

o PR RIRER B 2R A R TR Yo St “;ﬁ : IC(??E\:;;E.

Written down value (as on 31.3.2025) 50.00 -

Less: Depreciation including additional depreciation for P.Y. 7.5 -

2024-25

Opening balance as on 1.4.2025 42.5

Add: Actual cost of new assets acquired during the year

New machinery purchased on 12.4.2025 9.00 2

New machinery purchased on 12.10.2025 10.00 .

Computer purchased on 15.07.2025 = 2.00
61.5 2.00

CA Bhanwar Borana
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Less: Assets soldfdiYed d .. i
Written Down Value (as on 31.03.2026)

putation of

Depreciation for A.Y. 2026-27

Com
g T

gy TN

o g B

Assets put to use for more than 180 days, éligihle
for 100% depreciation calculated applying the
eligible rate of normal depreciation and additional
depreciation
Normal Depreciation 6375
- WDV of plant and machinery (¥ 42.5 lacs x '
15%)
- New Machinery purchased on 12.04.2025 (X 9 1.35 -
lacs x 15%)
- Computer purchased on 15.07.2025 [T 2 lacs x - 0.8
40% ]
(A) 7.725
Additional Depreciation
New Machinery purchased on 12,10.2025 (T 10 lakhs 1.00
x 10%)
Additional Depreciation@20% on new computer
installed in generation wing of the unit [20% of ¥ 2
lakhs] &
0.4
(B) 1.00
I1. |Assets put to use for less than 180 days, eligible
for 50% depreciation calculated applying the
eligible rate of normal depreciation and additional
depreciation, if any
Normal Depreciation
New machinery purchased on 1.12.2025 [T 10 lacs x 0.75 )
7.5% (i.e., 50% of 15%)] ’
(©) 0.75 0.40
Total Depreciation (A+B+C) 9.475 1.2
Note:-

The benefit of additional depreciation is available to new plant and machinery acquired and installed
in power sector undertakings. Accordingly, additional depreciation is allowable in the case of any
new machinery or plant acquired and installed by an assessee engaged, inter alia, in the business of
generation, transmission or distribution of power, at the rate of 20% of the actual cost of such
machinery or plant.

CA Bhanwar Borana




. : o | Ry T AT T o ;d"i‘- eion: - ".
ogeadl, e Yt e o s e A R ke e B D rafit R (a v from B - 2o UL e \ ey,
AT R e IO HAR T SProNiE & Galnifrom, B usInes S oLk rOTESSION{E

Therefore, new computer installed in generation wing units eligible for additional depreciation@20%.
Since the new machinery was purchased only on 12.10.2025, it was put to use for less than 18{_) _days
during the previous year, and hence, only 10% (i.e., 50% of 20%) is allowable as additional
depreciation in the A.Y.2026-27. The balance additional depreciation would be allowed in the next
year. .

However, additional depreciation shall not be allowed in respect Cr_f. inter alia, any maghznery or plant
which, before its installation by the assessee, was used either within or outside India by any other
person. Therefore, additional depreciation is not allowable in respect of imported machinery, since it
was used in Colombo, before its installation by the assessee.

Question 7 [Depreciation Calculation]

Dr. Arjun runs a clinic in Delhi. As per new rule in the city, private cars can be plied in the
city only on alternate days. He has purchased a car on 25-09-2025, for the purpose of his
medical profession, as per following details:

Cost of car (excluding GST) 15,00,000

Add: Delhi GST at 14% 2,10,000

Add: Central GST at 14% 2,10,000

Total price of car 19,20,000
| He put his car to use from 25.9.2025 itself. He estimates the usage of the car for personal
* purposes will be 25%. He is advised by his friends that since the car has run only on
i alternate days, half the depreciation, which is otherwise allowable, will be actually allowed.
[ He has started using the car immediately after purchase.

Determine the depreciation allowable on car for the A.Y. 2026-27, if this is the only asset in
the block. If this car would also be used in the subsequent Assessment Year 2027-28 on the
same terms and conditions above, what will be the depreciation allowable? Assume that
there is no change in the legal position under the Income-tax Act, 1961. [RTP M-20 Q]

Answer 7

Computation of depreciation allowance

oG AN e ! £ Rl A 1'5_,%";?._. -?.‘f?_?}"- SRR 0 T B e S et Ay i e P
Particulars” £12f .-:;; e R RS B o i e A 3{ S e
g LR N g - ] eI AR G rt L ST r Toar w-P=ERTERCR 0TS e
|Since the car was put to use for more than 180 days in the P.Y.

2025-26, full
depreciation@15% of ¥ 19,20,000, which is the total price (inclusive of GST) would
| be allowable.

| However, the depreciation actually allowed would be restricted to 75%, since 25% of

usage is estimated for personal use, on which depreciation is not allowable

Depreciation for P.Y.2025-26 = 15% x ¥ 19,20,000 x 75% = 2,16,000
Written Down Value as on 1.4.2026 = ¥ 19,20,000 - ¥2,16,000 =%1 7,04,000

Depreciation for P.Y.2026-27 = 15% x ¥17,04,000 x 75% = 1,91,700

Note - As per section 17(5) of the CGST Act, 2017, input tax credit would not be available in respect
of motor vehicles for transportation of persons having approved seating capacity of not more than
thirteen persons (including the driver), except when they are used for making the taxable supplies
namely, further supply of such motor vehicles: or transportation of passengers; or imparting traininé
on driving such motor vehicles. Since Dr. Arjun used the car for his professional purpose and not for

any purpose stated in exception cases, input tax credit would not be available and h
& SGST would form part of actual cost of car. ence, both CGST
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Acquired and installed for use a new air pollution control equipment on l 2,50,000
31.7.2025 P s @ uo '/ & el e d . <
New air conditioner purchased and installed in office premises on ‘-‘( PS;OO.UOO U
8.9.2025 PR M(a)s ) =y | A &) T
New machinery Z (15% block) acquired and installed on 23.11.2025 for | )_ 'i3,25,‘665
the purpose of generation of power ' nA A &
Sale value of an old machinery X, sold during the year (Purchase value 3,10,000
34,80,000 WDV as on 1.4.2025 73,46,800)
Answer8 . U g
Computation of depreciation allowance u/s 32 for the A.Y. 2026-27

Particular 4 P&M @15% |P & M @40%
Opening WDV as on 1.4.2025 5,78,000
Add: Plant and Machinery acquired during the year
- Second hand machinery 2.00,000
- Machinery Y 8,00,000
- Air conditioner for office 3,00,000 | :
- Machinery Z 3,25,000 16,25,000| |
- Air pollution control equipment 2,50,000

22,03,000 2,50,000
Less: Asset sold during the year 3,10,000 Nil
Written down value before charging depreciation 18,93,000 2.5[]4!]{![}1I
e ir il RaM A PE M
e @15% | @40%)

Normal depreciation

70

[Depreciation Calculation]

Mr. Lights engaged in the business of generation of power, furnishes the following
particulars pertaining to P.Y. 25-26. Compute the depreciation allowable u/s 32 for A.Y. 26-
27 while computing his income under the head “Profits and gains of business or profession-.
Assessee has opted for the depreciation allowance on the basis of written down value.

Assessee shifted out of default tax regime u/s 115BAC. [FINAL SM @]
| Particular _ : oo
'|Opening Written down value of Plant and Machinery (15% block) as on 5,78,000
1.4.2025 (Purchase value ¥8,00;000)— no use t
Eurphase of second-hand machinery (15% block) on 29.12.2025 for ‘;{*PW
usiness 2

"1".ﬂ.f" a7~ ! ¢ ]

T3

Machinery Y (15% block) purchased and installed on 12.7.2025 for the
purpose of power generation [ (| _ '

4
>y

1

A
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Aban, |y Bae e o @15% - | @40%)
40% on air pollution control equipment (22,50,000 x 40%) 1,00,000

Depreciation on plant and machinery put to use for less
than 180 days@7.5% (i.e. 50% of 15%)

i:cond hand machinery (%2,00,000 x 7.5%) 15,000

- Machinery Z (33,25,000 x 7. 5%) 24,375 39,375 i
15% on the balance WDV being put to use for more than 180 2,05,200 i
days (¥13,68,000 x 15%) l

Additional depreciation

- Machinery Y (38,00,000 x 20%) 1,60,000

- Machinery Z (%3,25,000 x 10%, being 50% of 20%) 32,500
| Air pollution control equipment (2,50,000 x 20%) 192,500 50,000/ f
| Total depreciation 4,37,075 1,50,000
Notes:

(1) Power generation equipment qualify for claiming additional depreciation in respect of new plant |}
and machinery.

(i) Additional depreciation is not allowed in respect of second-hand machinery.

(i) No additional depreciation is allowed in respect of office appliances. Hence, no depreciation is |
allowed in respect of air conditioner installed in office premises.

(1v) The balance 50% additional depreciation in respect of machincr) Z of 32,500 (10% x ¥3,25,00)
can be claimed as deduction in subsequent financial year i.e., F.Y. 2026-27.

Question 9 Pq 1S(1) [Capital Gain in case of Depreciable assets] |

Singhania & Co., a sole proprietorship owns six machines, put in use for business in March, g
2024. The depreciation on these machines is charged@15%. The opening balance of these
machines after providing depreciation for P.Y. 2024-25 was T 8,50,000. Three of the old %
machines were sold on 10th June, 2025, for ¥ 11,00,000. A second hand plant was bought }
for ¥ 8,50,000 on 30th November, 2025.

You are required to:

(i) determine the claim of depreciation for Assessment Year 2026-27.
(i) compute the capital gains liable to tax for Assessment Year 2026-27.

(iii) If Singhania & Co. had sold the three machines in June, 2025 for ¥ 21,00,000, will there i

be any difference in your above workings? Explain. smaj] b
Answer 9
(i)
Opemng balancc oflhe block as on I 4.2025 [i.e, W.D.V.as on 31 3.2025 aﬁer 8,50,000
 providing depreciation for P.Y. 2024-25] |
Add: Purchase of second hand plant during the year 8,50,000
17,00,000 | §
Less: Sale consideration of old machinery during the year 11,00,000
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W.D.V of the block as on 31.03.2026 6,00,000

Since the value of the block as on 31.3.2026 comprises of a new asset which has been put to use
for less than 180 days, depreciation is restricted to 50% of the prescribed percentage of 15% 1.¢.
depreciation is restricted to 7%4%. Therefore, the depreciation allowable for the year is T 45,000
being 7%:% of T 6,00,000.

(ii) The provisions ws 50 for computation of capital gains in the case of depreciable assets can be
mnvoked only under the following circumstances:
(a) When one or some of the assets in the block are sold for consideration more than the value of

the block.

(b) When all the assets are transferred for a consideration more than the value of the block.
(c) When all the assets are transferred for a consideration less than the value of the block.
Since in the first two cases, the sale consideration is more than the written down value of the
block, the computation would result in short term capital gains.
In the third case, since the written down value of the block exceeds the sale consideration, the
resultant figure would be a short-term capital loss of the block.
In the given case, capital gains will not arise as the block of asset continues to exist, and some of
the assets are sold for a price which is lesser than the written down value of the block.

(iii) If the three machines are sold in June, 2025 for  21,00,000, then short tenn capital gains would
arise, since the sale consideration is more than the aggregate of the written down value of the
block at the beginning of the year and the additions made during the year.

Particulars A0 el s | e et
Sale consideration 21 .(){),000‘
Less: Opening balance of the block as on 1.4.2025 8,50,000 |
(1.e., W.D.V. as on 31.3.2025 after providing ‘

depreciation for P.Y. 2024-25]

Purchase of second plant during the year 8,50,000 17,00,000 i
Short term capital gains | 4,00,0005
Question 10 Pg 35(2) THustrahen S LD R [Scientific Research]

Mr. A, furnishes the following particulars for the P.Y.2025-26. Compute the deduction

allowable under section 35 for A.Y.2026-27, while computing his income under the head

“Profits and gains of business or profession”, if.

(i) he is paying tax under default tax regime under section 115BAC

(i) he has exercised the option of shifting out of the default tax regime provided under
Hormnal section 1158AC(1A) HEPy
' Particulars: s 2 s baudts o et ay g

»4 ¢

1 1. Amount paid to nol;f‘ed approved Indlanlnstitule of Scnence Bangalore 1,00,000 ¥
SR E for scientific research

Amount paid to IIT, Delhi for an approved scientific research programme 2,50,000
Amount paid to X Ltd., a company registered in India which has as its 4,00,000
00009 main object scientific research and development, as is approved by the

prescribed authority

Expenditure incurred on in-house scientific research and

development facility as approved by the prescribed authority related to his
business

Q
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3,00,000

L St

(a) Revenue expenditure on scientific research
(b) Capital expenditure (including cost of acquisition of land ¥ 5,00,000) 7,50,000
on scientific research

Question 11 Pgus ) )y, -2 @K [Specified Businesses u/s 35AD}

LDR

-~/

Mr. A con%é‘r‘régg%ﬁa?art‘iong of the’ businesses of setting up a warqhousing facility for
storage of food grains, sugar and edible oil on 1.4.2025. He incurred capital expenditure of ¥
80 lakh, ¥ 60 Takh and T 50 lakh, Tespectively, on purchase of land and building during the
period January, 2025 to March, 2025 exclusively for the above businesses, and capitalized
the same in its books of account as on 1st April, 2025. The cost of land included in the
above figures is ¥ 50 lakh, ¥ 40 lakh and ¥ 30 lakh, respectively. During the P.Y. 2025-26,
he incurred capital expenditure of ¥ 20 lakh, ¥ 15 lakh & ¥ 10 lakh, respectively, for
extension/ reconstruction of the building purchased and used exclusively for the above
businesses. -

Compute the income under the head “Profits and gains of business or profession” for the
A.Y.2026-27 and the loss to be carried forward, assuming that Mr. A is exercising the option
of shifting out of the default tax regime provided u/s 115BAC(1A) and Mr. A has fulfilled all
the conditions specified under section 35AD and wants to claim deduction under section
35AD and has not claimed any deduction under Chapter VI-A under the heading "C —
Deductions in respect of certain incomes”.

The profits from the business of setting up a warehousing facility for storage of food grains,
sugar and edible oil (before claiming deduction under section 35AD and section 32) for the
A.Y. 2026-27 is T 16 lakhs, T 14 lakhs and T 31 lakhs, respectively. Also, assume in respect
of expenditure incurred, the payments are made by account payee cheque or use of ECS
through bank account. [SM Q]

Question 12 Tt lwstootion . [Specified Businesses u/s 35AD]

Mr. Suraj, a proprietor, commenced operations of the business of a new three-star hotel in
Madurai, Tamil Nadu on 1.4.2025. He incurred capital expenditure of ¥ 50 lakh during the
period January, 2025 to March, 2025 exclusively for the above business, and capitalized the
same in his books of account as on 1st April, 2025. Further, during the P.Y. 2025-26, he
incurred capital expenditure of ¥ 2 crore (out of which ¥ 1.50 crore was for acquisition of
land) exclusively for the above business.

Compute the income under the head “Profits and gains of business or profession” for the
A.Y.2026-27, assuming that he has fulfilled all the conditions specified under section 35AD
and opted for claiming deduction under section 35AD; and he has not claimed any
deduction under Chapter VI-A under the heading “C — Deductions in respect of certain
incomes”. He has exercised the option of shifting out of the default tax regime provided u/s
115BAC(1A).

The profits from the business of running this hotel (before claiming deduction under section
35AD) for the A.Y.2026-27 is T 25 lakhs. Assume that he also has another existing business
of running a four-star hotel in Coimbatore, which commenced operations fifteen years back
the profits from which are ¥ 120 lakhs for the A.Y.2026-27. Also, assume that payments fo;
capital expenditure were made by net banking. [SM Q]

Answer 12
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Comput_n_ﬁ?n of profits and gains of business or profession for A.Y. 2026-27

Particular "(r‘f'l R L e e
laEs e PR i g ol ORS

Profits from the specified business of new hotel in M1durai (before providi -
i n
deduction under section 35AD) 5 - 23 Jakh

Less: Deduction under section 35AD
Capital expenditure incurred during the P.Y.2025-26 (excluding the




Note : (oss oF 1{_peca .95 Busipess e

can be set of mns
income of an othe i
buwiiness urrp.s;eduw o

the other apecified business

:f!f' ‘;ig‘ 2‘; i 2 n‘f}i‘_‘“‘h‘m )= 200 lakh - ¥ 150 lakh 50 lakh
> 142025 (i.e, prior to
Curmsseaemiiinai va Cmvisiees, ma= -=p-——d in the books of account as
on 1.4.2025 50 lakh
Total deduction under section 35AD for A.Y.2026-27 A4
100 lakh |
Loss from the specified business of new hotel in Madurai (75 lakh)
Profit from the existing business of running a hotel in Coimbatore 120 lakh
Net profit from business after set-off of loss of specified business against profits of 45 lakh
|another specified business under section 73A _

Question 13 P% 48 LDR Tiuwstration & [Specified Businesses u/s 35AD]

Mr. Arnav is a proprietor having two units — Unit A carries on specified business of setting

up and operating a warehousing facility for storage of sugar; Unit B carries on non-specified

business of operating a warehousing facility for storage of edible oil.

Unit A commenced operations on 1.4.2024 and it claimed deduction of ¥ 100 lacs incurred

on purchase of two buildings for ¥ 50 lacs each (for operating a warehousing facility for

storage of sugar) under section 35AD for A.Y.2025-26. However, in February, 2026, Unit A

transferred one of its buildings to Unit B.

Examine the tax implications of such transfer in the hands of Mr. Arnav.
Answer 13

Since the capital asset, in respect of which deduction of T 50 lacs was claimed w/s 35AD, has been

transferred by Unit A carrying on specified business to Unit B carrying on non-specified business in

the P.Y.2025-26, the deeming provision u/s 35AD(7B) is attracted during the A.Y.2026-27.

[SM Q]

Particulars : Ge k4
Deduction allowed under section 35AD for A.Y.2025-26 50,00,000
Less: Depreciation allowable w's 32 for A.Y.2025-26 [10% of T 50 lacs] 5,00,000
Deemed income under section 35AD(7B) 45,00,000

Mr. Armayv, however, by virtue of proviso to Explanation 13 to section 43(1). can claim depreciation
under section 32 on the building in Unit B for A.Y.2026-27. For the purpose of claiming depreciation
on bulldmg in Umt B Ihe dctual cost of the bu1ldmg w 0uld be:

.. Particulars. . - *»sgﬁab'm. ‘-:;.' IR ST

Actual cost to the assessee 50,00,000

Less: Depreciation allowable u/s 32 for A.Y.2025-26 [10% of ¥ 50 lacs] 5,00,000

Actual cost in the hands of Mr. Arnav in respect of building in its Unit B 45,00.000
Question 14 Pq 34 (2) [Preliminary Exps]

First Flight Ltd. is an existing Indian Company, which sets up a new industrial unit. It incurs
the following expenditure in connection with the new unit:

74

Preparation of project report 4,00,000
Market survey 3,00,000
Legal and other charges for issue of additional capital required for the new unit 2,00,000
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expendlturc incurred on anmSilan of land) 3 200 lakh — T 150 lakh 50 lakh

| Capital expenditure incurred prior to 14.2025 (ie., prior to
commencement of business) and capitalized in the books of account as
on 1.4.2025 50 lakh

Total deduction under section 35AD for A.Y.2026-27

100 lakh

Loss from the specified business of new hotel in Madurai (75 lakh)
Profit from the existing business of running a hotel in Coimbatore 120 lakh
Net profit from business after set-off of loss of specified business against profits of 45 lakh
another specified business under section 73A

Question 13 Pg U3 \bR TlHustration & [Specified Businesses u/s 35AD]

Mr. Arnav is a proprietor having two units — Unit A carries on specified business of setting
up and operating a warehousing facility for storage of sugar; Unit B carries on non-specified
business of operating a warehousing facility for storage of edible oil.

Unit A commenced operations on 1.4.2024 and it claimed deduction of ¥ 100 lacs incurred
on purchase of two buildings for ¥ 50 lacs each (for operating a warehousing facility for
storage of sugar) under section 35AD for A.Y.2025-26. However, in February, 2026, Unit A
transferred one of its buildings to Unit B.

Examine the tax implications of such transfer in the hands of Mr. Arnav. [SM Q]

Answer 13

Since the capital asset, in respect of which deduction of T 50 lacs was claimed u/s 35AD, has been
transferred by Unit A carrying on specified business to Unit B carrying on non-specified business in
the P.Y.2025-26, the deeming provision w/s 35AD(7B) is attracted during the A.Y.2026-27.

_ Particulars = : VS s LR
Deduction allowed under section 35AD for A.Y.2025-26 50,00,000
Less: Depreciation allowable w/s 32 for A.Y.2025-26 [10% of ¥ 50 lacs] 5,00,000
'LDeemed income under section 35AD(7B) 45,00,000

Mr. Amav, however, by virtue of proviso to Explanation 13 to section 43(1), can claim depreciation
under section 32 on the building in Unit B for A.Y.2026-27. For the purpose of claiming depreciation
on building in Unu B, the actml cost of the bmtdmg would be:

,-1_\-;_ Ty IPLE Ty us.u 3 "T-.: < x
b s s RATHOUlARS o Hpdal S s R bt e
Actual cost to the assessee 50,00,000
Less: Depreciation allowable u/s 32 for A.Y.2025-26 [10% of ¥ 50 lacs] 5.,00.000
Actual cost in the hands of Mr. Arnav in respect of building in its Unit B | 45,00,000
Question 14 Pg 34 (2) [Preliminary Exps]

First Flight Ltd. is an existing Indian Company, which sets up a new industrial unit. It incurs
the following expenditure in connection with the new unit:

Preparation of project report 4,00,000
Market survey 3,00,000
Legal and other charges for issue of additional capital required for the new unit 2,00,000
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Question 15 Tustration 13

Total 9,00,000
The following further data is given:

Cost of project 30,00,000
Capital employed in the new unit 35,00,000

What is the deduction admissible to the company under section 35D for Assessment Year
2026-277

[Employer contribution towards NPS]

Do ‘-.:Tﬂ ¢t X Ltd. contributes 20% of basic salary to the account of each employee under a pension

'I':-'In"‘".’

scheme referred to in section 80CCD. Dearness Allowance is 40% of basic salary and it
forms part of pay of the employees.

" 1 Compute the amount of deduction allowable under section 36(1)(iva), if the basic salary of

the employees aggregate to ¥ 10 lakh. Would disallowance under section 40A(9) be
attracted, and if so, to what extent? [SM Q]

Answer 15

Question 16 Tiwstration 9

Computation of deduction u/s 36(1)(iva) and disallowance u/s 40A(9)

Excess contribution disallowed under section 40A(9)

Basic Salary 10,00,000 | |

Deamess Allowance(@40% of basic salary [DA forms part of pay]) 4,00,000 ‘

Salary for the purpose of section 36(1)(iva) (Basic Salary + DA) 14,00,000

Actual contribution (20% of basic salary i.e., 20% of T 10 lakh) 2,00,000 ‘

Less: Permissible deduction under section 36(1)(iva) }

| (14% of basic salary plus dearness pay = 14% of T 14,00,000 = ¥ 1,40,000) 1,96,000 I
|

[Disallowed u/s 40 — TDS not deducted] |

Delta Ltd. credited the following amounts to the account of resident payees in the month of |
March, 2026 without deduction of tax at source. What would be the consequence of non- |
deduction of tax at source by Delta Ltd. on these amounts during the financial year 2025-26,

assuming that the resident payees in all the cases mentioned below, have not paid the tax,
if any, which was required to be deducted by Delta Ltd.?

R e L e e

| (1) | Salary to its employees (credited and paid in March, 2026) * ~) D0

(2) | Directors’ remuneration (credited in March, 2026 and paid in April, 28,000
2026) 2400

Would your answer change if Delta Ltd. has deducted tax on directors’ remuneration in
April, 2026 at the time of payment and remitted the same in July, 20267 |

12,00,000

., . [SMQ]
Answer 16 . ]‘,! ’35
- 3

Non-deduction of tax at source on any sum payable to a resident on which tax is deductijble-at source
would attract disallowance u/s 40(a)(ia).

Thercfprc, non-deduction of tax at source on any sum paid by way of salary on which tax is
deductible w/s 192 or any sum credited or paid by way of directors’ remuneration on which tax is
deductible under section 194J, would attract disallowance@30% w/s 40(a)(ia). Whereas in case of
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salary, tax has to be deducted ws 192 at the time of payment, in case of directors’ remuneration, tax
has to be deducted at the time of credit of such sum to the account of the payee or at the time of
payment, whichever is earlier. Therefore, in both the cases i.e., salary and directors’ remuneration, tax
is deductible in the P.Y.2025-26, since salary was paid in that year and directors’ remur!eratlou_ was
credited in that year. Therefore, the amount to be disallowed w/s 40(a)(ia) while computing business
income for A.Y.2026-27 is as follows —

; I‘_.:.;&.._-t_a. ﬂ e Aok 7 e L@%‘{; P ,. _ i ; T AR ;:3:1‘2‘“;% ..._’ ‘-,_n-_ o f:"'jllé'-
> "-:-“.j"::‘"l‘:_‘:'l?i“. " ,'-tf{_-]'.'_'._ _‘_,'-.is.ta-i ;ﬁ ?"“’Q‘;i:d‘%‘ézzi‘; s A, - T KR A ] X i 5 b g‘; + .Q‘-'l{.l‘-
(1) Salary [tax is deductible under section 192) 12,00,000 3,60,000

(2) Directors’ remuneration 28,000 8,400
[tax is deductible under section 194)
without any threshold limit]

| Disallowance under section 40(a)(ia) 3,68,400

e, ST T T e S S S AL A T Ty

If the tax is deducted on directors’ remuneration in the next year i.e., P.Y.2026-27 at the time of
payment and remitted to the Government, the amount of T 8,400 would be allowed as deduction
while computing the business income of A.Y. 2027-28.

¢ Question 17 T |ustration 10 [Disallowed uls 40 — TDS not deducted]

During the financial year 2025-26, the following payments/expenditure were made/ incurred
g 0 by Mr. Yuvan Raja, a resident individual (whose turnover during the year ended 31.3.2025
@ slber was 299 lacs):

p o (i) Interest of ¥ 45,000 was paid to Rehman & Co., a resident partnership firm, without
deduction of tax at source;

(i) ¥ 10,00,000 was paid as salary to a resident individual without deduction of tax at
source;

(iif) Commission of ¥ 21,000 was paid to Mr. Vidyasagar, a resident, on 2.7.2025 without
deduction of tax at source.

Briefly discuss whether any disallowance arises under the provisions of section 40(a)(ia) of
the Income-tax Act, 1961 assuming that the payees in all the cases mentioned above, have
not paid the tax, if any, which was required to be deducted by Mr. Raja? [Sw Qj

Answer 17

Disallowance under section 40(a)(ia) of the Income-tax Act, 1961 is attracted where the assessee fails
to deduct tax at source as is required under the Act, or having deducted tax at source, fails to remit the
same to the credit of the Central Government within the stipulated time limit.

(i) The obligation to deduct tax at source from interest paid to a resident arises under section 194A

in the case of an individual, whose total tumover in the immediately preceding previous year, i.e.,
P.Y.2024-25 exceeds ¥ | crore.

Thus, in present case, since the turnover of the assessee is less than ¥ | crore, he is not liable to
deduct tax at source. Hence, disallowance under section 40(a)(ia) is not attracted in this case.

(1) The disallowance of 30% of the sums payable under section 40(a)(ia) would be attracted in
respect of all sums on which tax is deductible under Chapter XVII-B. Section 192, which requires
deduction of tax at source from salary paid, is covered under Chapter XVII-B. The obligation to
deduct tax at source under section 192 arises, in the hands all assessee-employer even if the
turnover amount does not exceed T | crore in the immediately preceding previous year.

Therefore, in the present case, the disallowance under section 40(a)(ia) is attracted for failure to
deduct tax at source under section 192 from salary payment. However, only 30% of the amount
of salary paid without deduction of tax at source would be disallowed.
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(ii1) The obligation to deduct tax at source under section 194-H from commission paid in excess of 2
20,000 to a resident arises in the case of an individual, whose total tumover in the immediately
preceding previous year, i.e., P.Y.2024-25 exceeds ¥ | crore. Thus, in present case, since the
turnover of the assessee is less than T | crore, he is not liable to deduct tax at source w/s 194-H.
Mr. Raja is not required to deduct tax at source ws 194M also since the aggregate of such
commission to Mr. Vidyasagar does not exceed ¥ 50 lakh during the P.Y. 2025-26. Therefore,
disallowance under section 40(a)(ia) is not attracted in this case.

Queition‘*;l‘a PC] JlO’}(_l_) [Partnership Firm — Remuneration and Interest allowability]
ao QQain, %‘partnership firm consisting of two partners, reports a net profit of ¥

17,00,000 before deduction of the following items:

(1) Salary of ¥ 40,000 each per month payable to two working partners of the firm (as
authorized by the deed of partnership). (6000 X2 X L = 960000

(2) Depreciation on plant and machinery under section 32 (computed) ¥ 1,50,000.

(3) Interest on capital at 15% per annum (as per the deed of partnership). The amount
of capital eligible for interestis ¥ 5,00,000.>¢ 12/, - 000

Compute:

(i) Book-profit of the firm under section 40(b) of the Income-tax Act, 1961.

(i) Allowable working partner salary for the A.Y. 2026-27 as per section 40(b).

Quesgfm 19 Pq (0S (1) CPartnership Firm - Remunerakion & Tnterett Allowabi/

LD
A firm comprising of four partners A, B, C and D carrying on business in partnership, sharing

profits/ losses equally shows a profit of ¥ 7,00,000 in its books after deduction of the
following amounts for the year : BTN

ey S TE IO N T R R N TR s F S T e e S SIS
Particulars *‘fﬁiﬁﬁﬁ%?ﬁx e | Tamt
(a) Remuneration to partner ‘A" who is not actively engaged in business 60,000
(b) Remuneration to partners ‘B’ & ‘C’ actively engaged in business
Partner ‘B' 80,000
_ Partner ‘'C’ 90,000
(c) Interest to partner ‘D’ on loan of 1,50,000 36,000

The deed of partnership provides for the payment of above remuneration and interest to
partners. You are required to work out the taxable income of the firm as well as partners for
assessment year 2026-27.

Qluestion 20 T {uttraton [Disallowance due to section 43B]

Hari, an individual, carried on the business of purchase and sale of agricultural commodities
like paddy, wheat, etc. He borrowed loans from Andhra Pradesh State Financial Corporation
(APSFC) and Indian Bank and has not paid interest as detailed hereunder:

(i) |Andhra Pradesh State Financial Corporation (P.Y. 2024-25 & 2025-26) 15,00,000
(ii) |Indian Bank (P.Y. 2025-26) 30,00,000
45,00,000

Both APSFC and Indian Bank, while restructuring the loan facilities of Hari during the year
2025-26, converted the above interest payable by Hari to them as a loan repayable in 60
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equal installments. During the year ended 31.3.2026, Hari paid 5 installments to APSFC and
3 installments to Indian Bank.

Hari claimed the entire interest of ¥ 45,00,000 as an expenditure while computing the
income from business of purchase and sale of agricultural commodities. Examine whether
his claim is valid and if not what is the amount of interest, if any, allowable. [SM Q]

Answel' 20 _‘.;zL .y} - | 5D L,

According to section 43B, any interest payable on lh%"‘term loans to specified financial institutions
and any interest payable on any loans and advances to, inter alia, scheduled banks shall be allowed
only in the year of payment of such interest irrespective of the method of accounting followed by the
assessee. Where there is default in the payment of interest by the assessee, such unpaid interest may
be converted into loan. Such conversion of unpaid interest into loan shall not be construed as
payment of interest for the purpose of section 43B. The amount of unpaid interest so converted as
loan shall be allowed as deduction only in the year in which the converted loan is actually paid.

In the given case of Hari, the unpaid interest of Z 15,00,000 due to APSFC and of ¥ 30,00,000 due to
Indian Bank was converted into loan. Such conversion would not amount to payment of interest and
would not, therefore, be eligible for deduction in the year of such conversion. Hence, claim of Hari
that the entire interest of ¥ 45,00,000 is to be allowed as deduction in the year of conversion is not
tenable. The deduction shall be allowed only to the extent of repayment made during the financial

year. Accordingly, the amount of interest eligible for deduction for the A.Y.2026-27 shall be
calculated as follows:

- Interest . | Number, of | Amount per | Instalments Interest .

outstanding | Instalments | instalment paid | alloyable
APSFC 15 lakh 60 25,000 5 1,25,000
Indian Bank 30 lakh 60 50,000 3 1,50,000 |
Total amount eligible for deduction 2,75,000|

Question 21 T{lus tra tion IS

[Sec 44AA Maintenance of BOA]

Vinod is a person carrying on profession as film artist. His gross receipts from profession
are as under:

Particulars 4

Financial year 2022-23 1,15,000
Financial year 2023-24 1,80,000
Financial year 2024-25 2,10,000

What is his obligation regarding maintenance of books of accounts for Assessment Year
2026-27 under section 44AA of Income-tax Act, 19617 [SM Q]

Answer 21

78

Section 44AA(1) requires every person carrying on any profession, notified by the Board in the
Official Gazette (in addition to the professions already specified therein), to maintain such books of
account and other documents as may enable the Assessing Officer to compute his total income in
accordance with the provisions of the Income-tax Act, 1961.

As per Rule 6F, a person carrying on a notified profession shall be required to maintain specified
books of accounts:

(i) if his gross receipts in all the three years immediately preceding the relevant previous year has
exceeded T 1,50,000; or

(i) if it is a new profession which is sctup in the relevant previous year, it is likely to exceed ¥
1,50,000 in that previous year.
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In the present case, Vinod is a person carrying on profession as film artist, which is a notified

profession. Since his gross receipts have not exceeded ¥ 1,50,000 in financial year 2022-23, the

requirement under section 44AA to compulsorily maintain the prescribed books of account is not
applicable to him.

Mr. Vinod, however, required to maintain such books of accounts as would enable the Assessing
Officer to compute his total income. e

-

69/,
Question 22 LDR Tustrcdion 16 [Sec 44AD Presumptive PGBP)

Mr. Praveen engaged in retail trade, reports a turnover of ¥ 2,98,50,000|for the financial

- oo o year 2025-26. Amount received in cash during the P.Y. 2025-26 is ¥ 14,00,000 and balance
/',_\ through prescribed electronic modes on or before 31 July 2026. His income from the said
7N business as per books of account is ¥ 15,00,000 computed as per the provisions of Chapter
. V-D "Profits and gains from business or Profession” of the Income-tax Act, 1961. Retail
©<¢1 trade is the only source of income for Mr. Praveen. A.Y. 2025-26 was the first year for which

he declared his business income in accordance with the provisions of presumptive taxation
./, uls 44AD.

(i)b Is Mr. Praveen also eligible for presumptive determination of his income chargeable to
0700 tax for the assessment year 2026-277
E _~~(ii) If so, determine his income from retail trade as per the applicable presumptive provision.

Y (i) In case Mr. Praveen wants to declare profits as per books of account from retail trade.
oY what are his obligations under the Income-tax Act, 1961?

2 ¥

L T Y T TR

-
-t
=02 \
—

RS SSE S o S
L] l_.- {_‘

LS

e T
i

i1 eligible for presumptive taxation scheme under section 44AD in respect of his retail trade
business.

(iv) What is the due date for filing his return of income under both the options?
e Answer 22
L. () Yes. Since his cash receipts during the PY. does not 5% of the total tumover
g (14,00,000/2,98,50,000 x 100) and his total turnover for the F.Y.2025-26 is below ¥ 300 lakhs, he

(1) His income from retail trade, applying the presumptive tax provisions under section 44AD, would
be X 18,19,000 (X 1,12,000, being 8% of T 14,00,000 + X 17,07,000, being 6% of ¥ 2,84,50,000).

(i) Mr. Praveen had declared profit for the previous year 2024-25 in accordance with the
presumptive provisions and if he wants to declare profits as per books of account which is lower
than the presumptive income for any of the five consecutive assessment years i.e., A.Y. 2026-27
to A.Y. 2030-31, he would not be eligible to claim the benefit of presumptive taxation for five
assessment years subsequent to the assessment year relevant to the previous year in which the
profit has not been declared in accordance the presumptive provisions i.e. if he declares profits
lower than the presumptive income in say P.Y. 2025-26 relevant to A.Y.2026-27, then he would
not be eligible to claim the benefit of presumptive taxation for A.Y. 2027-28 to A.Y. 2031-32.
Consequently, Mr. Praveen is required to maintain the books of accounts and get them audited
under section 44AB, since his income exceeds the basic exemption limit.

(iv) In case he declares presumptive income under section 44AD, the due date would be 31st July,
2026.

In case he declares profits as per books of account which is lower than the presumptive income,
he is required to get his books of account audited, in which case the due date for filing of return
of income would be 31st October, 2026. Ly B0 TR R - 1.3 » 2C

TR

vy N AR T

e

gy bt =y 3Lte.tlG

Question 23 e ¥ [Sec 44AD Presumptive PGBP]
Mr. Ayaansh (aged 35 years), a resident individual, is a dealer of garments. During the
previous year 2025-26, total turnover of his business was ¥ 105 lakhs (out of which ¥ 15

lakhs was received by way of account payee cheques and balance in cash). Mr. Ayaansh
does not opt to pay tax as per the provisions of section 115BAC.
[[CT====——n{§ s '

LT
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Chapter 5: Profit & Gain from Business or Profession (PGBP)

What would be your advice to Mr. Ayaansh relating to the provisions of advance tax with its
due date along with the amount payable, assuming that he wishes to make maximum tax
savings without getting his books of account audited. [RTP N-21 Q]

Answer 23

Computation of advance tax of Mr. Ayaansh under Presumptive scheme as per section 44AD

The total turnover of Mr. Ayaansh, a dealer of garments, is T 105 lakhs. Since his total tumover from
such business is less than ¥ 200 lakhs and he does not wish to get his books of account audited, he
can opt for presumptive tax scheme under section 44AD.

Proﬁts and gains from business compuled under sectlon 44AD

8 “‘ o ] 4 AN N S n;‘-."""ﬁ..-}:-:zi' B
Parﬁculars S Ry T MRS IR

'-';"‘e'L = LSS Tl

6% of T 15 lakhs, bemg turnover effected through account payee cheque
8% of ¥ 90 lakhs, being cash turnover
8,10,000

An eligible assessee opting for computation of profits and gains of business on presumptive basis
under section 44AD in respect of eligible business is required to pay advance tax of the whole
amount on or before 15th March of the financial year.

Computation of tax liability of Mr Ayaansh as per normal prowsnons o[‘ Income-tax Act, 1961

Particulars = SR SRR e R ‘Ii*fm’ nnt‘ina!‘i='- V3
Total Income 8,10,000

Tax on 8,10,000

UptoZ 2,50,000 Nil

¥2,50,001 — T 5,00,000@5% 12,500

< 5,00,001 - ¥ 8,10,000@20% 62,000 74,500
Add: Health and Education cess@4% 2,980
Tax liability J'_ 77,480

Accordingly, he is required to pay advance tax of ¥ 77,480 on or before 15th March of the financial
year. However, any amount by way of advance tax on or before 31st March of the financial year shall
also be treated as advance tax paid during the financial year ending on that day for all the purposes of
the Act.

Question 24 1q 93(2) T| (ustration 1+ [Sec 44AE Presumptive PGBP]

Mr. X commenced the business of operating goods vehicles on 1.4.2025. He purchased the
following vehicles during the P.Y.2025-26. Compute his income under section 44AE for
AY. 2026-27

REAE log ). T R
) 7 000 - 10.04.2025
(2) O\ 6.500--: )O3 . 15.03.2026
(3) o\ 10,0003500 X 3% 3 210150 3 16.07.2025 |
(4) OV 11,000 y500% ' %3 22500 1 02.01.2026 '
(5) 1Y, 15,000 15000 ¥ 2Y¥2 = buoao o 2 29.08.2025
(6) M 15,000 15000 %1 % 22| 10000 1 23.02.2026
Would your answer change if the goods vehicles purchased in April, 2025 were put to use
only in July, 20257 491500 _r_;:____ : [SM Q]
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Answer 24

Since Mr. X does not own more than 10 vehicles at an
eligible to opt for presumptive taxation scheme under
weight or unladen weight per month or part of the m
per month or part of month for each goods carriage
would be deemed as his profits and gains from such g
Heavy goods vehicle means an

y time during the previous year 2025-26, he is
section 44AE. T 1,000 per ton of gross vehicle
onth for each heavy goods vehicle and 2 7,500

other than heavy goods vehicle, owned by him |
oods carriage.

. y goods carriage, the gross vehicle weight of which exceeds 12,000 |
L4l
SRR R R TR )
Number of | - Date of purchase | No. of months for which | = No. of months x No. of
Vehicles vehicle is owned vehicles
(1) *x @3)]
: A s i . For Heavy goods vehicle e
2 29.08.2025 8 16
I 23.02.2026 2 )
18
For goods vehicle other iha‘n‘ heavy goods vehicle
2 10.4.2025 12 24
1 15.3.2026 | :
3 16.7.2025 9 27
[ 1 | 02.1.2026 3 3
1 55

The presumptive income of Mr. X under section 44AE for A.Y.2026-27 would be - 2 6,82,500, ie.,

55 x ¥ 7,500 (being for other than heavy goods vehicle ) + 18 x T 1,000 x 15 ton (being for heavy
goods vehicle ).

The answer would remain the same even if the two vehicles purchased in April, 2025 were put to use

only in July, 2025, since the presumptive income has to be calculated per month or part of the month
for which the vehicle is owned by Mr. X.

Question 25 Peaa d’i CCPJ A [Sec 44AE Presumptive PGBP]

Mr. Sukhvinder is engaged in the business of plying goods carriages. On 1st April, 2025, he
owns 10 trucks (out of which & are heavy goods vehicles, the gross vehicle weight of such
goods vehicle is 15,000 kg each). On 2nd May, 2025, he sold one of the heavy goods
vehicles and purchased a light goods vehicle on 6th May, 2025. This new vehicle could
however be put to use only on 15th June, 2025. —5 +ln e

Compute the total income of Mr. Sukhvinder for the assessment year 2026-27, taking note
of the following data:

[SM Q]
B L L o e e
Freight charges collected 12,70,000
Less : Operational expenses 6.25.000
Depreciation as per section 32 1.85.000
Other office expenses 15.000 8.25.000
Net Profit A
S Heowy X 17000 s (LD = 33D000 ° » -~ 1312500
CA Bhanwar Borana
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Chapter 5: Profit & Gaii from Business or Profession (PGBP) 1

Other business and non-business income 70'0021

Answer 25

82

Section 44AE would apply in the case of Mr. Sukhvinder since he is engaged in.the business of
plying goods carriages and owns not more than ten goods carriages at any time during the previous
year.

Section 44AE provides for computation of business income of such assessees on a presumplive
The income shall be deemed to be T 1,000 per ton of gross vehicle weight or unladen weight, as the
case may be, per month or part of the month for each heavy goods vehicle and T 7,500 per mol_llh or
part of month for each goods carriage other than heavy goods vehicle, owned by the assessee in the
previous year or such higher sum as declared by the assessee in his return of income.

Mr. Sukhvinder’s business income calculated applying the provisions of section 44AE is ¥ 13,72,500
(See Notes 1 & 2 below) and his total income would be ¥ 14,42,500.

However, as per section 44AE(7), Mr. Sukhvinder may claim lower profits and gains if he kcc_ps and
maintains proper books of account as per section 44AA and gets the same audited and furnishes a
report of such audit as required under section 44AB. If he does so. then his income for tax purposcs
from goods carriages would be ¥ 4,45,000 instead of ¥ 13,72,500 and his total income would be z
5,15,000.

basis.

Notes:
1. Computation of total income of Mr. Sukhvinder for A.Y. 2026-27
T particulars | 'Presumptive | Wherebooks
income are maintained
? z
Income from business of plying goods carriages [See Note 2
Below]| 13,72,500 4.45,000
Other business and non-business income 70,000 70,000
Total Income 14,42 500 5,15,000
2. Calculation of presumptive income as per section 44AL
Type of carriage No. of | Rate per ton per Ton Amount
' ‘months | month/per | e e _
ot . month 7 5 :
@) A ey S et s R R W) ke
Heavy goods vehicle
1 goods carriage upto Ist May 2 1,000 15 (15,000/ 30,000
1,000)
5 goods carriage held throughout 12 1,000 15 (15,000/ 9,00,000
the year 1‘000)
Goods vehicle other than heavy
goods vehicle
1 goods carriage from 6th May 11 7,500 - 82,500
4 goods carriage held throughout 12 7,500 - 3,60,000
the year ’

Total|  13,72,500
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O ELD s D Chapter 5t Profit & Gain from Business or Profession (PGBP)
Questlon 26 LDR [Sec 44AE Presumptive PGBP)

Mr. Yogesh is in the business of operating goods vehicles. As on 1st April, 2025, he had the
following vehicles:

[Exam N-19 Q]
Vehicle Gross Vehicle Date of Purchase | Put to use during F.Y. 2025-26?
_ . WelohtOnKasyd ks s Bl
A 9000 2-6-2024 Yes
B 15000 15-5-2024 Yes
. C 12000 1' 4-8-2024 No (as under repairs)

During P.Y. 2025-26, he purchased the following vehicles:

Vehicle | Gross Vehicle Weight (in | Date of Purchase | Date on which put to
' KOS oo Fgiaaliis SR e Siicy 5 U180
D 11500 20-4-2025 10-5-2025
E | 14000 | 15-5-2025 18-5-2025

Compute his income under section 44AE of the Income-tax Act, 1961 for A.Y. 2026-27.
Answer 26

Since Mr. Yogesh does not own more than 10 vehicles at any time during the previous year 2025-26,
he 1s eligible to opt for presumptive taxation scheme under section 44AE. As per section 44AE,
1,000 per ton of gross vehicle weight or unladen weight, as the case may be , per month or part of the
month for each heavy goods vehicle and ¥ 7,500 per month or part of month for each goods carnage
other than heavy goods vehicle, owned by him would be deemed as his profits and gains from such
goods carriage.

Heavy goods vehicle means any goods carriage, the gross vehicle weight of which exceeds 12,000

kg.
Calculation of presumptive income as per section 44AE
Type of carriage | No. of months | Rate per ton Ton Amount¥ |
the vehicle is | per month :
. owned by Mr.
1 Prakash
| (1) @) 3 ) G
[(2)x 3) x (4]
Heavy goods vehicle ‘
Vehicle B (15,000 kgs) held 12 T1,000 | 15 1,80,000
throughout the year (15,000/1,000)
Vehicle  E  (14,000kgs) 1 T 1,000Rate | 14 1.54.000
purchased on 15.5.2025 | permonth | (14,000/1,000)

Goods vehicles other than
heavy goods vehicle

| Vehicle A held throughout the 12 | 7,500 - 90.000
| year |

Vehicle C held throughout the 12 T7,500 = 90,000
year

Vehicle D purchased on 12 T 7,500 i 90,000
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T AT

120.4.2025 | |
| Total| 6,04,000

The “put to use” date of the vehicle is not relevant for the purpose of computation of presumptive
income under section 44AE, since the presumptive income has to be calculated per month or part of
the month for which the vehicle is owned by Mr. Yogesh.

Question 27 Prachicd ©°3 - [Misc Exps allowability]
Examine with reasons, the allowability of the following expenses incurred by Mr. Manav, a
wholesale dealer of commodities, under the Income-tax Act, 1961 while computing profit
and gains from business or profession for the Assessment Year 2026-27.

(i) Construction of school building in compliance with CSR activities amounting to ¥
5,60,000.

(i) Purchase of building for the purpose of specified business of setting up and operating a
warehousing facility for storage of food grains amounting to ¥ 4,50,000.

(iii) Interest on loan paid to Mr. X (a resident) T 50,000 on which tax has not been deducted.
The sales for the previous year 2024-25 was ¥ 202 lakhs. Mr. X has not paid the tax, if
any, on such interest.

(iv) Commodities transaction tax paid ¥ 20,000 on sale of bullion. [SM Q]

Answer 27

Allowability of the expenses incurred by Mr. Manav, a wholesale dealer in commodities, while
computing profits and gains from business or profession
(i) Construction of school building in compliance with CSR activities
Under section 37(1), only expenditure not being in the nature of capital expenditure or personal
expense and not covered under sections 30 to 36, and incurred wholly and exclusively for the
purposes of the business is allowed as a deduction while computing business income.
However, any expenditure incurred by an assessee on the activities relating to corporate social
responsibility referred to in section 135 of the Companies Act, 2013 shall not be deemed to have
been incurred for the purpose of business and hence, shall not be allowed as deduction under
section 37.
i Accordingly, the amount of  5,60,000 incurred by Mr. Manav, towards construction of school
f building in compliance with CSR activities shall not be allowed as deduction under section 37.
' (ii) Purchase of building for setting up and operating a warehousing facility for storage of food
grains
Mr. Manav, would be eligible for investment-linked tax deduction under section 35AD @100%
: in respect of amount of ¥ 4,50,000 invested in purchase of building for setting up and operating a
' warehousing facility for storage of food grains which commences operation on or after Ist April,
2009 (P.Y.2025-26, in this case), if Mr. Manav does not opt for section 115BAC.
Therefore, the deduction uénder section 35AD while computing business income of such
specified business would be T 4,50,000, if Mr. Manav opts for section 35AD.

(iii) Interest on loan paid to Mr. X (a resident) T 50,000 on which tax has not been deducted

As per section 194A, Mr. Manav, being an individual is required to deduct tax at source on the
amount of interest on loan paid to Mr. X, since his turnover during the previous year 2024-25
exceeds T 100 lacs.

Therefore, T 15,000, being 30% of ¥ 50,000, would be disallowed under section 40(a)(1a) while
computing the business income of Mr. Manay for non-deduction of tax at sourcc under section
194A on interest of ¥ 50,000 paid by it to Mr. X.

The balance ¥ 35,000 would be allowed as deduction under section 36(1)(ii1), assuming that the
amount was borrowed for the purposes of business.
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(iv) Commodities transaction tax of T 20,000 paid on sale of bullion Commodities transaction tax
paid in respect of taxable commodities transactions entered into in the course of business during
the previous year is allowable as deduction, provided the income arising from such taxable
commodities transactions is included in the income computed under the head “Profits and gains
of business or profession”.

Taking that income from this commodities transaction is included while computing the business
income of Mr. Manav, the commodity transaction tax of ¥ 20,000 paid is allowable as deduction
under section 36(1)(xvi).

Question28 Practica) &Y [Misc Exps allowability]

Examine with reasons, for the following sub-divisions, whether the following statements are
true or false having regard to the provisions of the Income-tax Act, 1961:

(i) For a dealer in shares and securities, securities transaction tax paid in a recognized
stock exchange is permissible business expenditure.

(i) Where a person follows mercantile system of accounting, an expenditure of ¥ 25,000
has been allowed on accrual basis and in a later year, in respect of the said expenditure,
assessee makes the payment of ¥ 25,000 through a crossed cheque, ¥ 25,000 can be
the profits and gains of business under section 40A(3A) in the year of payment.

e 1

(iii) It is mandatory to provide for depreciation under section 32 of the Income-tax Act, 1961,
while computing income under the head “Profits and Gains from Business and
Profession”.

(iv) The mediclaim premium paid to GIC by Mr. Lomesh for his employees, by a draft, on
27.12.2025 is a deductible expenditure under section 36.

(v) Under section 35DDA, amortization of expenditure incurred under eligible Voluntary
Retirement Scheme at the time of retirement alone, can be done.

(vi) An individual engaged in trading activities and exercising the option of shifting out of the
default tax regime provided u/s 115BAC(1A) can claim additional depreciation under
section 32(1)(iia) in respect of new plant acquired and installed in the trading concern,
where the increase in value of such plant as compared to the approved base year is
more than 10%. [SM Ql

Answer 28
(i) True: Section 36(1)(xv) allows a deduction of the amount of securities transaction tax paid by
the assessee in respect of taxable securities transactions entered into in the course of business
during the previous year as deduction from the business income of a dealer in shares and
securities.

(ii) True: As per section 40A(3A), in the case of an assessee following mercantile system of
accounting, if an expenditure has been allowed as deduction in any previous year on due basis,
and payment exceeding ¥ 10,000 has been made in the subsequent year otherwise than by an
account payee cheque or an account payee bank draft or use of ECS through a bank account or
through such other prescribed electronic modes such as credit card, debit card, net banking,
IMPS, UPI, RTGS, NEFT, and BHIM Aadhar Pay, then, the payment so made shall be deemed to
be the income of the subsequent year in which such payment has been made.

(iii) True: According to the Explanation 5 to section 32(1), allowance of depreciation is mandatory.
Therefore, depreciation has to be provided mandatorily while calculating income from business/
profession whether or not the assessee has claimed the same while computing his total income.

(iv) True: Section 36(1)(ib) provides deduction in respect of premium paid by an employer to keep in
force an insurance on the health of his employees under a scheme framed in this behalf by GIC or
any other insurer. The medical insurance premium can be paid by any mode other than cash, to be
eligible for deduction under section 36(1)(ib).
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False: Expenditure incurred in making payment to the employee 1n con_n}lr::)l‘:lzr:] t‘z;g:itzo deduction
retirement either in the year of retirement or in any subsequent year, Wi s made to the
in 5 equal annual installments beginning from the year in which each paym

employee. ( Ly o
(vi) False: Additional depreciation can be claimed only in rqspecl of eligible plant and 31:1;:101“ ;Yr

acquired and installed by an assessce engaged in the business of maqufgcm{e orfpro ~

any article or thing or in the business of generation or transmission or distribution of power.

. [ " B8 . a d
In this case, the assessee is engaged in trading activities and the new plant has been acqx:jl:lt;::::o ;:1 l
installed in a trading concern. Hence, the assessee will not be entitled to claim a

depreciation under section 32(1)(na).

A 14

Question 29 P TOLHCOJ QS [Misc Exps allowability]

Examine, with reasons, the allowability of the following expenses under the Income-ta; ézcg
1961 while computing income from business or profession for the Assessment Year -

27.

(i) Provision made on the basis of actuarial valuation for payment of gratuity T 5,00,000.
However, no payment on account of gratuity was made before due date of filing return.

(ii) Purchase of oil seeds of 50,000 in cash from a farmer on a banking day.

(iii) Tax on non-monetary perquisite provided to an employee T 20,000.

(iv) Payment of ¥ 50,000 by using credit card for fire insurance.

(v) Salary payment of ¥ 4,00,000 to Mr. X outside India by a company without deduction of
tax assuming Mr. X has not paid tax on such salary income.

(vi) Payment made in cash ¥ 30,000 to a transporter in a day for carriage of goods

[SM Q]

Answer 29

(i) Not allowable as deduction: As per section 40A(7), no deduction is allowed in computing
business income in respect of any provision made by the assessee in his books of account for the
payment of gratuity to his employees except in the following two cases:

(1) where any provision is made for the purpose of payment of sum by way of contribution
towards an approved gratuity fund; or

(2) where any provision is made for the purpose of making any payment on account of gratuity
that has become payable during the previous year.

Therefore, in the present case, the provision made on the basis of actuarial valuation for payment

of gratuity has to be disallowed under section 40A(7), since, no payment has been actually made
on account of gratuity.

Note: It is assumed that such provision is not for the purpose of contribution towards an
approved gratuity fund.
(ii) Allowable as deduction: As per Rule 6DD, in case the payment is made for purchase of

agricultural produce directly to the cultivator, grower or producer of such agricultural produce, no

disallowance under section 40A(3) is attracted even though the cash payment for the expense
exceeds T 10,000.

Therefore, in the given case, disallowance under section 40A(3) is not attracted since cash
payment for purchase of oil seeds is made directly to the farmer. '

(iii) Not allowable as deduction: Income-tax of ¥ 20,000 paid by the employer in respect of non-

monetary perquisites provided to its employees is exempt in the hands of
section 10(10CC). 1ds of the employee under

As per section 40(a)(v),

such income-tax paid by the employer is not deducti . .
business income. ik uctible while computing

(iv) Allowable as deduction: Payment for fire insurance is allowable as deduction under section
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36(1). Since payment is made by credit card, which is a p
under section 40A(3) is not attracted in this case.

(v) Not allowable as deduction: Disallowance under section 40(a)(iii) is attracted in respect of
salary payment of ¥ 4,00,000 outside India by a company without deduction of tax at source.

(vi) MIGWS{ble as deduction: The limit for attracting disallowance under section 40A(3) for payment
otherwise than by way of account payee cheque or account payee bank draft or use of ECS
through a bank account or through such other prescribed electronic mode is ¥ 35,000 in case of
payment made for plying, hiring or leasing goods carriage. Therefore, in the present case,

disallowance under section 40A(3) is not attracted for payment of ¥ 30,000 made in cash to a
transporter for carriage of goods.

Question 30 Prachicad Q6. [Misc Exps allowability]

Exarpi_ne with reasons, whether the following statements are true or false, with regard to the
provisions of the Income-tax Act, 1961:

(a) Payment made in respect of a business expenditure incurred on 16th February, 2026 for
¥ 25,000 through a crossed cheque is hit by the provisions of section 40A(3). 1rsa} ! oo

(b) (i) It is a condition precedent to write off in the books of account, the amount due from
debtor to claim deduction for bad debt.

(ii) Failure to deduct tax at source in accordance with the provisions of Chapter XVII-B,
inter alia, from the amounts payable to a non-resident as rent or royalty, will result in
disallowance while computing the business income where the non-resident payee
has not paid the tax due on such income. [SM Q]

P € s B o = "1t -
el i e s IR A AL ATV

rescribed electronic mode, disallowance

Answer 30

(a) True: In order to escape the disallowance specified in section 40A(3), payment in respect of the
business expenditure ought to have been made through an account payee cheque. Payment
through a crossed cheque will attract disallowance under section 40A(3).

(b) (i) True: It is mandatory to write off the amount due from a debtor as not receivable in the books
of account, in order to claim the same as bad debt under section 36(1)(vii). However, where
the debt has been taken into account in computing the income of the assessee on the basis of
ICDSs notified under section 145(2), without recording the same in the accounts, then, such
debt shall be allowed in the previous year in which such debt becomes irrecoverable and it
shall be deemed that such debt or part thereof has been written off as irrecoverable in the
accounts for the said purpose. | (g v =2 - ST a0 e

(ii) True: Section 40(a)(i) provides that failure to deduct tax at source from, inter alia, rent or
royalty payable to a non-resident, in accordance with the provisions of Chapter XVII-B, will
result in disallowance of such expenditure, where the non-resident payee has not paid the tax
due on such income.

Question 31 pg3L(2)oR Prackical @3- ... [Computation of PGBP]
Mr. Sivam, a retail trader of Cochin gives the following Trading and Profit and Loss Account
for the year ended 31st March, 2026:

Trading and Profit and Loss Account for the year t_:led 103_.2026 "

:‘ ‘: T - ;,-‘.',':_"-.._'.__ K _-- Tan T T r..--? & _-‘: I, -._ '-?: ‘Efﬁ;{ i { rs. ¥ - j-':‘:?';&‘ﬁ‘ ;

T 90,000 By Sales 1,12,11,500

To Purchases 1,10,04,000| By Closing stock 1,86,100

To Gross Profit 3,03,600 =
1,13,97,600 1,13,97,600

To Salary 60,000 | By Gross profit b/d 3,03,600

87
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To Interest on loan

To Depreciation

To Printing & stationery
To Postage & telegram

term)
To Other general expenses
To Net Profit

To Rent and rates

To Loss on sale of shares (Short

—— et}

7,060
50,000
3,06,000

D

By Income from UTI

JFOoS

—3 > 10k (So sl

fow) )

3,06,000

Additional Information:

(i) It was found that some stocks were omitted to be included in both the Opening and
Closing Stock, the values of which were:

Opening stock
Closing stock

_2,000. cicadlouns ;

¥9,000 ry,
T 18,000 prp
(i) Salary mcludes T 10, 000 paid to his brother, which is unreasonable to the extent of T

kA4

(rnet)

(iin) The whole amount of printing and stationery was paid in cash by way of one time

payment to Mr. Ramesh.

(iv) The depreciation provided in the Profit and Loss Account Z 1,05,000 was based on the

following information:

The opening balance of plant and machinery (i.e.,

the written down value as on

31.3.2025 minus depreciation for P.Y. 2024-25) is ¥ 4,20,000. A new plant falling under
the same block of depreciation was bought on 01 Ve 2025 for ¥ 70,000. Two old plants_
were sold on 1.10.2025 for ¥ 50,000.

(v) Rent and rates includes GST liability of ¥ 3,400 paid on 7.4. 2026

J

=

et
&

z"'-'

. (vi) Other general expenses include ¥ 2,000 paid as donation to a Public Chéﬁtable Trust,

You are required to compute the profits and gains of Mr. Sivam under presumptive taxalion
under section 44AD and profits and gains as per normal provisions of the Act assuming he
has not opted for the provisions of section 115BAC. Assume that the whole of the amount of
turnover received by account payee cheque or use of electronic clearing system through
bank account during the previous year.

Question 32 Pq 3(2) LR Practeal &€-9.

Mr. Raju, a manufacturer at Chennai, gives the following Manufacturlng. Trading and Profit
& Loss Account for the year ended 31.03.2026:

[SM Q]

[Computation of PGBP]

Manufacturing, Trading and Proﬂt & Loss Account for the year ended 31 03 2026

To Opening Stock
To Purchase of Raw Materials

To Manufacturing Wages &
Expenses

To Gross Profit

2,16,99,000
5,70,000

10,60,000

BySaIes 5
By Closing stock

2 32 DO DOD

2,00,000
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2 34 00 000 2,34,00,000
To Administrative charges 3,26,000 Gross Profit 10,60,000
To SGST penalty / 5,000{By Dividend from domestic| 15,000
N~ companies) (05
To GST paid ./ 1,10,000{By Income from agriculture|  1,80,000
A (net) J Pyarn pl
To General Expenses : 54,000
To Interest to Bank (On 5| > 7| |, A so ooo )
machinery term loan) | (< f
To Depreciation 2,00,000
To Net Profit 5,00,000
12,55,000 12,55,000

Following are the further information relating to the financial year 2025-26:

v

applicable to this payment)

(iii) A sum of T 4,000 per month was paid as sal_ary to a staff throughout the year and this
has not been recorded in the books of account.

(iv) Bank term loan interest actually paid upto 31.03.2026 was ¥ 20,000 and the balancei

was paid in November 2026.

v) Housing loan pnncungrgp_au_cj during the year was ¥ 50,000 and it relates to resndent:al
‘property acquired by him in P.Y. 2024-25 for self-occupation. Interest on housing loan
was T 23,000. Housing loan was taken from Canara Bank. These amounts were not
dealt with in the profit and loss account given above.

__\vi) Depreciation allowable under the Act is to be computed on the basis of following

mformatlon
WDV (as—c;1 31 03 2025} B 14 00 000
Less: Depreciation for P.Y. 2024-25 - 2,10,000
Additions during the year (used for more than 180 days) 2,00,000
Total additions during the year 4,00,000

(i) Administrative charges include ¥ 46,000 paid as commission to brother of the assessee

The commission amount at the market rate is ’{36 000

(i) The assessee paid X 33,000 in cash to a transport carrier on 29.12.2025. This amount is
included in manufacturing expenses. (Assume that the provisions relating to TDS are not

s BB i iy 1] '.I

i

Compute the total income of Mr. Raju for the assessment year 2026-27 assuming he paid

taxes under default tax.

Note: Ignore application of section 14A for disallowance of expenditures in respect of any

exempt income.

Question 33 Prackical Q10.

‘CA Bhanwar Borana

[Party agriculture and Party Business Income]

Mr. Tenzingh is engaged in composite business of growing and curing (further processing)
coffee in Coorg, Karnataka. The whole of coffee grown in his plantation is cured. Relevant
information pertaining to the year ended 31.3.2026 are given below: = </,

". C\ r\jrir.J],i.J) v

Paainess

[SM Q]
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Opening balance of car (only asset in the block) as on 1.4.2025 (i.e. WDV as 3, 00 000

on 31.3.2025 (-) depreciation for P.Y. 2024-25)

Opening balance of machinery as on 1.4.2025 (i.e., WDV as on 31.3.2025 (-)|  15,00,000
depreciation for P.Y. 2024-25)

Expenses incurred for growing coffee 3,10,000
Expenditure for curing coffee 3,00,000
Sale value of cured coffee 22,00, 000;

Bes.1des being used for agricultural operations, the car is also used for personal use;
“" disallowance for personal use may be taken at 20%. The expenses incurred for car running

““and maintenance are ¥ 50,000. The machines were used in coffee curing business

operations.
Compute the income arising from the above activities for the A.Y. 2026-27. [SM Q]

Answer 33

Where an assessee is engaged in the composite business of growing and curing of coffee, the income
will be segregated between agricultural income and business income, as per Rule 7B of the Income-
tax Rules, 1962.

As per the above Rule, income derived from sale of coffee grown and cured by the seller in India
shall be computed as if it were income derived from business, and 25% of such income shall be
deemed tu bc income llablc to tax. Thc balance ‘?S% wlll be trealed as agnculrural income.

22 00000

Sale valuc of curcd coffcc

Less: Expenses for growing coffee 3,10,000 I
Car expenses (80% of ¥ 50,000) 40,000 |
Depreciation on car (80% of 15% of T 3,00,000) [See :
Computation below]| 36,000

Total cost of agricultural operations 3,86,000

Expenditure for coffee curing operations 3,00,000

Add: Depreciation on machinery (15% of ¥ 15,00,000) 2,25,000 '
[See Computation below]

Total cost of the curing operations 5,25,000
Total cost of composite operations

9,11,000
Total profits from composite activities 12,89,000
Business income (25% of above) 3,22.250
Agricultural income (75% of above) 9,66,750

Computation of depreciation for P.Y. 2025-26

h |Fr||FI ¥

Opening balance as on 142025 (ie, WDV as on 31.3.2025 (-)

3,00,000 |
depreciation for P.Y.2024-25) .
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Depreciation thereon at 15% 45,000
Less: Disallowance @20% for personal use 9,000
Depreciation actually allowed 36,000
Machinery

Opening balance as on 1.4.2025 (i.e., WDV as on 31.3.2025 (-) 15,00,000
depreciation for P.Y.2024-25)

Liﬁ)cprccimion @ 15% for P.Y. 2025-26 2,25,000

Explanation 7 to section 43(6) provides that in cases of ‘composite income’, for the purpose of
computing written down value of assets acquired before the previous year, the total amount of
depreciation shall be computed as if the entire composite income of the assessee (and not just 25%) is
chargeable under the head “Profits and gains of business or profession”. The depreciation so
computed shall be deemed to have been “actually allowed” to the assessee.

Study materiad Questiong not inducled here :

Tlustraron 14 - Module Pg 3230
Tiustration 18 2 module Pg 3-316
Practicad &-31 > Moduwle Pg 3°343
PrackHecad @12 - Module Pg 3-3U8&
Practical & 13 - Module Pg 3:349
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Question 1 [Capital Asset]

A is the owner of a car. On 1-4-2025, he starts a business of purchase and sale of motor car
% He treats the above car as part of the stock-in-trade of his new business. He sells the
same on 31-3-2026 and gets a profit of ¥ 1 lakh. Discuss the tax implication in his hands

under the head “Capital gains”. [SM Q]

Answer 1

Since car is a personal asset, conversion or treatment of the same as the stock-in- trade of his business
will not be trapped by the provisions of section 45(2). Hence, A is not liable to capital gains tax.

Question 2 P4 153 [CG Calculation]

Mr. A purchased a property during 03-04 for ¥ 3,50,000. He spent ¥ 2,00,000 on
Improvement during 2004-05. The property was sold by for ¥ 37 lacs on 12" July, 2024
(Brokerage 2%). Compute Capital Gains.

Question 3 Pj \‘f)‘-\ [COA in case of Asset Acquired before 1/4/01]

Mr. C purchases a house property for ¥1,06,000 on May 15, 1975. The following expenses
are incurred by him for making addition/alternation to the house property:

: Partfcl"afs T _ L
(a) | Cost of construction of first floor in 1982-83 -1 oY @ 3,10,000
(b) | Cost of construction of the second floor in 2002-03 7,35,000
(c) | Reconstruction of the property in 2012-13 5,50,000

Fair market value of the property on April 1, 2001 is ¥ 8,50,000 and stamp duty value on the

said date was ¥ 8,10,000. The house property is sold by Mr. C on July 10, 2025 for X
68,00,000 (expenses incurred on transfer: ¥ 50,000). Compute the capital gain for the

assessment year 2026-27.

Question 4 PS |S% [Conversion of capital asset into SIT]

X converts his capital asset (acquired on June 10, 2004 for ¥ 60,000) into stock-in- trade on
March 10, 2024. The fair market value on the date of the above conversion was 3 5,50,000.
He subsequently sells the stock-in-trade so converted for ¥ 6,00,000 on June 10, 2025.
Discuss the year of chargeability of capital gain and business income. [SM Q.]

Question 5 Py 159 [Conversion of capital Assets into SiT]

LDR Preeti purchased a Land at a cost of T 10 Lakhs in the Financial Year 1982-83 and held the

same as her Capital Asset till 315 March, 2010. Preeti started her real estate business on
01% April, 2010 and converted the said land into Stock-in-Trade of her business on the said
date, when the fair market value of the land was ¥ 150 Lakhs. FMV of land as on 1/4/2001 is

9.3 lacs.
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' lity and dimension. Cost of construction of eac
She constructed 20 Flats of equal size, quality -%ehe sold 15 Flats at % 20

flat is 2 8 Lakhs. Construction was completed in December 2025. SN .
Lakhs per Flat between January, 2026 and March 2026. The remaining 5 flats were held in

stock as on 313 March, 2026.

Compute the amount of chargeable Cap Busine:
Preeti arising from the transactions for AY. 2026-27 indication cl

ireatment for each item.

Questions 79214 [Conversion of capital Assets into SIT]
nancial year 2004-05 and held

ital Gain and Business Income in the hands of
early the reasons for

LD Mrs. Harshita purchased a land at a cost of T 35 lakhs in the fi
the same as her capital asset till 20th March, 2024.

She started her real estate business on 21st March,
stock-in-trade of her business on the said date, when
210 lakhs.

She constructed 15 flats of equal size, quality and dimension. Cost of construction of each
flat is T 10 lakhs. Construction was completed in February, 2026. She sold 10 flats at ¥ 30
lakhs per flat in March, 2026. The remaining 5 flats were held in stock as on 31st March,
2026.

She invested 50 lakhs in bonds issued by National Highways Authority of India on 31st
March, 2026 and another? 50 lakhs in bonds of Rural Electrification Corporation Ltd. in April, :
2026.

Compute the amount of chargeable capital gain and business income in the hands of Mrs.
Harshita arising from the above transactions for Assessment Year 2026-27 indicating clearly

the reasons for treatment for each item.

2024 and converted the said land into
the fair market value of the land was

Qluestion 7 P&ﬁ 66 [Compulsory Acquisition of Capital Asset]

The house property of Navin is compulsory acquired by the Govt. on March 10, 2010. The
Govt. award ¥ 14,00,000 in the first instance (out of which 10,000 is received on April 12,
2025 and the balance ¥ 13,90,000 is received on May 10, 2026). Navin purchased the
house in 2001-02 for ¥ 2,00,000. On the appeal of Navin the high court increase the
compensation to ¥ 16,50,000 (Expenditure in court's proceedings ¥ 6,000). The additional
compensation of ¥ 2,50,000 is received on May 6, 2027. Find out the capital gain

chargeable to tax.

Question 8 bg |6} [Compulsory Acquisition of Capital Asset]

The Governmeni compulsorily acquired land of Mr. Shivam in April 2021 and paid
' compensation of ¥ 20 lakhs in June 2025. The land was acquired by Mr. Shivam in June
2004 for Z 12 lakhs. He had filed for additional compensation through Court and was
_ awarded 7 18 Lakhs in February 2026 but this amount was received only during May 2026.
) Compute the taxable capital gain from the above transaction indicating the relevant
assessment year. Expenses in connection with compulsory acquisition were ¥ 30,000 and
for obtaining enhancement of compensation was ¥ 1 lakh '

)

*. Cluestion 9 Ay 195 [Destruction of Capital Asset]
B The Assessee was a Company carrying on business of manufacture and sale of Art-Silk
] cloth. It purchased Machlnery worth T4 Lakhs on 1.5.2007 and insured it with United India
& Assurance Ltd. against Fire, Flood, Earthquake, etc. The written down value of the asset as
? on (?_1_.04.2025 was ¥2.02,800. The Insurance policy contained a re-instatement clause
; requiring the insuirance company to pay the value of the machinery, as in the date of the fire,
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The Assessee
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etc., in case of destruction of loss.
damage to the machinery of the Assessee rendering them totally useIes:ls_

i Company on
company received a sum of 76 Lakhs from the Insurance _
Discuss the issue arising tions and their treatment.

nus Shares]
Question 10 Prj \84 [Bo {of T30
Ms. Usha purchases 1,000 equity shares in X Ltd., an unlisted company, at @ cosl o1 *

per share (brokerage 1%] in January 1996. She gets 100 bonus shares in /{X__ugust .igg?v;gg
again gets 1,100 bonus shares by virtue of her holding in February 2006. Fair ma 50

of the shares of X Ltd. on April 1, 2001 is ¥ 80.
On 1% May 2025, she transfers all her shares @
Compute the capital gains taxable in the hands of Ms. Usha

Question 11 P4 145
‘ Mr. R holds 1000 shares in Star Minus Ltd., an unlisted company, acqulrgd in the year
2001-02 at a cost of ¥75,000. He has been offered right shares the company in the month of
August, 2025 at 2160 per share, in the ratio of 2 for every 9 held. He retains 50_% of the right
and renounces the balance right shares in favour of Mr. Q for 230 per shares In September
2025. All the shares are sold by Mr. R for 2300 per shares in January 2026 and Mr. Q sells

his shares in December 2025 at 7280 per share. What are the capital gains taxable in the
hands of Mr. R and Mr. Q?

A fire broke out

on account on the transac

7 200 per share (brokerage 2%).
for the A.Y. 2026-27

[Right Shares]

‘ Question 12 [Exempt transfer u/s 47]

In which of the following situations capital gains tax liability does not arise?

(i) Mr. A purchased gold in 1970 for ¥ 25,000. In the P.Y. 2025-26, he gifted it_to his son at
the time of marriage. Fair market value (FMV) of the gold on the day the gift was made

was ¥ 1,00,000.
(i) A house property is purchased by a Hindu undivided family in 1945 for T 20,000. It is
given to one of the family members in the PY. 2025-26 at the time of partition of the
family. FMV on the date of partition was < 12,00,000.

(iii) Mr. B purchased 50 convertible debentures for T 4
into 500 shares worth ¥ 85,000 in November 2025 by the company.

TR RN TN

e T, S

0,000 in 1995 which are converted
[SM Q]

Answer 12
We know that capital gains arises only when we transfer a capital asset. The liability of capital gains

tax in the situations given above is discussed as follows:

(i) As per the provisions of section 47(iii), transfer of
transfer for the purpose of capital gains. Therefore, capita
given situation.

(i) As per the provisions of section 47(i), transfer of a capital asset (being in kind) on the total or
partial partition of Hindu undivided family is not regarded as transfer for the purpose of capital
gains. Therefore, capital gains tax liability does not arise in the given situation.

(iii) As per the provisions of section 47(x), transfer by way of conversion of bonds or debentures
debenture stock or deposit certificates in any form of a company into shares or debentures of that
company is not regarded as transfer for the purpose of capital gains. Therefore, capital gains tax
liability does not arise in the given situation.

a capital asset under a gift is not regarded as
| gains tax liability does not arise in the

AR R ST T

Question 13 [Exempt transfer u/s 47 Reverse mortgage]

Mr. Abhishek a senior citizen, mortgaged his residential house with a bank, under a notified
reverse mortgage scheme. He was getting loan from bank in monthly instaliments. Mr
Abhishek did not repay the loan on maturity and hence gave possession Eie o
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e his loan. How will the treatment of long-term capital gain be on such &

A

bank, to discharg TR IR Sl
reverse mortgage transaction? ¢
Answer 13 ; [SM Q] ;

ey

Section 47(xvi i i
o oy é;\gg ﬁ;%vﬁigifhst l;n*lyl tragsfer of a capital asset in a transaction of reverse mortgage under @&
> 4 1fied by the Central Govern ' &
45 e T ment shall not be considered as a transfer for the
Accordi i i ' "
3 transfleng%; the mortgaging of resldentlal house with bank by Mr. Abhishek will not be regarded as i
o 1. Therefore, no capital gain will be charged on such transaction. it
urt i i I o
o 1esl;;nslectxgn _10(43) prov.ldes that the amount received by the senior citizen as a loan, either in
Thefef olr in mstallm_ent, in a transaction of reverse mortgage would be exempt from income-tax.
ore, the monthly installment amounts received by Mr. Abhishek would not be taxable.

Quest'
ion 14 [Misc. Concepts]

I:Txam‘ine, with reasons, whether the following statements are True or False.

(i) Alienation of a residential house in a transaction of reverse mortgage under a scheme
made and notified by the Central Government is treated as "transfer” for the purpose of
capital gains.

(ii) Zero coupon bonds of eligible corporation, held for 14 months, will be long- term capital S8
assets. _ :

(iii) Zero| Coupon Bond means a bond on which no payment and benefits are received or
receivable before maturity or redemption. [sMQ] &

Answer 14
(i) False: As per section 47(xvi), such alienation in a transaction of reverse mortgage under a
scheme made and notified by the Central Government is not regarded as "transfer" for the :
purpose of capital gains. g
(i) True: Section 2(42A) defines the term 'short-term capital asset'. Under the proviso to section
2(42A), zero coupon bond held for not more than 12 months will be treated as a short-term
capital asset. Consequently, such bond held for more than 12 months will be a long-term capital

asset.

(iii) True: As per section
capital company or in
company, or Scheduled Bank

benefit is received or receiva
which the Central Government may notify in this behalf.

2(48), ‘Zero Coupon Bond’ means a bond issued by any infrastructure §
frastructure capital fund or infrastructure debt fund or a public sector ¢
on or after st June 2005, in respect of which no payment and |
ble before maturity or redemption from such issuing entity and &

[Slump Sale] &&
d

(uestion 15 93 (90 ;
Mr. A is a proprietor of Akash Enterprises having 2 units. He transferred on 1.4.2025 his fj
Unit 1 by way of slump sale for a total consideration of T 25 lacs. The fair market value of

“on 1.4.2025 is T 30 lacs. Unit 1 was started in the year 2006-07. The expenses

the unit on i
incurred for this transfer were 7 28.000. His Balance Sheet as on 31.3.2025 is as under:
e | Tolal[®) | Assefsti TOnitAR) | Unit2(®) | Total @)
Own Caplita.\vl | 15,00,000 | Building 12,00,000| 2,00,000(  14,00,000 |
3,00,000 Machinery 3,00,000 1,00,000 4,00,000 k

A<se! ko |Revaluation Reserve

oval a0 | (for building of unit 1)
1,00,000 40,000 1,40,000 | &

2.00,000 | Debtors

j02 2 I gank loan (70% for
unit 1)
i Other
Trade creditors (25%
for unit 1) 1,50,000 assets 1,50,000 60,000 2,10,000 =
yakd]
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21,50,000 | Total

Total

Other information:

(i) Revaluation reserve is create

(i) No individual value of any asse

(iii) Other assets of Unit 1 include patents acquire
depreciation has been charged.

(iv) The value of machinery represent
1961.

Compute the capital gain for t

Question 16 P9 |95

X & sons, HUF, purchased a land for ¥
partition took place when Mr. A, a cop
P.Y. 2007-08, he had incurred expens
sells this plot of land for ¥15,00,000 on 10"
extent of T 20,000. You are required to comput

alue of the building of Unit 1.

n the transfer deed.
d on 1.7.2023 for 7 50,000

d by revising upward the v

is considered i _
4 on which no

s the written down value as per the Income tax Act,

[SM Q.]

he assessment year 2026-27.
[Gift from HUF ]

1,20,000 in the P.Y. 2002-03. In the P.Y. 2006-07, a
arcener, is allotted this plot valued at % 1,50,000. In
es of ¥ 2,35,000 towards fencing of the plot. Mr. A
December, 2025 after incurring expenses 1o the
e the capital gain for the A.Y.2026-27.

RSN

Question 17 Py I Yo L oh |
friend in November 2005. The site was

Mr. Dinesh received a vacant/site as gift from his s
acquired by his friend for ¥ 7,00,000 in April 2002. Dinesh constructed a residential building
during the year 2010-11 in the said site for ? 15,00,000. He carried out. some further
extension of the construction in the year 2012-13 for .5,’9,(9.19@(1-.” = €01
Dinesh sold the residential building for ?QS,OO_,QQQ?n January 2026 but the State stamp
valuation authority adopted ¥ 65,00,000 als; value for the purpose of stamp duty.

= O .
Compute his long-term capital gain, for the assessment year 2026-27 based on the above

information. 38,00,000,
Question18 Yo > CAdvance mﬂUj forfeit J

Mr. Kay purchases a house property on April 10, 1992 for % 65,000. The fair market value of
the house property on April 1, 2001 was ¥ 2,70,000 & SDV as on 01/04/01 is ¥ 2,90,000. On
August 31, 2003, Mr. Kay enters into an agreement with Mr. Jay for sale of such property for
Z 3,70,000 and received an amount of ¥ 60,000 as advance. However, as Mr. Jay did not
pay the balance amount, Mr. Kay forfeited the advance. In May 2008, Mr. Kay constructed
tr}e first floor by incurring a cost of ¥ 2,35,000. Subsequently, in January 2009, Mr. Kay
gifted the house to his friend Mr. Dee. On February 10, 2026, Mr. Dee sold the hcl>use for ¥
22,00,000. Compute the capital gains in the hands of Mr. Dee for A.Y.2026-27. |& 95000

I T PR T R e L AR T N £

Question 19 Py (Y3 [ Advance money forfeit J . .

1,75,000 was spent on the improvement and repairs of the property i ’ }
property was proposed to be sold to Mr. Z in the? month of MF;y,pZBtgG";r:\fia;cr:whgt}\?zig;c.eThf?
15 40,000 was taken from him. As the entire money was not paid in time, Mr. X forfeited t?1
B advance and subsequently sold the property to Mr. Y in the month ;)f May 202561‘ 2
se {58,00,0()0.. The fair value of the property on April 1, 2001 was ¥ 11,90,000 & SDV ?r :
rninett 101/04/01 is T 12,90,000. What is the capital gain chargeable in the 'ﬁéli';:{s of Mr. X fg: tﬁg

.!, A.Y. 2026-27? 450000 O e -

) 0« Yy O L
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Mr. X purchases a house property in December 1993 for ¥ 5,25,000 and an amount of ¥ <° o
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Questi |

on 20 [Exemptions u/s 54] |
Mr. .C‘)ee purchased a resi
additions to the house incurring  2,00,000 in August 2023. He sold the house property in %

Apri! 2025 for ¥ 20,00,000. Out of the sale proceeds, he spent ¥ 5,00,000 to purchase
another housea property in September 2024.

What is the amount of capital gains taxable in the hands of Mr. Cee for the A.Y.2026-277?

SM Q.
Answer 20 : !

The. house is sold before 24 months from the date of purchase. Hence, the house is a short-term (&
capital asset and no benefit of indexation would be available.

Particulars e
Sale consideration | | i 7'20,00,000
Less: Cost of acquisition 10,00,000 | &%
Cost of improvement 2,00,000 i{.
Short-term capital gains 8,00,000 ';*'

N
the house is short-term capital asset, Mr. Cee cannot claim exemption w/s 54. Thus, the amount of &
taxable short-term capital gains is T 8,00,000. |

Question 21 P919%

Ravi owns a residential house which was purchased by him in 1975 for  80,000. The FMV
as on 1.4.01 was ¥ 2,00,000 & SDV as on 01/04/01 is ¥ 1,90,000. This house is sold by him &
on 16.7.2025 for a consideration of ¥ 27,00,000. The brokerage and expenses on transfer &

was ¥ 15,000. Compute capital gains for the assessment year 2026-27. If he invests ¥ £

5,00,000 for purchase of a new house on 15.3.2026. If the HP so purchased in 15.3.2026 is &
again sold in 21.10.26 for T 9 lacs, what will be the capital gain? g

Qluestion 22 19 (93

Mr. Roy owned a residential house in Noida. It was acquired on 09.09.2012 for  30,00,000. &
He sold it for ¥ 1,57,00,000 on 07.01.2023. ;

Mr. Roy utilized the sale proceeds of the above property to acquire a residential house in g2
Panchkula for ¥ 2,05,00,000 on 20.07.2023. The said house property was sold on g
31.10.2025 and he purchased another residential house at delhi for 2,57,00,000 on
02.03.26. The property at Panchkula was sold for ¥ 3,25,00,000.

Calculate capital gains chargeable to tax for the assessment year 2023-24 and 2026-27. All
working should form part of your answer.

Question 23 Pg 203

On 16" January 2026, Suman sold agricultural land for ¥ 22 lacs. He incurred selling
expenses for ¥50,000. Compute capital gains, If the Iapd sold, was purchas_ed on 1% §
February 2006 for ¥ 2 lacs, and the land was used fo:hagncultural purposes by his mpthe{r. 4
He again purchased agricultural land of ¥ 8 lags on 25" January 202?5 Ampunt deposited in §

a scheduled bank under “Capital Gains Deposit Scheme ¥ 4 lacs on 6" April 2026.

o7k
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dential house on July 20, 2023 for ¥ 10,00,000 and made some

ote: The exemption of capital gains w's 54 is available only in case of long-term capital asset. As £
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Question 24 Pﬂ 208

PQR Ltd., purchased a land for industrial undertaking in May 2004, at a cost of ¥ 3,50,0{)0,
The above property was compulsorily acquired by the State Government at a compensation
of ¥ 14,00,000 in the month of January, 2026. The compensation was received in February,
2026. The company purchased another land for its industrial undertaking at a cost of ¥
2,00,000 in the month of March, 2026. What is the amount of the capital gains chargeable to
tax in the hands of the company for the A.Y. 2026-277

Question 25 Pg 210
From the following particulars, compute the taxable capital gains of Mr. D for A.Y.2026-27

Sale price Of]ewellerysoldm January2026 B Ll e e i B0/000
Expehsééftznh transler ;i v s i : s : - ¥ 7,000
; Residential house purchased inMarc 2026 . | o % 8.00000 |

} Question 26

Mr. Selvan, acquired a residential house in January, 2002 for ¥ 10,00,000 and made some
improvements by way of additional construction to the house, incurring expenditure of 3
2,00,000 in October, 2005. He sold the house property in October, 2026 for ¥ 75,00,000.
The value of property was adopted as T 80,00,000 by the State stamp valuation authority for
registration purpose. He acquired a residential house in January, 2026 for ¥ 25,00,000. He
deposited % 20,00,000 in capital gains bonds issued by National Highways Authority of India
(NHAI) in June, 2026 Compute the capital gain chargeable to tax for the assessment year
2026-27.

What would be the tax consequence and in which assessment year it would be taxable, if
the house property acquired in January, 2026 is sold for ¥ 40,00,000 in March, 20277

| Question 27 Py 20%

Mr. Rahul transferred a vacant site on 28.10.2025 for ¥ 100 lakhs. The site was acquired for
¥ 9,99,300 on 30.6.2004. He invested ¥ 50 lakhs in eligible bonds issued by Rural
Electrification Corporation Ltd. (RECL) on 20.3.2026. Again, he invested ¥ 20 lakhs in
eligible bonds issued by National Highways Authority of India (NHAI) on 16.4.2026.

Compute the chargeable capital gain in the hands of Rahul for the A.Y. 2026-27.

" Question 28 Pg 123 [Bonus Shares]

Mr. Mithun purchased 100 equity shares of M/s Goodmoney Co. Ltd. on 01- 04-2007 at
rate of ¥ 1,000 per share in public issue of the company by paying securities
transaction tax.

Company allotted bonus shares in the ratio of 1:1 on 01.12.2024- He has also received
dividend of ¥ 10 per share on 01.05.2025.

He has sold all the shares on 01.10.2025 at the rate of ¥ 4,000 per share through a
recognized stock exchange and paid brokerage of 1% and securities transaction tax of
0.02%.

Compute his total income and tax liability for A.Y. 2026-27 if Mr. Mithun pays tax under
default tax regime, assuming that he is having other income of ¥ 8,00,000. Fair market
value of shares of M/s Goodmoney Co. Ltd. on 31.1.2018 is ¥ 2,000.

* 2CA Bhanwar Borana: -
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Long term capital gains on sale of original shares

_G‘Ess sale consideration (100 x 2 4,000) 4,00,000 |
Less: Brokerage@1% 4,000 .
Net sale consideration 3,96,000
Less: Cost of acquisition (100 x ¥ 2,000) (Refer Note 1) 2,00,000
Long term capital gains 1,96,000 ’,

.Short term capital gains on sale of bonus shares

Gross sale consideration (100 x X 4,000)

Slotndiav bbb Al UGsta

T A

4,00,000
Ess: Brokerage@1% 4,000
ﬂet sale consideration 3,96,000
Less: Cost of acquisition of bonus shares [Nil as such NIL
shares are allotted after 1.04.2001)
Short term capital gains [Since bonus shares are held for less than 12 3,96,000
months before sale]
Income from other sources |
Dividend received from M/s Goodmoney Co. Ltd. Is taxable in the 2,000
hands of shareholders [200 shares x 10 per share]
Other income 8,00,000
Total Income 13,94,000
Tax Liability
Tax on STCG u/sl1A
20% of T 3,96,000 79,200
Tax on LTCG u/s 112A
12.5% of (T 1,96,000 - T 1,25,000) 8,875
Tax on other income of T 8,02,000
% 4,00,000 to ¥ 8,00,000@5% 20,000
Z8,00,000 to ¥ 8,02,000 @10% 200 20,200 |
1,08,275
Add: Health and education cess @4% 4,331
Tax liability 1,12,606
Tax liability (rounded off) 1,12,610

Notes:

(1) Costofacquisition of such equity shares acquired before 1.2.2018 is higher of
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- Cost of acquisition i.e., T 1,000 per share and

Chapter 6: C

- lower of
Fair market value of such asset i.e., ¥ 2,000 per share and Full value of consideration i.e.,
< 4,000 per share.
Therefore, the cost of acquisition of original share is ¥ 2,000 per share.

(2) Securities transaction tax is not allowable as deduction.

Question 29 [Destruction of capital asseis]

Mr. A is an individual carrying on business. His stock and machinery were damaged and
destroyed in a fire accident.

The value of stock lost (total damaged) was ¥ 6,50,000. Certain portion of the machinery
could be salvaged. The opening balance of the block as on 1.4.2025 (i.e., WDV as on
31.3.2025 after providing depreciation for P.Y. 2024-25) was ¥ 10,80,000.

During the process of safeguarding machinery and in the fire fighting operations, Mr. A lost
his gold chain and a diamond ring, which he had purchased in April, 2004 for ¥ 1,20,000.
The market value of these two items as on the date of fire accident was ¥ 1,80,000.

Mr. A received the following amounts from the insurance company:

(i) Towards loss of stock < 4,80,000
(i) Towards damage of machinery ¥6,00,000
(iii) Towards gold chain and diamond ring ¥ 1,80,000
You are requested to briefly comment on the tax treatment of the above three items under
the provisions of the Income-tax Act, 1961. [SMQ.]

Answer 29
(i) Compensation towards loss of stock: Any compensation received from the insurance company
towards loss/damage to stock in trade is to be construed as a trading receipt. Hence, ¥ 4,80,000
received as insurance claim for loss of stock has to be assessed under the head “Profit and gains

of business or profession”.

Note - The assessee can claim the value of stock destroyed by fire as revenue loss, eligible for
deduction while computing income under the head “Profits and gains of business or profession”.

(i) Compensation towards damage to machinery: The question does not mention whether the
salvaged machinery is taken over by the Insurance company or whether there was any
replacement of machinery during the year. Assuming that the salvaged machinery is taken over
by the Insurance company, and there was no fresh addition of machinery during the year, the
block of machinery will cease to exist. Therefore, ¥ 4,80,000 being the excess of written down
value (i.e. T 10,80,000) over the insurance compensation (i.e. ¥ 6,00,000) will be assessable as a
short-term capital loss.

Note — If new machinery is purchased in the next year, it will constitute the new block of
machinery, on which depreciation can be claimed for that year.

(iii) Compensation towards loss of gold chain and diamond ring: Gold chain and diamond ring are
capital assets as envisaged by section 2(14). They are not “personal effects”, which alone are to
be excluded. If any profit or gain arises in a previous year owing to receipt of insurance claim, the
same shall be chargeable to tax as capital gains. The capital gains has to be computed by reducing
the indexed cost of acquisition of jewellery from the insurance compensation of ¥ 1,80,000.

.CA Bhanwar Borana
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Question 30 [Capital Gain with Section 50C & Exemption u/s 54]
Mr. Sarthak entered into an agreement with Mr. Jaikumar to sell his residential
house located at Kanpur on 16.08.2025 for ¥ 1,50,00,000.

The sale proceeds were to be paid in the following manner:

() 20% through account payee bank draft on the date of agreement.

(i) 60% on the date of the possession of the property.

(iii) Balance after the completion of the registration of the title to the property.

Mr. Jaikumar was handed over the possession of the property on 15.12.2025 and the

registration process was completed on 14.01.2026. He paid the sale proceeds as per the
sale agreement.

The value determined by the Stamp Duty Authority-
(a) on 16.08.2025 was ¥ 1,70,00,000;

(b) on 15.12.2025 was ¥ 1,71,00,000; and

(c) on 14.01.2026 was ¥ 1,71,50,000.

Mr. Sarthak had acquired the residential house at Kanpur on 01.04.2001 for ¥
30,00,000. After recovering the sale proceeds from Jaikumar, he purchased two

residential house properties, one in Kanpur for ¥ 20,00,000 on 24.3.2026 and another in
Delhi for ¥ 35,00,000 on 28.5.2026.

Compute the income chargeable under the head "Capital Gains" of Mr. Sarthak
for the Assessment Year 2026-27.

Answer 30

Computation of income chargeable under the head “Capital Gains” of Mr. Sarthak for A.Y.
2026-27

ediaRanticalars o T e

Capital Gains on sale of residential house

Actual sale consideration < 1,50,00,000
Value adopted by Stamp Valuation Authority ¥ 1,70,00,000
on the date of agreement

[As per section 50C, where the actual sale consideration is less than the
value adopted by the Stamp Valuation Authority for the purpose of charging
stamp duty, and such stamp duty value exceeds 110% of the actual sale
consideration, then, the value adopted by the Stamp WValuation Authority
shall be taken to be the full value of consideration.

In a case where the date of agreement is different from the date of
registration, stamp duty value on the date of agreement can be considered
provided the whole or part of the considerationis paid by way of account payee

cheque/bank draft or by way of ECS through bank account or through such
other electronic mode as may be prescribed, on or before the date of
agreement.

In this case, since 20% of ¥ 150 lakhs is paid through account payee bank
draft on the date of agreement, stamp duty value on the date of agreement would
be considered for determining the full value of consideration]

Full value of sale consideration [Stamp duty value on the date of 1,70,00,000
agreement, since it exceeds 110% of the actual sale consideration]
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i . Particulars : e

30,00,000
1,40,00,000

Less: Cost of acquisition of residential house

nce the residential house property was held by Mr.

Long-term capital gains [Si P st

Sarthak for more than 24 months immediately preceding the date 55,00,000

Less: Exemption u/s 54

) B 2.5

Since, long-term capital gains does not exceed ? 2 crore, he wquld .t.'tzz
eligible for exemption in respect of both the 1'e51denta§11 house propertie
purchased in India. The capital gain arising on transfer of a lotlg-tqrnail
residential property shall not be chargeable to tax to the extent §uch. capgg
gain is invested in the purchase of these residential house properties 11 _[:} ia
within one year before or two years after the date of transfer of or'xgmal
asset. Thus, he would be eligible for exemption of ¥ 55,00,000 being Z
20,00,000 and ¥ 35,00,000 invested on acquisition of residential house
property in Kanpur and Delhi, respectively.

)

S

e

AR

85,00,000

Long term capital gains chargeable to tax

Note: It may be noted that since Sarthak has transferred residential house property whic'h was
acquired before 23.07.2024, he can opt to pay tax @20% on LTCG (computgd with indexation) or
12.5% on LTCG (computed without indexation) whichever is beneficial to him.

SN A ST T NS

Question 31 [Capital Gain with Section 50C & Exemption u/s 54/54EC]

Mrs. Yuvika bought a vacant land for ¥ 80 lakhs in May 2005. Registration and othgr
expenses were 10% of the cost of land. She constructed a residential building on the said
land for ¥ 100 lakhs during the financial year 2007-08.

She entered into an agreement for sale of the above said residential house with Mr.
Johar (not a relative) in April 2015. The sale consideration was fixed at ¥ 700 lakhs and
on 23-4-2015, Mrs. Yuvika received ¥ 20 lakhs as advance in cash by executing an
agreement. However, due to failure on part of Mr. Johar, the said negotiation could
not materialise and hence, the said amount of advance was forfeited by Mrs. Yuvika.

Mrs. Yuvika, again entered into an agreement on 01.05.2025 for sale of this house at ¥ 810
lakhs. She received ¥ 80 lakhs as advance by RTGS. The stamp duty value on the date of
agreement was T 890 lakhs. The sale deed was executed and registered on 14-07-2025
for the agreed consideration. However, the State stamp valuation authority had revised
the values, hence, the value of property for stamp duty purposes was ¥ 900 lakhs.
Mrs. Yuvika paid 1% as brokerage on sale consideration received.

§
3
b
Subsequent to sale, Mrs. Yuvika made following acquisition/investments: L
|

(i) Acquired two residential houses at Delhi and Chandigarh for ¥ 130 lakhs and ¥ 50
lakhs, respectively, on 31.1.2026 and 15.5.2026

(i) Acquired a residential house at UK for ¥ 180 lakhs on 23.3.2026. -

(i) Subscribed to NHAI capital gains bond (approved u/s 54EC) for 2 -
11-2025 and for ¥ 40 lakhs on 9-1-2026. ) fea =t o0 A
Compute the income chargeable under the head 'Capital

for A.Y.2026-27. The choice of exemption must be in the manne
assessee.

B

FI R S U ST

R
e R
o

R e

R AR S LR P

Gains' of Mrs. Yuvika i}
r most beneficial to the )
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L Answer 31 .

]

Computation of income chargeable under the head “Capital Gains” of
Mrs. Yuvika for A.Y.2026-27

| Capital Gains on sale of residential building
; Actual sale consideration ¥ 810 lakhs

Value adopted by Stamp Valuation Authority ¥ 890 lakhs

[Where the actual sale consideration is less than the value
adopted by the Stamp Valuation Authority for the purpose of
charging stamp duty, and such stamp duty value exceeds 110% of
the actual sale consideration, then, the value adopted by the Stamp

Valuation Authority shall be taken to be the full value of
consideration as per section 50C.

However, where the date of agreement is different from the date of
registration, stamp duty value on the date of agreement can be
considered provided the whole or part of the consideration is
‘ received by way of account payee cheque/bank draft or by way of
ECS through bank account or through prescribed electronic modes
on or before the date of agreement.

In this case, since advance of ¥ 80 lakh is received by RTGS, i.e.,
g one of the prescribed modes, stamp duty value on the date of
3 agreement can be adopted as the full value of consideration.
However, in the present case since stamp duty value on the date of
agreement does not exceed 110% of the actual consideration, actual
sale consideration would be taken as the full value of consideration]

4

Foroign - o V4

Gross- Sale consideration (Actual consideration, since stamp duty 810.00
:;‘ value on the date of agreement does not exceed 110% of the
: actual consideration)
Less: Brokerage @1% of sale consideration (1% of ¥ 810 lakhs) 8.10
Net Sale consideration 801.90
; Less: Cost of acquisition
’ - Cost of vacant land, ¥ 80 lakhs, plus registration and 88.00
,’T other expenses i.e., ¥ 8 lakhs, being 10% of cost of land [X
; 88 lakhs]
f - Construction cost of residential building (¥ 100 lakhs) 100.00 188.00
; Long-term capital gains 613.90
‘ Since the residential house property was held by Mrs. Yuvika f_or
i; more than 24 months immediately preceding the date of its
l transfer, the resultant gain is a long-term capital gain]
' Less: Exemption u/s 54 130.00
?: Where long-term capital gains exceed T 2 crore, the capital gain
' arising on transfer of a long-term residential proper_ty shall not be
. chargeable to tax to the extent such capital gain‘ is invested in the
’ purchase of one residential house property' in India, one year before
; or two years after the date of transfer of original asset.
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(in lakhs) [ (in lakbs) -

Therefore, in the present case, the exemption would be available
only in respect of the one residential house acquired in India and
not in respect of the residential house in UK. It would be more
beneficial for her to claim the cost of acquisition of residential
house at Delhi, i.e., ¥ 130 lakhs as exemption.

Less: Exemption u/s S4EC 50.00
Amount invested in capital gains bonds of NHAI within six months
after the date of transfer (i.e., on or before 13.1.2026), of long-
term capital asset, being land or building or both, would qualify
for exemption, to the maximum extent of ¥ 50 lakhs, whether such
investment is made in the current financial year or subsequent
financial year. Therefore, in the present case, exemption can be
availed only to the extent of ¥ 50 lakh out of ¥ 90 lakhs, even if
the both the investments are made on or before 13.1.2026 (i.e.,
within six months after the date of transfer).

Long term capital gains chargeable to tax 433.90 |

Note: Advance of ¥ 20 lakhs received from Mr. Johar, would have been chargeable to tax under
the head “Income from other sources”, in the A.Y. 2016-17, as per section 56(2)(ix), since the
same was forfeited on or after 01.4.2014 as a result of failure of negotiation. Hence, the same should
not be deducted while computing indexed cost of acquisition.

f Question 32 [Capital Gain with Section 50C & Advance Money ]

104

Mr. Shiva purchased a house property on February 15, 1979 for ¥ 3,24,000. In addition, he
has also paid stamp duty @10% on the stamp duty value of T 3,50,000.

In April, 2008, Mr. Shiva entered into an agreement with Mr. Mohan for sale of such
property for ¥ 14,35,000 and received an amount of ¥ 1,11,000 as advance. However, the
sale consideration did not materialize and Mr. Shiva forfeited the advance. In May 2015,
he again entered into an agreement for sale of said house for ¥ 20,25,000 to Ms.
Deepshikha and received ¥ 1,51,000 as advance. However, as Ms. Deepshikha did not
pay the balance amount, Mr. Shiva forfeited the advance. In August, 2015, Mr. Shiva
constructed the first floor by incurring a cost of ¥ 3,90,000.

On November 15, 2025, Mr. Shiva entered into an agreement with Mr. Manish
for sale of such house for ¥ 30,50,000 and received an amount of ¥ 1,50,000 as advance
through an account payee cheque. Mr. Manish paid the balance entire sum and Mr. Shiva
transferred the house to Mr. Manish on February 20, 2026. Mr. Shiva has paid the
brokerage @1% of sale consideration to the broker.

On April 1, 2001, fair market value of the house property was ¥ 11,85,000 and Stamp duty
value was ¥ 10,70,000. Further, the Valuation as per Stamp duty Authority of such house
on 15" November, 2025 was ¥ 39,00,000 and on 20" February, 2026 was % 41,00,000.

Compute the capital gains in the hands of Mr. Shiva for AY.2026-27. Also, compute the tax
liability u/s 112, assuming that the basic exemption limit has been fully exhausted
against other income.
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[Capital Gain in case of share and security]

Calculate the amount chargeable to tax under the head 'Capital Gains' and also calculate
tax on such gains for A.Y. 2026-27 from the following details provided by Mr. Naveen with
respect to sale of certain securities during F.Y. 2025-26, assuming that the other incomes of
Mr. Naveen exceed the maximum amount not chargeable to tax. (Ignore surcharge and
cess): [MTP Q]
(i) Sold 10,000 shares of Y Ltd. on 05-04-2025 @ X 650 per share

Y Ltd. is a listed company. These shares were acquired by Mr. Naveen on 05-04-2017 @3
100 per share. STT was paid both at the time of acquisition as well as at the time of transfer
of such shares which was affected through a recognized stock exchange.

On 31-01-2018, the shares of Y Ltd. were traded on a recognized stock exchange as under:
Highest price - ¥ 300 per share

Average price - ¥ 290 per share

Lowest price - ¥280per share

(ii)Sold 1,000 units of AB Mutual Fund on 20-05-2025 @z 50 per unit

AB Mutual Fund is an equity oriented fund. These units were acquired by Mr. Naveen on 10-
03-2017 @ % 10 per unit. STT was paid only at the time of transfer of such units. On 31- 01-
2018, the Net Asset Value of the units of AB Mutual Fund was % 55 per unit. The units of AB
Mutual Fund were not listed on the stock exchange as on 31.1.2018.

(iii) Sold 100 shares of C Ltd. on 27-05-2025 @ T 200 per share

C Ltd. is an unlisted company. These shares were issued by the company as bonus shares

on 30-09-1997. The Fair Market Value of these shares as on 01-04-2001 was ¥ 50 per
share.

Cost Inflation Index for various financial years are as under:

2001-02 - 100
2017-18 - 202
2018-19 - 280
2025-26 - 376
@uestion 34 [Calculation of Tax Liability in case of CG]
Total income other than|  2,40,000 3,10,000 590,000 | 4,80,000
long-term capital gain
Long-term capital gain 85,000 10,000 60,000 Nil
from sale of from sale of listed | from sale of
vacant site equity shares (STT | agricultural
paid on sale and land in rural
purchase of shares) area

(i) IfMr. A, Mrs. B, Mr. C and Mr. D pay tax under default tax regime u/s 115BAC.

(iiy If Mr. A, Mrs. B, Mr. C and Mr. D exercise the option to shift out of the default tax
regime and pay tax under the optional tax regime as per the normal provisions of the
Act.
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Question 35 [Capital Gain with Section 50C & Exemption u/s 54]

Mr. Rajkumar bought a residential house for ¥ 5 crores in March 2016. He entered into an
agreement for sale of the said residential house with Ms. Nikita (not a relative) in September
2025 for Z 17 crores. The sale proceeds were to be paid in the following manner:

(i) 10% through account payee bank draft on the date of agreement.

(i) 80% on the date of the possession of the property.
(i) Balance after the completion of the registration of the title of the property.

Ms. Nikita was handed over the possession of the property on 10.11.2025 and the
registration process was completed on 05.02.2026. She paid the sale proceeds as per the
sale agreement. Value of property for stamp duty in September 2025 was ¥ 19 crores.
Subsequently, the State stamp valuation authority had revised the values, hence, the value
of property for stamp duty purposes was Z 20 crores on 05.02.2026. Mr. Rajkumar paid 1%
as brokerage on sale consideration received.

Subsequent to sale, he purchased another residential house for ¥ 13 crores in Mumbai in
March 2026.

You are required to compute the capital gains chargeable to tax in the hands of Mr.
Rajkumar for A.Y. 2026-27. What would be the capital gain, if any, in A.Y. 2027-28 it Mr.
Rajkumar transfers the new residential house in December 2026 for ¥ 15 crores?

~ Answer 35

106

Computation of capital gains of Mr. Rajkumar for A.Y. 2026-27

Actual sale consideration T 17 crores

Value adopted by Stamp Valuation Authority ¥ 19 crores

[Where the actual sale consideration is less than the value adopted by the Stamp
Valuation Authority for the purpose of charging stamp duty, and such stamp duty
value exceeds 110% of the actual sale consideration, then, the value adopted by the 19
Stamp Valuation Authority shall be taken to be the full value of consideration as
per section 50C.

However, where the date of agreement is different from the date of registration,
stamp duty value on the date of agreement can be considered provided the whole or
part of the consideration is received by way of account payee cheque/bank draft or
by way of ECS through bank account or through prescribed electronic modes on or
before the date of agreement.

In this case, since advance of ¥ 1.7 crores is received by account payee bank draft,
stamp duty value on the date of agreement can be adopted as the full value of
consideration.

Gross Sale consideration (Stamp duty value on the date of agreement, since it
exceeds 110% of the actual consideration)

Less: Brokerage @1% of sale consideration (1% of ¥ 17 crores) 0.17
Net Sale consideration 18.83
Less: Cost of acquisition 5.00
Long term capital gains 13.83
[Since the residential house property was held by Mr. Rajkumar for more than 24

months immediately preceding the date of its transfer, the resultant gain is a long-

term capital gain] 0
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Where long-term capital gains exceed ¥ 2 crore, the capital gain arising on transfer
of a long-term residential property shall not be chargeable to tax to the extent such
capital gain is invested in the purchase of one residential house property in India,
one year before or two years after the date of transfer of original asset. However, if
the cost of new residential house exceeds T 10 crores, the amount exceeding T 10
crore would not be taken into account for exemption.

Therefore, in the present case, the exemption would be available in respect of the
residential house acquired in Mumbai and to the extent of ¥ 10 crores only.

Long term capital gains chargeable to tax

As per proviso to section 112, this case while calculating tax liability, assessee is
required to pay tax at 12.5% without indexation or 20% with indexation, whichever is

3.83

Question 36

&ver.

Computation of capital gains of Mr. Rajkumar for A.Y. 2027-28

Particulars): "0 eitin b v

ik
e

e
4% (in'crores)

N 2 T )T ot e
RN e A R I

Sale consideration 15

Less: Cost of acquisition (-) capital gains exempt in A.Y. 2026-27 (X 13 - X 10) 3
Short term capital gains chargeable to tax 12

Since the residential house property was held by Mr. Rajkumar for not more than
24 months immediately preceding the date of its transfer]

[Sec S0AA Capital Gain]
Mr. Sanjay is a resident in India aged 55 years. He had an impressive investment portfolio in
various mutual funds. He redeemed his entire mutual fund investment portfolio and bought a

villa in Lonavala for ¥ 2.00 crores to spend rest of his life there. The details of mutual funds
are as under —

S. | Type of mutual | © Date of ! Dat‘e"c}_f_‘ ;. Amoﬁﬁfgﬁm : :;:
No. | fund [investment | redemption | in\(_es:{%i‘%%i  “redeem
- A A R A S ] ‘,-; et "}"“r ‘
1 | BLR growth fund 03.04.2022 05.06.2025
2 | ABC Strategic fund | 04.05.2025 02.02.2026 46 50
3 | ABD fund Midcap 02.12.2024 05.07.2025 115 118
4 | SBA fund Growth 08.11.2023 12.12.2025 110 120

The funds stated at 1 and 2 have invested 30% of their proceeds in equity shares of
domestic companies and funds stated at 3 and 4 have invested 70% of their proceeds in
equity shares of domestic companies. The investment pattern of funds remained unchanged
over all the years. STT is paid at the time of acquisition and redemption of mutual fund,
wherever applicable.

You are required to compute the capital gains chargeable to tax in the hands o

f Mr. Sanjay
for AY. 2026-27.
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Answer 36

108

 Particulars

Computation of capital gains of Mr. Sanjay for A.Y. 2026-27

s i B LA e A
v ? b BUHE A2 RO e )

Redemption of BLR growth fund
Full value of consideration [Redemption value]

Less: Cost of acquisition

Long term capital gains [Since it is debt fund (as not more than
65% of the proceeds are invested in equity shares of domestic
companies) and it was held by Mr. Sanjay for more than 36
months immediately preceding the date of its transfer] Sec S0AA
not applicable as MF acquired before 1/4/2023.

1,40,00,000
1,10,00,000

30,00,000

Redemption of ABC Strategic fund

Full value of consideration [Redemption value]

Less: Cost of acquisition

Short term capital gains [Since it is a specified mutual fund (as
not more than 35% of its proceeds are invested in equity shares
of domestic companies) which is acquired on or after 1.4.2023,
this fund would be considered as short-term capital asset as per
section SOAA irrespective of the period of holding]

50,00,000
46,00,000

4,00,000

Redemption of ABD Midcap fund
Full value of consideration [Redemption value]
Less: Cost of acquisition

Short term capital gains [Since it is equity-oriented fund (as
more than 65% of its proceeds are invested in equity shares of
domestic companies) and it was held by Mr. Sanjay for not more
than 12 months immediately preceding the date of its transfer]

1,18,00,000
1,15,00,000

3,00,000

Redemption of SBA Growth fund
Full value of consideration [Redemption value]
Less: Cost of acquisition

Long term capital gains [Since it is equity-oriented fund (as
more than 65% of its proceeds are invested in equity shares of
domestic companies) and it was held by Mr. Sanjay for more
than 12 months immediately preceding the date of its transfer]

1,20,00,000
1,10,00,000

10,00,000

Total Capital Gain

Less: Exemption u/s 54F

Capital gain arising on transfer of a long term capital asset other
than a residential house shall not be chargeable to tax to the
extent such capital gain is invested in the purchase of one
residential house property in India within one year before or two
years after the date of transfer of original asset.

Therefore, in the present case, the exemption would be available
only in respect of long-term capital gains from redemption of
BLR growth fund and SBA Growth fund.

Exemption from long term capital gains from redemption of BLR
short term fund

[30,00,000 x 1,40,00,000 /1,40,00,000]
Exemption from long term capital gains from redemption of SBA

47,00,000

30,00,000

5,00,000
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Growth fund
[10,00,000 x 60,00,000 (2 crore — 1.4 crore) /1,20,00,000]

| Capital Gain Chargeable to tax for AY 26-27 12,00,000

Question 37 [Capital Gain Tax with & Without Indexation]

Mr. Gopal resident Individual acquired a house property for ¥ 7,00,000 during PY 1982-83 &

paid stamp duty ¥ 1,50,000 at the time of registration of property. He incurred following
expenses for improvement of property,

PY 96-97 - < 3,50,000

PY 12-13 . R 4,00,000

PY 23-24 . % 3,50,000

l;l\/év %s on 01/04/2001 of such property is Z 18,20,000 & Stamp Duty Value on same date is
16,00,000.

Mr. Gopal sold this property as on 10/12/2025 for ¥ 1,25,00,000.

Mr. Gopal's income from other sources is ¥ 10,00,000. Compute Total Income and Tax
liability. Assume he opted out from section 115BAC.

Answer 37
Computatlon of taxable capltal gains for lhe A.Y.2026-27
: PRty sl Parhculars i AN e S
Sale consideration 1,25,00,000
Less: Expenses incurred for transfer -
1,25,00,000
Less: (1) Cost of acquisition
(a) Cost 8,50,000
(b) - FMV on 1/4/01 18.2 lakhs
- SDV on 1/4/01 16.0 lakhs 16,00,000 16,00,000
(i) Cost of improvement (12-13) 4.00,000
(i11) Cost of improvement (23-24) 3,50,000| 23,50,000
Long term capital gains 1,01,50,000
Computatlon of Total Income & Tax Llabllltv for the A Y.2026-27
LTCGu/s 112 1,01,50,000
Income from other sources 10,00.000
Net Taxable Income 1,11,50,000
Computation of Tax Liability
1. Tax on LTCG u/s 112 [Note-2]
(a) Tax @ 12.5% without Index [1,01,50,000 x 12.5%] 12,68,750
(b) Tax @ 20% with Index (note -1) [53,53,839 x 20%)] 10,70,768| 10,70,768
Whichever is lower
2. Tax on Balance Income
Upto 2,50,000 -
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>2,50,000 upto 5,00,000 5% 12,500
> 5,00,000 upto 10,00,000 20% 1,00,000 1,12,500]
11,83,268
Add: Surcharge @15% since Total Income more than 1 crore _1_7l‘f9_()_
13,60,758
Add: Health & Education cess @4% 54,430
Net Tax Liability 14,15,188
1.€. 145155190
Note: 1
S e SR Ll AmountT
Full Value of Consideration 1,25,00,000
Less: Transfer Expenses — NIL
Net Consideration 1,25,00,000
Less: Indexed Cost of Acquisition — (60,16,000)
16,00,000 x 376 [F.Y. 2025-26]
100 [F.Y. 2001-02]
Less: Indexed Cost of Improvement
4,00,000 x 376 [F.Y. 2025-26]
200 [F.Y. 2012-13] (7,52,000)
3,50,000 x 376 [F.Y. 2025-26)
348 [F.Y. 2023-24] (3,78,161)
Long Term Capital Gain 53,53,839
Note: 2

If a Resident Individual or HUF transfers any immovable property acquired before 23rd July, 2024,
and the tax calculated on LTCG at the new rate (12.5% without indexation) is higher than the tax
calculated at the old rate (20% with indexation), then the excess tax is ignored. In other words, the
assessee is required to pay tax at 12.5% without indexation or 20% with indexation, whichever is

lower.

CA Bhanwar Borana




S Y
| @ CHAPTE

Total f—'—rﬁ;t_@nge,ct'.@nFs_- — Notebook Pa

&

ErRd ety

s R T A Chapten T Income fromi Ofie

2

L

& et

457 ?‘.
-1

Question - A [Deemed Dividend u/s 2(22)(e)]

Rahul, a resident Indian, holding 28%_of equity shares in a company, took a loan of 2
5,00,000 from the same company. On the date of granting the loan, the company had
accumulated profit of 4,00,000. The company is engaged in'some manufacturing activity.

(i) Is the amount of loan taxable as deemed dividend, if the company is a company in which
the public are substantially interested? = [ /sted) o ‘/-.‘,.076"@{3—’ held co.

(i) What would be your answer, if the lending company is a private limited company (i.e.
which is not a company in which the public are substantially interested)? [SM Q]

— Close d o
Answer 1 < < !\L.H: l(,{ ‘F‘\Q ta .

oK

Any payment by a company, other than a company in which the public are substantially interested, of
any sum by way of advance or loan to an equity shareholder, being a person who is the beneficial
owner of shares holding not less than 10% of the voting power, is deemed as dividend u/s 2(22)(e), to
the extent the company possesses accumulated profits.

(1) The provisions of section 2(22)(e), however, will not apply where the loan is given by a company
in which public are substantially interested. In such a case, the loan would not be taxable as
deemed dividend. N

(i1) However, if the loan is taken from a private company (i.e. a company in which the public are not
substantially interested), which is a manufacturing company and not a company where lending of
money 1s a substantial part of the business of the company, then, the provisions of section
2(22)(e) would be attracted, since Rahul holds more than 10% of the equity shares in the

“company. -

The amount chargeable as deemed dividend cannot, however, exceed the accumulated profits held by

the company on the date of giving the loan. Therefore, the amount taxable as deemed dividend would

be limited to the accumulated profit i.e., ¥ 4,00,000 and not the amount of loan which is ¥ 5,00,000.

estion 2 'Fc_:] 250 1), [Capital Gain & IFOS]

Mr. A, a dealer in shares, received the following without consideration during the P.Y. 2025-
26 from his friend Mr. B, - -

(1) Cash gift of ¥ 75,000 on his anniversary, 15th April, 2025. © 1}l e n bl

14

(2) Bullion, the fair market value of which was ¥ 60,000, on his birthday,y19th June, 2025.

(3) A plot of land at Faridabad on 1st July, 2025, the stamp value of which is Z 5 lakh on that
date. Mr. B had purchased the land in April, 2009.

Mr. A purchased from his friend Mr. C, who is also a dealer in shares, 1000 shares of X Ltd.

@ % 400 each on 18th June, 2025, the fair market value of which was ¥ 600 each on that

~ date. Mr. A sold these shares in the course of his business on 23rd June, 2025.

Further, on 1st November, 2025, Mr. A took possession of property (office building) booked
by him two years back at ¥ 20 lakh. The stamp duty value of the property as on 1st
November, 2025 was ¥ 32 lakh and on the date of booking was % 23 lakh. He had paid % 1
lakh by account payee cheque as down payment on the date of booking. -, ) -/ «=~
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On 1st March, 2026, he sold the plot of land at Faridabad for % 7 lakh.

Compute the income of Mr. A chargeable under the head “Income from other sources” and

“Capital Gains" for A.Y. 2026-27. [SM Q.]

Question 3 20.3 [Taxability of GIFT]

Discuss the taxability or otherwise of the following in the hands of the recipient u/s 56(2)(X)
the Income-tax Act, 1961 -

(i) Akhil HUF received ¥ 75,000 in cash from niece of Akhil
Akhil is the Karta of the HUF.

(ii) Nitisha, a member of her father's HUF, transferred a house property to the HUF without
consideration. The stamp duty value of the house property is T 9,00,000.

(iii) Mr. Akshat received 100 shares of A Ltd. from his friend as a gift on occasion of his 25th
marriage anniversary. The fair market value on that date was Z 100 per share. He also
received jewellery worth ¥ 45,000 (FMV) from his nephew on the same day.

(iv) Kishan HUF gifted a car to son of Karta for achieving good marks in Xll board
examination. The fair market value of the car is % 5,25,000. [SMQ]

(i.e., daughter of Akhil’s sister).

Answer 3

s Taxéble/ ;

“Non-:
_ taxable

Bt

- |liable to tax

A B B e o] R AT A R >
S IR WA RN Y | e 3

- Reason

e e S T R s

Taxable

75,000

Sum of money exceeding ¥ 50,000 received without

consideration from a non-relative is taxable u/s S56(2)(x).
Daughter of Mr. Akhil’s sister is not a relative of Akhil HUF,
since she is not a member of Akhil HUF.

(11) | Non- taxable Nil | Immovable property received without consideration by a HUF
from its relative is not taxable u/s 56(2)(x). Since Nitisha is a
member of the HUF, she is a relative of the HUF. However,
income from such asset would be included in the hands of

Nitisha under 64(2).

(111) Taxable 55,000| As per provisions of section 56(2)(x), in case the aggregate fair
market value of property, other than immovable property,
received without consideration exceeds ¥ 50,000, the whole of
the aggregate value shall be taxable. In this case, the aggregate
fair market value of shares (¥ 10,000) and jewellery (% 45,000)
exceeds T 50,000. Hence, the entire amount of ¥ 55,000 shall be

taxable.

(1v) | Non- taxable Nil

Car is not included in the definition of property for the purpose
of section 56(2)(x), therefore, the same shall not be taxable.

Question4 1. Y [Taxability of Capital Gain & GIFT]

Mr. Hari, a property dealer, sold a building in the course of his business to his friend Rajesh,
who is a dealer in automobile spare parts, for ¥ 90 lakh on 1.1.2026, when the stamp duty
value was ¥ 150 lakh. The agreement was, however, entered into on 1.9.2025 when the
stamp duty value was ¥ 140 lakh. Mr. Hari had received a down payment of ¥ 15 lakh by a
crossed cheque from Rajesh on the date of agreement. Discuss the tax implications in the
hands of Hari and Rajesh, assuming that Mr. Hari has purchased the building for ¥ 75 lakh
on 12th July, 2024.

Would your answer be different if Hari was a share broker instead of a property dealer?
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(AT crapter T Income from Other Solirces

[SM Q]

Case 1: Tax implications if Mr. Hari is a property dealer

In the hands of the seller, Mr. Hari -~ |

: Ih'the-haiiids of the buyer, Mr.

Bl
B

 Rajesh

In the hands of Hari, the provisions of
section 43CA would be attracted, since the
building represents his stock-in- trade and he
has transferred the same for a consideration
less than the stamp duty value; and the stamp
duty value exceeds 110% of consideration.

U/s 43CA, the option to adopt the stamp
duty value on the date of agreement can be
exercised only if whole or part of the
consideration has been received on or before
the date of agreement by way of account
payee cheque or draft or by use of ECS
through a bank account or through credit
card, debit card, net banking, IMPS
(Immediate payment Service), UPI (Unified
Payment Interface), RTGS (Real Time Gross
Settlement), NEFT (National Electronic
Funds Transfer), and BHIM (Bharat
Interface for Money) Aadhar Pay on or
before the date of agreement. In this case,
since the down payment of ¥ 15 lakh is
received on the date of agreement by crossed
cheque and not account payee cheque, the
option cannot be exercised.

| Therefore, ¥ 75 lakh, being the difference
| between the stamp duty value on the date of
\transfer i.e., T 150 lakh, and the purchase
price i.c., ¥ 75 lakh, would be chargeable as
business income in the hands of Mr. Hari,

since stamp duty value exceeds 110% of the
consideration

Since Mr. Rajesh is a dealer in automobile spare parts,
the building purchased would be a capital asset in his |
hands. The provisions of section 56(2)(x) would be |
attracted in the hands of Mr. Rajesh who has received |
immovable property, being a capital asset, for
inadequate consideration and the difference between
the consideration and stamp duty value exceeds %
9,00,000, being the higher of ¥ 50,000 and 10% of
consideration. Therefore, ¥ 60 lakh, being the
difference between the stamp duty value of the
property on the date of registration (i.e., ¥ 150 lakh)
and the actual consideration (i.e., T 90 lakh) would be

taxable ws 56(2)(x) in the hands of Mr. Rajesh, since |

the payment on the date of agreement is made by
crossed cheque and not account payee cheque/draft or
ECS or through credit card, debit card, net banking,

IMPS (Immediate payment Service), UPI (Unified
Payment Interface), RTGS (Real Time Gross |
Settlement), NEFT (National Electronic Funds|

Transfer), and BHIM (Bharat Interface for Money) |
Aadhar Pay.

|
|

Case 2: Tax implications if Mr

. Hari is a share broker

In the hands of the seller, Mr. Hari

In the hands of the buyer, Mr.
Rajesh

In case Mr. Hari 1s a share broker and not a property

There would be no difference in

dealer, the building would represent his capital asset
and not stock- in-trade. In such a case, the provisions
of section 50C would be attracted in the hands of Mr.
Hari, since building is transferred for a consideration
less than the stamp duty value; and the stamp duty
value exceeds 110% of consideration.

| Thus, Z 75 lakh, being the difference between the
| stamp duty value on the date of registration (i.e., ¥
1150 lakh) and the purchase price (i.e., ¥ 75 lakh)

taxability in the hands of Mr. Rajesh,

stock broker, (except where the property
transferred in a residential unit fulfilling the
stipulated conditions, which is not so in this
|case).

would be attracted in the hands of Mr. Rajesh

. .CA Bhanwar Borana
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capltal ésset, fo;'fnadequate cons'idcr:at.ion
and the difference between the cc%nsgldggdébo&l

value exceeds ,00,000,
e 50,000 and 10% of

being the higher of%

consideration.
h, being the difference

Therefore, T 60 lak
between the stamp duty value of the property
on the date of registration (i.c?., ?-150 lakh)
and the actual consideration (1.€.; Z 90 lakh)

would be taxable u/s 56(2)(x) in the hands of
1t on the date of

Mr. Rajesh, since the paymer

It may be noted that ws 50C,the option to adopt the
stamp duty value on the date of agreement can be
exercised only if whole or part of the consideration
has been received on or before the date of agreement
by way of account payce cheque or draft or by use of
ECS through a bank account or through credit card,
debit card, net banking, IMPS (Immediate payment agreement is made by crossed cheque and not
Service), UPI (Unified Payment Interface), RTGS |account payce cheque/draft or ECS. or
(Real Time Gross Settlement), NEFT (National through credit card, debit card, ne§ banking,
Electronic Funds Transfer), and BHIM (Bharat|IMPS (Immediate payment Service), UPI
face), RTGS (Real

Interface for Money) Aadhar Pay on or before the |(Unified Payment Inter _
date of agreement. In this case, since the down Time Gross Settlement), NEFT (Nat:ona!
and BHIM

payment of ¥ 15 lakhs has been received on the date Electronic Funds Transfer),
of agreement by crossed cheque and not account (Bharat Interface for Money) Aadhar Pay.

payee cheque, the option cannot be exercised.
[Income from other sources]
[SM Q.]

incomes are taxable:
k-in-trade for 3 years HFP

5 Question5 Prac-§ .1-
:': Examine under which heads the following
(i) Rental income in case property held as stoc

(i) Dividend on shares 1 FOS
p&BP

partner from his partnership firm
b/ Troo (i not charged in POBP)

having the same as business activity JFOS

(iii) Salary received by a
(iv) Rental income of machinery
(v) Winnings from lotteries by a person
(vi) Salaries payable to a Member of Parliament T FOS
(vii) Receipts without consideration TFOS

(viii)In case of retirement, interest on em

unrecognized. T FOS
(ix) Rental income in case of a person engaged in the business of letting out of properties. P(BP

! Answer 5

ployee's contribution if provident fund is

. ‘Particulars -~ W 'HeadofIncome
Income from house property

Rental income in case property held as

stock-in trade for 3 years
Dividend on shares Income from other sources

Salary by partner from his partnership firm

Rental income of machinery (See Note
below)

Winnings from lotteries by a person having
the same as business activity
to a Member of | Income from other sources

Profits and gains of business or profession

Profits and gains of business or profession/
Income from other sources

Income from other sources

Salaries payable
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Parliament
(vii) |Receipts without consideration Income from other sources

(vii)) |In case of retirement, interest on|Income from other sources
employee’s contribution if provident fund
1S unrecognized

(x1) |Rental income in case of a person engaged | Profits and gains from business or profession
in the business of letting out of properties

Note - As per section 56(2)(ii), rental income of machinery would be chargeable to tax under the
head “Income from Other Sources”, if the same is not chargeable to income-tax under the head
“Profits and gains of business or profession”.

Questions Prac: Q. 3. [Interest on Late Compensation]

On 10.10.2025, Mr. Govind (a bank employee) received ¥ 5,00,000 towards interest on

enhanced compensation from State Government in respect of compulsory acquisition of his

land effected during the financial year 2016-17.

Out of this interest, ¥ 1,50,000 relates to the financial year 2017-18; ¥ 1,65,000 to the

financial year 2018-19; and ¥ 1,85,000 to the financial year 2019-20. He incurred ¥ 50,000

by way of legal expenses to receive the interest on such enhanced compensation.

How much of interest on enhanced compensation would be chargeable to tax for the

assessment year 2026-277 [SM Q]
Answer 6

Scction 145B provides that interest received by the assessee on enhanced compensation shall be

deemed to be the income of the assessee of the year in which it is received, irrespective of the method

of accounting followed by the assessee and irrespective of the financial year to which it relates.

Section 56(2)(viii) states that such income shall be taxable as ‘Income from other sources’.

50% of such income shall be allowed as deduction by virtue of section 57(iv) and no other deduction

shall be permissible from such Income.

Therefore, legal expenses incurred to receive the interest on enhanced compensation would not be
allowed as deduction from such income.

Computation of interest on enhanced compensation taxable as “Income from other sources” for
the A.Y 2026-27:

AR o N L R M FRE SRS Actiuad il S .".'9-'.-3 oy b
Interest on enhanced compensation taxable u/s 56(2)(viii) 5.00.000
Less: Deduction u/s 57(iv) (50% x ¥ 5,00,000) 2.50.000
Taxable interest on enhanced compensation 2,50,000
Question7 Prac- & 4. [Taxability of Gift]
The following details have been furnished by Mrs. Hemali pertaining to the year ended

31.3.2026:

(i) Cash gift of ¥ 51,000 received from her friend on the occasion of her “Shastiaptha
Poorthi”, a wedding function celebrated on her husband completing 60 years of age.
This was also her 25th wedding anniversary.

(i) On the above occasion, a diamond necklace worth ¥ 2 lacs was presented by her sister
living in Dubai.

(iii) When she celebrated her daughter's wedding on 21.2.2026, her friend assigned in Mrs.

. v..-CA-Bhanwar-Borana
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Hemali's favour, a fixed deposit he nd in a scheduled bank; the value of

the fixed deposit and the accrued interest on the said date was ¥ 52,000.
Compute the income, if any, assessable as income from other sources.

Answer 7

(i) Any sum of money received by an individual on the occasion
exempt. This provision is, however, not applicable to a ca
function celebrated on completion of 60 years of age. |
The gift of T 51,000 received from a non-relative is, therefore, chargeable t
the hands of Mrs. Hemali, since the same exceeds I 50,000.

(i) The provisions of section 56(2)(x) are not attracted in respect of any sum of money or property
received from a relative. Thus, the gift of diamond necklace received ﬁ'om her sister, ‘b'cmg a
relative, is not taxable w/s 56(2)(x), even though jewellery falls within the definition of
“property”. ‘

(iif) To be exempt from applicability of section 56(2)(x), the property should be received on the

occasion of the marriage of the individual, not that of the individual’s son or daughler: Therefore,

this exemption provision is not attracted in this case, ¥ 52,000 shall be taxable in hands of

Hemali. We assume that FD is treated under money.

[SM Q]

of the marriage of the individuall s
sh gift received during a wedding

o tax u/s 56(2)(x) in

[Taxability of Gift]

Examine the following transactions in the context of Income-tax Act, 1961: [SM Q.]
(i) Mr. B transferred 500 shares of R (P) Ltd. to M/s. B Co. (P) Ltd. on 10.10.2Q2.5. for %
3.00,000 when the market price was ¥ 5,00,000. The indexed-cost of acquisition of
shares for Mr. B was computed at ¥ 4,45,000. The transfer was not subjected to
securities transaction tax.
Determine the income chargeable to tax in the hands of Mr. B and M/s. B Co. (P) Ltd.
because of the above said transaction.

(ii) Mr. Chezian is employed in a company with taxable salary income of < 5,00,000. He
received a cash gift of ¥ 1,00,000 from Atma Charitable Trust (registered u/s 12AB) in
December 2025 for meeting his medical expenses.

Is the cash gift so received from the trust chargeable to tax in the hands of Mr. Chezian?

Answer 8
(i) Any movable property received for inadequate consideration by any person is chargeable to tax
u/s 56(2)(x), if the difference between aggregate Fair Market Value of the property and
consideration exceeds T 50,000.

Thus, share received by M/s B. Co. (P) Ltd. from Mr B for inadequate consideration is
chargeable to tax w/s 56(2)(x) to the extent of X 2,00,000.

As per section S0CA, since, the consideration is less than the fair market value of unquoted
shares of R (P) Ltd., fair market value of shares of the company would be deemed to be the full
value of consideration. It is presumed that the shares of R (P) Ltd are unquoted shares.

The full value of consideration (¥ 5,00,000) less the indexed cost of acquisition (¥ 4,45,000)
would result in a long term capital gains of ¥ 55,000 in the hands of Mr. B.

(ii) The provisions of section 56(2)(x) would not apply to any sum of money or any property
received from any trust or institution registered u/s 12AB. Therefore, the cash gift of T 1 lakh
received from Atma Charitable Trust, being a trust registered u/s 12AB, for meeting medical
expenses would not be chargeable to tax u/s 56(2)(x) in the hands of Mr. Chezian.

| 1165750 CA Bhanwar Borana
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Question 9 Pg 265

From the following particulars of Gani Bhai for the previous year ended 31%' March, 2026,
compute the income chargeable under the head “Income from other sources”:

) Directors fees from a cony K%

(b) Interest on bank deposits | 3,000
(c) Income from undisclosed sources .~ ) 12,000
(d) Winnings from lotteries (Net) — 3500 Oy OO 5(‘;—3%?. ' 35,000
(e) Royalty on book written by him~~  '* i 9,000
(f) Lectures in seminars .~ 5,000
(g) Interest on loan given to a relative” | 7,000
(h) Interest on debenture of a company ~~ A 3,600
(i) Interest on post office Saving Bank Account £ve e b t (v 53500 500
(i) Interest on government securities 2,200
(k) Interest on monthly income scheme of Post Office - 33,000

He paid ¥ 1,000 for typing the manuscript of book written by him. =0 clivy = G000

@dﬁstaon 10 Pg 14.9 — 500
Mr. Ganesh received the following gifts during P.Y. 2025-26 from his friend Mr. Sundar |

(i) Cash Gift of T 51,000/~ on his birthday, 19" June, 2025 Fuilly Tarable

(i) 50 Shares of Beta Ltd, the FMV of which was % 60,000 on his blrthday 19" June,
2025 Fully Toxable

(iii) 100 shares of Alpha Ltd, FMV Ltd of which was ¥ 70,000 on the date of transfer. The
gift was received on the occasion of Diwali. Mr. Sundar had cnglnally purchased the

shares on 10.08.2024 at a cost of 2 50,000/~ } uiily Taxd ble
Further on 20" November, 2025, Mr. Ganesh purchased iand from his sister's mother -in-
law for T 5 QO 000/-. The stamp value of land was ¥ 7,00,000/-.0 7-= = 2. [ | TaxCie AL,

On 15th February, 2026, he sold 100 shares of Alpha Ltd for ¥ 1,00,000/-{ { = 3OF ° ;’"“?:\
Compute the Income of Mr. Ganesh chargeable under the head “Income from Other
Sources” and “Capital Gains" for A.Y. 2026-27

Gluestion 11 Pg 139

Karan’s bank account shows the following deposits during the financial year 2025-26.
Compute Karan's (aged 45 years) total income for the A'Y. 2026-27, assuming that his

income from house property (computed) is 3 62,000.
(i)  Gift from his sister in Amsterdam =¥ 21/ ¥2,30,000
(i)  Gift from his friend on his birthday 10,000
(i) Dividend from shares of various Indian companies T12,600
(iv) Gift from his mother's friend on his engagement ¥ 25,000
(v) Gift from his fiancee % 75,000
(vi) Interest on bank deposits (Fixed Deposit)(Gross) ¥ 25,000

" CA Bhanwar Borana.
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d stamp
X acquires a commercial flat from Y on December 16, 2025. Cost of acquisition an
duty value are as follows —

Consideration | 4,00,000 4,00,000 | 4,00,000 | 6,00,000 | 6,00,000

SDV 4,39,000 4,46,000 | 4,70,000 | 6,59,000 | 6,80,000

Discuss tax implication in hands of X & Y.

Question 13 Py 243

X acquwes an |mmovable property from Y dunng Dec. 2025. Relevant data is given below —

SDV on the date of 4,00,000 4,00,000 4,50,000 | 4,50,000 | 7,00,000
agreement T

SDV on the date of 4,70,000 | 4,70,000 | 4,90,000 | 4,90,000 | 7,80,000
registration

Consideration for 3,81,000 3,81,000 4,27,500 | 4,27,500 | 7,10,000
acquiring property

fromY l |

Whether advance is Yes NO Yes NO | NO

paid by A/c payee
cheque/DD/ECS upto
date of agreement

Discuss tax implication in hands of X & Y.

Question 14

Examine whether the following incomes are chargeable to tax, and
amount liable to tax:

(i) Arvind received 2 20,000 as his share from the income of the HUF -

(i) Mr. Xavier, a ‘Param Vir Chakra’ awardee, wh
Central Government, received a pension of Z 2 20,

if so, compute the

:/\\ S L

0 was formerly in the service of the
000 durlng the fnanmal year 2023-24.

-

ot tax QLY [SM Q]
Answer 14
£ S, : Taxable/Not | Amount "v":"f"f‘Re:'l‘s_bn
No. -|  Taxable |liable to tax _'; NG R
SeHAe 0 B rﬂg}i;:’:‘..g}ji .1 u' L{) ! & L Sl
(1) [Not Taxable

Share received by member out of the income of the HUF is

|exempt under section 10(2).

|
P e ~ . _\_‘_‘—‘_——_—ﬁ_
(1)) | Not Taxable -|Pension received by Mr. Xavier. 2 former (‘cnu--ll‘1
entral|
SO ey
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Government employee who is a ‘Param Vir Chakra’
awardee, is exempt under section 10(18).

Question 15
Examine with reasons in brief whether the following statements are true or false with
‘f reference to the provisions of the Income-tax Act, 1961:

(i) Pension received by a recipient of gallantry award, who was a former employee of
Central Government, is exempt from income-tax. [SM Q]

Answer 15

(i) True: Section 10(18) exempts any income by way of pension received by individual who has
been in service of Central Government and has been awarded “ParamVir Chakra” or “MahaVir

‘Chakra™ or “Vir Chakra” or such other gallantry award as the Central Government, may, by
notification in the Official Gazette, specify in this behalf.

Question 16 s

Compensation on account of disaster received from a local authority by an individual or
his/her legal heir is taxable. Examine the correctness of the statement with reference to the
provisions of the Income-tax Act, 1961. [SM Q.]

Answer 16

The statement i1s not correct. As per section 10(10BC), any amount received or receivable as
compensation by an individual or his/her legal heir on account of any disaster from the Central
Government, State Government or a local authority is exempt from tax. However, the exemption is
not available to the extent such individual or legal heir has already been allowed a deduction under
this Act on account of such loss or damage caused by such disaster.

Not included sM Que

T 6
Prac Q. 2
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Question1 T(|-F- [Clubbing of children income]
Mr. A has three minor children — two twin daughters, aged 12 years, and one son, aged 16
years. Income of the twin daughters is ¥ 2,000 p.a. each and that of the son IS ¥ 1,200 p.a.
Mrs. A has transferred her flat to her minor son on 1.4.2025 out of natural love and affection.

The flat was let out on the same date and the rental income from the flat is 2 10,000 p.m.
Compute the income, in respect of minor children, to be included in the hands of Mr. A and
Mrs. A u/s 64(1A) [assuming that Mr. A's total income is higher than Mrs. A's total income,
before including the income of minor children and both Mr. A and Mrs. A exercise the option
of shifting out of the default tax regime provided u/s 115BAC(1A)]. [SM Q]

Answer 1

Taxable income, in respect of minor children, in the hands of Mr. A is:

Twin minor daughters [T 2,000 x 2]

Less: Exempt u/s 10(32) [ 1,500 x 2] 3,000 1,000
Minor son 1,200

Less: Exempt u/s 10(32) 1,200 Nil
Income to be clubbed in the hands of Mr. A 1,000

Note — As per section 27(i), Mrs. A is the deemed owner of house property transferred to her minor
son. Natural love and affection do not constitute adequate consideration for this purpose.
Accordingly, the income from house property of T 84,000 [i.e., T 1,20,000 (-) T 36,000, being 30% of
7 1,20,000) would be taxable dircctly in her hands as the deemed owner of the said property.
Consequently, clubbing provisions /s 64(1A) would not be attracted in respect of income from house
property, owing to which exemption u/s 10(32) cannot be availed by her.

Question2 PraC g i [Clubbing of children Income]

Mr. Sharma has four children consisting 2 daughters and 2 sons. The annual income of 2
daughters were ¥ 9,000 and ¥ 4,500 and of sons were ¥ 6,200 and ¥ 4,300, respectively.
The daughter who has income of ¥ 4,500 was suffering from a disability specified u/s 80U.

Compute the amount of income earned by minor children to be clubbed in hands of Mr.
Sharma assuming he has exercised the option of shifting out of the default tax regime

provided u/s 115BAC(1A). [SMQ.]
Answer 2

As per section 64(1A), in computing the total income of an individual, all such income accruing or

arising to a minor child shall be included. However, income of a minor child suffering from disability

specified u/s 80U would not be included in the income of the parent but would be taxable in the

hands of the minor child. Therefore, in this case, the income of daughter suffering from disability

specified u/s 80U should not be clubbed with the income of Mr. Sharma.
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U’s 10(32), income of each minor chlld mc]udlble in the hands of the parent w/s 64(1A) would be
exempt to the extent of the actual income or ¥ 1,500, whichever is lower. The remaining income
would be included in the hands of the parent.

Computatlon of income earned by minor children to be clubbed with the income of Mr.

(1) Income of one daughter

Less: Income exempt u/s 10(32)

Total (A)

(i)  |Income of two sons (% 6,200 + ¥ 4,300)

Less: Income exempt ws 10(32)

(X 1,500 +T 1,500) 3,000
Total (B) 7,500
L Total Income to be clubbed as per section 64(1A) (A+B) 15,000

Note: It has been assumed that:
(1) All the four children are minor children;

(2) The income does not accrue or arise to the minor children on account of any manual work done
by them or activity involving application of their skill, talent or specialized knowledge and
experience;

(3) The income of Mr. Sharma, before including the minor children’s income, is greater than the

income of Mrs. Sharma, due to which the income of the minor children would be included in his
hands; and

(4) This is the first year in which clubbing provisions are attracted.

Question 3 4 ol ] bk 15 & 7.3 combin ed. [Clubbing of spouse of Income]

Mr. A holds shares carrying 25% voting power in X (P) Ltd. Mrs. A is working as a computer
software programmer in X (P) Ltd. at a salary of ¥ 30,000 p.m. She is, however, not qualified
for the job. The other income of Mr. A & Mrs. A are ¥ 7,00,000 & ¥ 4,00,000, respectively.
Compute the gross total income of Mr. A and Mrs. A for the A.Y.2026-27, if they are paying
tax under default tax regime.

Will your answer be different if Mrs. A was qualified for the job? [SMAQ.)]
Answer 3

Mr. A holds shares carrying 25% voting power in X (P) Ltd i.e., a substantial interest in the company.
His wife is working in the same company without any professional qualifications for the same. Thus,
by virtue of the clubbing provisions of the Act, the salary received by Mrs. A from X (P) Ltd. will be
clubbed in the hands of Mr. A.

Computanon of Gross total income of Mr. A

Salary received by Mrs. A (?30 000 x 12) 3,60,000

Less: Standard deduction u/s 16(ia) 75,000 2,85,000
Other Income 7,00,000
Gross total income 9,85,000

The gross total income of Mrs. A is ¥ 4,00,000.
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If Mrs. A possesses professional qualifications for the job, then the clubbing provisions shall not be
applicable.
Gross total income of Mr. A =3 7,00,000[other income].

Gross total income of Mrs. A = Salary received by Mrs. A [Z 30,000x12] Less ¥ 75,000, being the
standard deduction w's 16(ia) plus other income [T 4,00,000] = ¥ 6,85,000

Question 4 7.4 [Clubbing of Income]

Mr. B holds shares carrying 30% voting power in Y (P) Ltd. Mrs. B is working as accountant
in Y (P) Ltd. getting income under the head salary (computed) of ¥ 3,44,000 without any
qualification in accountancy. Mr. B also receives ¥ 30,000 as interest on securities. Mrs. B
owns a house property which she has let out. Rent received from tenants is ¥ 6,000 p.m.
Compute the gross total income of Mr. B and Mrs. B for the A.Y.2026-27. [SM Q]

Answer 4

Since Mrs. B is not professionally qualified for the job, the clubbing provisions shall be applicable.
Computation of Gross total income of Mr. B

S e S Paenen i o g
Income under the head salary of Mrs. B (Computed) 3,44,000
Income from other sources
- Interest on securities 30,000

3,74,000
Computation of Gross total income of Mrs. B
T Pacticulars 4 el e o R

Income from Salary : Nil

[clubbed in the hands of Mr. B]

Income from house property

Gross Annual Value [T 6,000 x 12] 72,000

Less: Municipal taxes paid -

Net Annual Value (NAV) 72,000

Less: Deductions u/s 24

- 30% of NAV i.e., 30% of X 72,000 21,600

- Interest on loan - 50,400

Gross total income 50,400
Question 5 Pq 123 C’L) TS [Clubbing of spouse of Income from Business]

122

Mr. Vaibhav started a proprietary business on 01.04.2024 with a capital of ¥ 5,00,000. He
incurred a loss of ¥ 2,00,000 during the year 2024-25. To overcome the financial position,
his wife Mrs. Vaishaly, a software Engineer, gave a gift of ¥ 5,00,000 on 01.04.2025, which
was immediately invested in the business by Mr. Vaibhav. He earned a profit of ¥ 4,00,000
during the year 2025-26. Compute the amount to be clubbed in the hands of Mrs. Vaishaly
for the Assessment Year 2026-27. If Mrs. Vaishaly gave the said amount as loan, what
would be the amount to be clubbed? [SM Q.
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Q“eStm“ 6 ?6 23 (.'2.) Praoc QY - [Clubbing of spouse of Income from Business]

A proprietary business was started by Smt. Rani in the year 2023. As on 1.4.2024 her
capital in business was ¥ 3,00,000.

Her husband gifted ¥ 2,00,000 on 10.4.2024 to her and such sum is invested by Smt. Rani
in her business on the same date. Smt. Rani earned profits from her proprietary business for
the Financial year 2024-25, ¥ 1,50,000 and Financial year 2025-26 ¥ 3,90,000. Compute the
income, to be clubbed in the hands of Rani's husband for the Assessment year 2026-27
with reasons. [SMQ.]

Question 7 N ©o. [Clubbing of Income]

Mrs. Kasturi transferred her immovable property to ABC Co. Ltd. subject to a condition that

out of the rental income, a sum of ¥ 36,000 per annum shall be utilized for the benefit of her
son's wife.

Mrs. Kasturi claims that the amount of ¥ 36,000 (utilized by her son’s wife) should not be
included in her total income as she no longer owned the property.

Examine with reasons whether the contention of Mrs. Kasturi is valid in law. [SMQ.]
Answer 7

The clubbing provisions u/s 64(1)(viii) are attracted in case of transfer of any asset, directly or
indirectly, otherwise than for adequate consideration, to any person to the extent to which the income
from such asset is for the immediate or deferred benefit of son’s wife. Such income shall be included
in computing the total income of the transferor-individual.

Therefore, income of ¥ 36,000 meant for the benefit of daughter-in-law is chargeable to tax in the
hands of transferor i.e., Mrs. Kasturi in this case.

The contention of Mrs. Kasturi is, hence, not valid in law.

Nete - In order to attract the clubbing provisions u/s 64(1)(viii), the transfer should be otherwise than
for adequate consideration. In this case, it is presumed that the transfer is otherwise than for adequate
consideration and therefore, the clubbing provisions are attracted. Moreover, the provisions of section
56(2)(x) would also get attracted in the hands of ABC Co Ltd., if the conditions specified thereunder
are satisfied.

Note : Ifitis presumed that the transfer was for adequate consideration, the provisions of section 64(1)(viii)

would not be attracted.

Question 8 T1)-8 [Clubbing of Income]

Compute the gross total income of Mr. & Mrs. A from the following information assuming
both exercise the option of sh;ftlng out of the default tax reg|me provxded u/s 115BAC(1A)

L RO : Partlculars ‘f‘_;;_‘.j;‘ L _:_.j S Biae

(a) Saiary income (computed)of Mrs. A 2,30,000

(b) [Income from profession of Mr. A 3,90,000

(c) |Income of minor son B from company deposit 15,000

(d) |Income of minor daughter C from special talent 32,000
(e) |Interest from bank received by C on deposit made out of her special

talent 3,000

(f) |Gift received by C on 30.09.2025 from friend of Mrs. A 2,500

Brief working is sufficient. Detailed computation under various heads of income is not

required. [SM Q]

Answer 8
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n/Assessee’s Total Income 1.
As per the provisions of section 64(1A) of the Income-tax Act, 1961, all the income of a minor v._:hllrc)l
has to be clubbed in the hands of that parent whose total income (excluding the income of the mino %
is greater. The income of Mr. A is ¥ 3,90,000 and income of Mrs. A is ¥ 2,30,000. Since the 1q0031

of Mr. A is greater than that of Mrs. A, the income of the minor children have to be clubbed in the

hands of Mr. A. It is assumed that this is the first year when clubbing provisions are attracted.

Income derived by a minor child from any activity involving application of his/her skill, talent,
specialised knowledge and experience is not to be clubbed. Hence, the income of minor child C from
exercise of special talent will not be clubbed.

However, interest from bank deposit has to be clubbed even when deposit is made out of income
arising from application of special talent.

The Gross Total Income of Mrs. A is ¥ 2,30,000. The total income of Mr. ‘A giving effect to the
provisions of section 64(1A) is as follows:

Computation of gross total income of Mr. A for the A.Y. 2026-27

Income from profession 3,90,000
Income of minor son B from company deposit 15,000
Less: Exemption w/s 10(32) 1,500 13,500
| Income of minor daughter C
| From special talent — not to be clubbed &
Interest from bank 3,000
Gift of ¥ 2,500 received from a non-relative is not taxable ws 56(2)(x) Nil
being less than the aggregate limit of ¥ 50,000
3,000
Less : Exemption u/s 10(32) 1,500 1,500
; Gross Total Income 4,05,000
1 - Question 9 TH.9. [Cross Gift]
i

R A
3 Y

)

Mr. Vasudevan gifted a sum of ¥ 6 lakhs to his brother's wife on 14-6-2025. On 12-7-2025,
his brother gifted a sum of ¥ 5 lakhs to Mr. Vasudevan's wife. The gifted amounts were
invested as fixed deposits in banks by Mrs. Vasudevan and wife of Mr. Vasudevan's brother
on 01-8-2025 at 9% interest. Examine the consequences of the above under the provisions
of the Income-tax Act, 1961 in the hands of Mr. Vasudevan and his brother. [SM Q.]
Answer 9

In the given case, Mr. Vasudevan gifted a sum of ¥ 6 lakhs to his brother’s wife on 14.06.2025 and
simultaneously, his brother gifted a sum of ¥ 5 lakhs to Mr. Vasudevan’s wife on 12.07.2025. The
gifted amounts were invested as fixed deposits in banks by Mrs. Vasudevan and his brother’s wife.
These transfers are in the nature of cross transfers. Accordingly, the income from the assets
transferred would be assessed in the hands of the deemed transferor because the transfers are so

intimately connected to form part of a single transaction and each transfer constitutes consideration
for the other by being mutual or otherwise.

e
.
=

If two transactions are inter-connected and are part of the same transaction in such a way that it can
be said that the circuitous method was adopted as a device to evade tax, the implication of clubbing
provisions would be attracted. It was so held by the Apex Court in Keshaviji Morarji (1967) .

Accordingly, the interest income arising to Mrs. Vasudevan in the form of intere
would be included in the total income of Mr. Vasudevan and interest income ari
his brother’s wife would be taxable in the hands of Mr. Vasudevan’s brother as

st on fixed deposits
sing in the hands of
per section 64(1), to
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the extent of amount of cross transfers i.e., ¥ 5 lakhs.

»t
& This is because both Mr. Vasudevan and his brother are the indirect transferors of the income to their
» respective spouses with an intention to reduce their burden of taxation.

However, the interest income earned by his spouse on fixed deposit of ¥ 5 lakhs alone would be

included in the hands of Mr. Vasudevan’s brother and not the interest income on the entire fixed
deposit of T 6 lakhs, since the cross transfer is only to the extent of ¥ 5 lakhs.

5 Question 10 PracCc-8 3 [Cross Gift]

. Mr. A has gifted a house property valued at ¥ 50 lakhs to his wife, Mrs. B, who in turn has
‘ gifted the same to Mrs. C, their daughter-in-law. The house was let out at ¥ 25,000 per
month throughout the year. Compute the total income of Mr. A and Mrs. C. Will your answer

be different if the said property was gifted to his son, husband of Mrs. C? [SM Q.]

Answer 10

As per section 27(i), an individual who transfers otherwise than for adequate consideration any house
property to his spouse, not being a transfer in connection with an agreement to live apart, shall be
deemed to be the owner of the house property so transferred.

Therefore, in this case, Mr. A would be the deemed owner of the house property transferred to his
wife Mrs. B without consideration.

As per section 64(1)(vi), income arising to the son’s wife from assets transferred, directly or
indirectly, to her by an individual otherwise than for adequate consideration would be included in the
total income of such individual.

Income from let-out property is ¥ 2,10,000 [i.e., T 3,00,000, being the actual rent calculated at ¥
25,000 per month less T 90,000, being deduction u/s 24@30% of ¥ 3,00,000]

In this case, income of ¥ 2,10,000 from let-out property arising to Mrs. C, being Mr. A’s son’s wife,
would be included in the income of Mr. A, applying the provisions of section 27(i) and section
64(1)(vi). Such income would, therefore, not be taxable in the hands of Mrs. C.

In case the property was gifted to Mr. A’s son, the clubbing provisions w/s 64 would not apply, since
the son is not a minor child. Therefore, the income of ¥ 2,10,000 from letting out of property gifted to
the son would be taxable in the hands of the son.

It may be noted that the provisions of section 56(2)(x) would not be attracted in the hands of the
recipient of house property, since the receipt of property in each case was from a “relative” of such
individual. Therefore, the stamp duty value of house property would not be chargeable to tax in the
hands of the recipient of immovable property, even though the house property was received by her or
him without consideration.

Question 11 LDR [Similar 0 Prac-Q- 6 , Different amounts ] [cross Gift]

Rayaan gifted ¥ 15 lakhs to his wife, Sargam on her birthday on, 23rd February, 2025.
Sargam lent % 8,00,000 out of the gifted amount to Karuna on 1st April, 2025 for six months
on which she received interest of ¥ 80,000. The said sum of ¥ 80,000 was invested in
shares of a listed company on 5th October, 2025, which were sold for ¥ 96,000 on 28th
March, 2026. Securities transactions tax was paid on purchase and sale of such shares.
The balance amount of gift was invested on 1st April 2025, as capital by Sargam in her new
business. She suffered loss of ¥ 52,000 in the business in Financial Year 2025-26.

In whose hands the above income and loss shall be included in Assessment Year 2026-27,
assuming that capital invested in the business was entirely out of the funds gifted by her
husband. Support your answer with brief reasons. [RTP M-20 Q.]

Answer 11
In computing the total income of any individual, there shall be included all such income as arises
directly or indirectly, to the spouse of such individual from assets transferred directly or indirectly, to
the spouse by such individual otherwise than for adequate consideration or in connection with an
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agreement to live apart.
Interest on loan: Accordingl
Sargam, wife of Mr.Rayaan, wou :
was given out of the sum of money recel
Loss from business: As per Explanation 2 to section 64,
provisions would be attracted even if there is loss and not income.
Thus, the entire loss of ¥ 52,000 from the business carried on by Mrs. Sargaﬂ?
includible in the total income of Mr. Rayaan, since as on st April 2025, the capita
entirely out of the funds gifted by her husband. '
Short-term capital gain: Income from the accretion of the transferred asset is not liable to be
included in the hands of the transferor and, therefore, short-term capital gain of% 16,000 X 96,000,
being the sale consideration less ¥ 80,000, being the cost ofacquisition) arising in the hands of Mrs.
Sargam from sale of shares acquired by investing the interest income of Z 80,000 earned by her (from
the loan given out of the sum gifted by her husband), would not be included in the hands of Mr.
Rayaan. Thus, such income is taxable in the hands of Mrs. Sargam.

1 loan received by Mrs.

y, T 80,000, being the amount of interest O <uch loan

1d be includible in the total income of Mr. Rayaan, since
ved by her as gift from her husband.

income includes loss. Thus, clubbing

would also be
| invested was

[Cross Gift]

other's minor son on 1-5-2025. On the same

date, his brother gifted debentures worth 7 10 lakhs to Mrs. Karan. Son of Mr. Karan’s
brother invested the amount in fixed deposit with Canara Bank @ 9% p.a. interest and Mrs.
Karan received interest of ¥ 81,000 on these debentures during the previous year 2025-26.
Discuss the tax implications under the provisions of the Income- tax Act, 1961.

Question 12
Mr. Karan gifted a sum of ¥ 9 lakhs to his br

[RTP N-20]

- Answer 12
" In the given case, Mr. Karan gifted a sum of T 9 lakhs to his brother’s minor son on 1.5.2025 and

simultaneously, his brother gifted debentures worth X 10 lakhs to Mr. Karan’s wife on the same date.
Mr. Karan’s brother’s minor son invested the gifted amount of ¥ 9 lakhs in fixed deposit with Canara
Bank.

These transfers are in the nature of cross transfers. Accordingly, the income from the assets
transferred would be assessed in the hands of the deemed transferor because the transfers are so
intimately connected to form part of a single transaction and each transfer constitutes consideration
for the other by being mutual or otherwise.

If two transactions are inter-connected and are part of the same transaction in such a way that it can
be said that the circuitous method was adopted as a device to evade tax, the implication of clubbing
provisions would be attracted.

As per section 64(1A), all income of a minor child is includible in the hands of the parent, whose
total income, before including minor’s income is higher. Accordingly, the interest income arising to
Mr. Karan’s brother’s son from fixed deposits would be included in the total income of Mr. Karan’s
brother, assuming that Mr. Karan’s brother’s total income is higher than his wife’s totaf income
before including minor’s income. Mr. Karan’s brother can claim exemption of ¥ 1,500 ws 10(32) ’

Interest on debentures arising in the hands of Mrs. Karan would be taxable in the hands of Mr. Karan
as per section 64(1)(iv). i
This is becau.se both Mr. Karan and his brother are the indirect transferors of the income to their
spouse and minor son, respectively, with an intention to reduce their burden of taxation

In the hands of Mr. Karan, interest received by his spouse on debentures

: A of ¥ 9 lakhs al

included and not the entire interest income on the debentures of ¥10 lakhs, since theS (?rc?: er:Vou}d b-e
only to the extent of T 9 lakhs. 2 § transfer 1s

Hence, only proportional interest (i.e., 9/10th of interest on debentu i
includible in the hands of Mr. Karan. ntues received)t 72,900 would be 5
z

The provisions of section 56(2)(x) are not attracted in respect of sum of money transferred or value of
ue o
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debentures transferred, since in both the cases, the transfer is from a relative.

[Misc. Income clubbing] §
During the previous year 2025-26, the following transactions occurred in respect of Mr. A.

(@) Mr. A had a fixed deposit of ¥ 5,00,000 in Bank of India. He instructed the bank to credit
the interest on the deposit @ 9% from 1-4-2025 to 31-3-2026 to the savings bank
account of Mr. B, son of his brother, to help him in his education. ({SO©O

(b) Mr. A holds 75% profit share in a partnership firm. Mrs. A received a commission of ¥
25,000 from the firm for promoting the sales of the firm. Mrs., A possesses no technical
or professional qualification.

(c) Mr A gifted a flat to Mrs. A on April 1, 2025. During the previous year 2025- 26, Mrs. A's

Income from house property” (computed) was ¥ 52,000 from such flat. HF lee e d

(d)_Mr. A gifted ¥ 2,00,000 to his minor son who invested the same in a business_ and he
derived income of ¥ 20,000 from the investment. Mis A / ™1 A = Tl me- 2a

(e) Mr. A’s minor son derived an income of ¥ 20,000 through a business activity involving
application of his skill and talent.

During the year, Mr. A got a monthly pension of ¥ 10,000. He had no other income. Mrs. A
received salary of ¥ 20,000 per month from a part time job.

Examine the tax implications of each transaction and compute the total income of Mr. A,
Mrs. A and their minor child assuming they exercised the option of shifting out of the default
tax regime provided u/s 115BAC(1A). [SM Q]

Question 14 Prac {S} 5 [Misc Income clubbing]

Mr. B is the Karta of a HUF, whose members derive income as given below:

S e SR
(i) |Income from B's profession 45,000 §
(ii) |Mrs. B's salary as fashion designer 76,000 !
(iii) | Minor son D (interest on fixed deposits with a bank which were gifted to 10,000 ¥

him by his uncle)

(iv) |Minor daughter P's earnings from sports 95,000
(v) |D's winnings from lottery (gross) 2 &m0 (01 1,95,000
Examine the tax implications in the hands of Mr. and Mrs. B. Assure aased “ismay §
Answer 14 spted  oul fFromn Daopoudt Taox, Re L WWyae, ufe 120a ¢

Clubbing of income and other tax implications

As per the provisions of section 64(1A), in case the marriage of the parents subsist, the income of a §
minor child shall be clubbed in the hands of the parent whose total income, excluding the income of |
the minor child to be clubbed, is greater. In this problem, it has been assumed that the marriage of |
Mr. B and Mrs. B subsists.

Further, in case the income arises to the minor child on account of any manual work done by the child
or as a result of any activity involving application of skill, talent, specialized knowledge or
experience of the child, then, the same shall not be clubbed in the hands of the parent.

Tax implications .
(i) Income of ¥ 45,000 from Mr. B’s profession shall be taxable in the hands of Mr. B under the
head “Profits and gains of business or profession”.

(ii) Salary of ¥ 26,000 (X 76,000 less standard deduction w/s 16(ia) of ¥ 50,000) shall be taxable as
“Qalaries” in the hands of Mrs. B.
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(iii) Income from fixed deposit of ¥ 10,000 arising to the minor son D, shall be clubbed in the hands
of the father, Mr. B as “Income from other sources”, since Mr. B’s income is greater than income
of Mrs. B before including the income of the minor child.

As per section 10(32), income of a minor child which is includible in the income of the pareﬂl
shall be exempt to the extent of T 1,500 per child. The balance income would be clubbed in the
hands of the parent as “Income from other sources”

(iv) Income of T 95,000 arising to the minor ddughier P from sports shall not be included in the hands
of the parent, since such income has arisen to the minor daughter on account of an activity
involving application of her skill.

(v) Income of ¥ 1,95,000 arising to mlnor son D from lottery shall be included in the hands of Mr. B
as “Income from other sources”, since Mr. B’s income is greater than the income of Mrs. B
before including the income of minor child.

Note-Mr. B can reduce the tax deducted at source from such lottery income while computing his net
tax liability.

Question 15 LDR [Misc Income clubbing]
Details of Income of Mr. R and his wife Mrs. R for the previous year 2025-26 are as under:
(i) Mr. R transferred his self-occupied property without any consideration to the HUF of

which he is a member. During the previous year 2025-26 the HUF earned an income of
¥ 50,000 from such property.

(i) Mr. R transferred ¥ 4,00,000 to his wife Mrs. R on 01.04.2009 without any consideration
which was given as a s a loan by by her to Mr. Girish. She earned ¥ 3,50,000 as interest during
the earlier previous years which was also given as a loan to Mr. Girish. During the
previous year 2025-26, she earned interest @ 11% per annum.

(iif) Mr. R and Mrs. R both hold equity shares of 27% and 25% respectively in AMG Limited.
They are also working as employees in such Company. During the financial year 2025-
26 they have withdrawn a salary of ¥ 3,20,000 and 2,70,000 respectively.

(iv) Mrs. R transferred 5,000 equity shares of RSB Ltd. on 17.02.2017 to Mr. R without any
consideration. The Company issued 3,000 bonus shares to Mr. R in 2019. On
04.03.2026, Mr. R sold entire share holdings and earned ¥ 5,20,000 as capital gains.

Apart from above income, Mr. R has income from commission ¥ 4,00,000 and Mrs. R has

interest income of ¥ 3,30,000.

Compute Gross Total income of Mr. R and Mrs. R for the assessment year 2026-27.

Assume they have opted out from default taxation regime u/s 115BAC.

Answer 15
(a) Computation of Gross Total Income of Mr. R and Mrs. R for A.Y. 2026-27
| , R e _ - ‘a_l.',’imoqnt (?)
5 Income from house property Income from property
transferred to HUF without consideration
Since Mr. R has transferred his property to his HUF without 50,000

consideration, income of ¥ 50,000' from such property
would be included in the total income of Mr. R as per

section 64(2).
II. |Capital Gains

1 Assumed as computed figure.
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Income from equity shares transferred by Mrs. R to Mr.
R without consideration

Capital gains arising to Mr. R from transfer of equity shares
of RSB Ltd. gifted to him by Mrs. R would be included in
the hands of Mrs. R K 5,20,000 x 5,000/8,000]

3,25,000

Capital gains arising to Mr. R from transfer of bonus shares 1,95,000
issued by RSB Ltd. on the basis of holding of the said equity
shares would be included in the income of Mr. R and not
Mrs. R, since income derived from accretion of the
transferred asset cannot be clubbed with the income of

transferor of the original asset i.e., Mrs. R [¥ 5,20,000 x
3,000/8,000]3

III. |Income from Other Sources
Income from commission 4,00,000

Interest income 3,30,000

Interest income on ¥ 4 lakh transferred by Mr. R to Mrs.
R without consideration

Income of ¥ 44,000, Le., 11% of %4,00,000, being the 44,000
amount transferred by Mr. R to Mrs. R without any
consideration and loaned by her to Mr. Girish, would be
included in the income of Mr. R

Income of T 38,500 ie., 11% of ¥ 3,50,000, being the
nterest eamed by Mrs. R out of amount gifted by Mr. R and
thereafter, given by her as loan to Mr. Girish, would be
included in the income of Mrs. R, as income derived by Mrs.
R from accretion of the amount gifted by Mr. R (i.e., interest
income) cannot be included in the income of Mr. R.

38,500

Total income [before considering adjustment on account of 6,89,000 6.93.500
item (iii) i.e., salary income from a company in which both
Mr. R and Mrs. R have substantial interest]

IV. |Salary income from a company in which both Mr. R and
Mrs. R have substantial interest

Since both Mr. R and Mrs. R have substantial interest in
AMG Ltd. (on account of holding equity shares carrying
20% or more of voting power) and both are in receipt of
income by way of salary from AMG Ltd., such salary
income would be includible in the hands of that spouse,
whose total income, before including such salary income,
is higher. Accordingly, the salary income of both Mr. R and
Mrs. R would be included in the hands of Mrs. R in this
case, since her total income, before including such income,
1s higher than that of Mr. R.

Salary income of Mr. R = ¥ 3,20,000 — ¥ 50,000 (standard 2,70,000

deduction) Poth are N ot J’\qu"n‘gﬂ -—lf’clf-),n.frgj ¥ FprOéQAS;mh
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Salary income of Mrs R = ? 2 70 OOO < 50 000 (slandard 2, 20 000
deduction)

Gross Total Income 6,89,000 11’8“&5_0&

A1 B
Questlon16 CIncome transfer without transfer of Asset ]

Mr. Vatsan has transferred, through a duly registered document, the income arising from a

godown to his son, without transferring the godown. In whose hands will the rental income
from godown be charged?

Answer 16

Section 60 expressly states that where there is transfer of income from an asset without transfer of the
asset itself, such income shall be included in the total income of the transferor. Hence, the rental
income derived from the godown shall be clubbed in the hands of Mr. Vatsan.
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Question 1

9: Aggregation'of Income, Set-Off and Carry’ Forwa?d*gftb’s‘éeé

crnprer |

Mr A, aged 35 years, submits the following partlculars pertalnlng to the A. Y 2026 27:

Parﬂculars

Income from salary (computed) --4;00’000
Loss from let-out property (-) 2,20,000
Business loss (-)1,00,000 ‘
Bank interest (FD) received 80,000/ §

Compute the total income of Mr. A for the A.Y.2026- 27, assuming that g
(i) He has exercised the option of shifting out of the default tax regime provided u/s

115BAC(1A).
(i) He pays tax under the default tax regime.

Answer 1
(|) Computahon of total income for the A.Y.2026-27 under normal provisions of the Act

Partlculars 7”

Amount (?)

‘| Amount (%)

Income from salary

Less: Loss from house property of ¥ 2,20,000 to be restricted to
T 2 lakhs by virtue of section 71(3A)

4,00,000

() 2,00,000

Balance loss of ¥ 20,000 from house property to be carried
forward to next assessment year

Income from other sources (interest on fixed deposit with bank)

Less: Business loss of ¥ 1,00,000 set-off to the extent of ¥ 80,000

Business loss of T 20,000 to be carried forward for set-off
against business income of the next assessment year

Gross total income [See Note below]
Less: Deduction under Chapter VI-A

Total income

80,000

() 80,000

2,00,000/ §

2,00,000
Nil

2,00,000

Notes:

(i) Gross Total Income includes salary income of  2,00,000 after adjusting loss of ¥ 2,00,000 from
house property. The balance loss of T 20,000 from house property to be carried forward to next
assessment year for set-off against income from house property of that year.
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(i) Business loss of ¥ 1,00,000 is set off against bank interest of ¥ 80,000 and remaining business
loss of ¥ 20,000 will be carried forward as it cannot be set off against salary income.

(ii) Computation of total income for the A.Y.2026-27 under default tax regime

7

b

batteniars DD T Rt Aot )
Income from salary 4,00,000
Income from other sources (interest on fixed deposit with bank) 80,000

Less: Business loss of ¥ 1,00,000 set-off to the extent of Z 80,000 (-) 80,000 3
Business loss of ¥ 20,000 to be carried forward for set-off

against business income of the next AY

Eross total income/ Total Income 4,00,000

Notes:

(i) Under the default tax regime, loss from house property cannot be set off against income under
any other head and cannot be carry forward.
(11) Business loss of 2 1,00,000 is set off a

gainst bank interest of ¥ 80,000 and remaining business
loss of ¥ 20,000 will be carried forward

as it cannot be set off against salary income.

Question 2

Mr. B, a resident individual, furnishes the following particulars for the P.Y.2025-26:
| e e S R
Income from salary (computed) 45,000
Income from house property (24,000)
Income from non-speculative business (22.000)}
Income from speculative business (4,000)
Short-term capital losses (25,000)
Long-term capital gains taxable u/s 112 19,000
What is the total income chargeable to tax for the A.Y.2026-27, assuming that he pays

. tax under section 115BAC?

- Answer 2

Total income of Mr. B for the A.Y. 2026-27
s . e s";?? — T ; Amount*C()Amount(()

Income from salaries 45,000

Income from house property

Loss from house property can neither be set-off nor can be carried

forward, since Mr. B is paying tax under the default tax regime u/s Nil
115BAC

Profits and gains of business and profession
Business loss to be carried forward [Note (i)] (22,000)
Speculative loss to be carried forward [Note (ii))] (;:000_)
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Capita.l' ('}:-!.ins B
Long term capital gain taxable w's 112

Short term capital loss T 25,000 set off against long-term capital gains
to the extent of T 19,000 [Note (iii)] (19,000)
Nil E
Balance short term capital loss of ¥ 6,000 to be carried forward 1
[Note (iii)] |
Taxable income SS90

19,000

Notes:

(i)  Business loss cannot be set-off against salary income. Therefore, loss of ¥ 22,000 from F
the non-speculative business cannot be set off against the income from salaries. Hence, such
loss has to be carried forward to the next year for set-off against business profits, if any.

(i) Loss of T 4,000 from the speculative business can be set off only against the income from the
speculative business. Hence, such loss has to be carried forward. F

(iii) Short term capital loss can be set off against both short term capital gain and long-term capital §
gain. Therefore, short-term capital loss of ¥ 25,000 can be set-off against long-term capital §
gains to the extent of ¥ 19,000. The balance short term capital loss of ¥ 6,000 cannot be set-off |
against any other income and has to be carried forward to the next year for set-off against §

TITOR sy v

o

capital gains, if any.

p—

Question 3
During the P.Y. 2025-26, Mr. C has the following income and the brought forward losses:
Short term capital gains on sale of shares 1,50,000 |
Long term capital loss of A.Y.2024-25 (96,000)
Short term capital loss of A.Y.2025-26 (37,000)|
|Long term capital gain u/s 112 75,000
What is the capital gain taxable in the hands of Mr. C for the A.Y.2026-277 [SM Q]
Answer 3
Taxable capital gains of Mr. C for the A.Y. 2026-27
_ S Particulars et & IR SR o e R
Short term capital gains on sale of shares 1,50,000

Less: Brought forward short term capital loss of the

A.Y.2025-26 (37,000) 1,13,000

| Long term capital gain 75,000 ‘
| Less: Brought forward long-term capital loss of A.Y.2024-25 “
Z 96,000 set off to the extent of T 75,000 (75,000) Nil
[See Note below]

| 1,13,000

Taxable short-term capital gains

Note: Long-term capital loss cannot be set off against short-term capital gain. Hence, the unadjusted
long-term capital loss of A.Y.2024-25 of 21,000 (i.e. T.96,000 — ¥ 75,000) can be carried forward to

the next year to be set-ofl against long-term capital gains of that year.
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Mr. D has the following income for the P
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Question 4
Y.20

Income from textile business

Brought forward textile business loss (relating to A.Y. 2025-26)

Brought forward loss from the activity of owning and maintaining the race 96,000
horses (relating to A.Y.2023-24) ]
What is the total income in the hands of Mr. D for the A.Y. 2026-277 [SM Q]
Answer 4
Total income of Mr. D for the A.Y. 2026-27
o hiRarticnlarsie o 2 BT G e B e PR

Income from the activity of owning and maintaining race horses 75,000

Less: Brought forward loss of ¥ 96,000 from the activity of owning

and maintaining race horses set-off to the extent of ¥ 75,000 75,000

Nil

Balance loss of ¥ 21,000 (T 96,000 — ¥ 75,000) from the activity of

owning and maintaining race horses to be carried forward to

A.Y.2027-28

Income from textile business 85,000

Less: Brought forward business loss from textile business. 50,000 35,000
Total income 35,000

Note: Loss from the activity of owning and maintaining race horses cannot be set-off against any

other source/head of income.

Question 5

Mr. E has furnished his deiails for the A.Y.2026-27 as under:
Particulars z

Income from salaries (computed) 1,50,000
Income from speculation business 60,000
Loss from non-speculation business (40,000)
Short term capital gain 80,000
Long term capital loss of A.Y.2024-25 (30,000)
Winning from lotteries (Gross) 20,000
What is the taxable income of Mr. E for the A.Y.2026-277 [SM Q)]
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Income from salaries

1,50,000

Income from speculation business 60,000

Less : Loss from non-speculation business (40,000) 20,000
Short-term capital gain 80,000
Winnings from lotteries 20,000 |
'Ll‘axable income 2,70,000

Nntos N s N . . . : ‘
Note: Long term capital loss can be set off only against long term capital gain. Therefore, long term

capital loss of ¥ 30,000 has to be carried forward to the

Question 6

Compute the gross total income of Mr. F for the A.Y. 2026-27 from the information given

below —

Answer 6

_ [SM Q.]
N N U iy
Income from house property (computed) 1,25,000
| Income from business (before providing for depreciation) 1,35,000
Short term capital gains on sale of unlisted shares 56,000
;gr)'tg term capital loss from sale of property (brought forward from A.Y. 2025- (90,000)
Income from tea growing & manufacturing business 1,20,000
Dividends from Indian companies carrying on agricultural operations (Gross) 80,000

Current year depreciation 26,000

Brought forward business loss (loss incurred six years ago) (45,000)

Gross Total Income of Mr. F for the A.Y. 2026-27

E _- Particulars ' ] X 3

| Income from house property (Computed) 1,25,000
Income from business
Profits before depreciation 1,35,000

| Less: Current year depreciation 26,000

' Less: Brought forward business loss 45,000

| 64,000

| Income from tea business (40% is business income) 48.000 1,12,000 :
Capital gains
Short term capital gains 56,000
Income from Other Sources
Dividend income (taxable in the hands of shareholders) 80,000

3,73,000

Gross Total Income
| -
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Note:

(1) Dividend from Indian companies is fully taxable in the
tax.

(2) 60% of the income from tea business is treated as agricu
tax;

(3) Long-term capital loss can be set-off only against long-term capital gains. T
capital loss of ¥ 90,000 brought forward from A.Y.2025-26 cannot be set-off i

hands of shareholders at normal rates of
{tural income and therefore, exempt from

herefore, long-term
n the A.Y.2026-27,

since there is no long- term capital gains in that year. It has to be carried forward for set-off
against long-term capital gains, if any, during A.Y.2027-28.
Question 7 PS \uo (2)

Mr. Soohan submits the following details of his income for the assessment year 2026-2?';
Income from salary (computed) 3,00,000
Loss from let out house property (-) 40,000
Income from sugar business 50,000
Loss from iron ore business b/f (discontinued in P.Y. 2020-21) (-) 1,20,000
Short term capital loss (-) 60,000
Long term capital gain 40,000
Dividend 5,000
Income received from lottery winning (Gross) 50,000
Winnings from card games (Gross) 6,000
Agricultural income 20,000
Short-term capital loss u/s 111A (-) 10,000
Bank interest on Fixed deposit 5,000

Calculate gross total income and losses to be carried forward, assuming that he has
exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A).

-f [SMQ.]
| Question 8 Pg 1ul(2)
Mr. Batra furnishes the following details for year ended 31.03.2026:
Ui g LR B S
Short term capital gain 1,40,000
Loss from speculative business (,60,000‘\
Long term capital gain on sale of land 30,000
Long term capital loss on sale of unlisted shares ( 1,00,000)
Income from business of textile (after allowing current year depreciation) | 50,000
Income from activity of owning and maintaining race horses 15,000
Income from salary (computed) 1,00,000
Loss from house property C 40,000 )
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Following are the brought forward losses: '

(i) Losses from activity of owning and maintaining race horses-pertaining to A.Y.2023-24 ¥
25,000.

(i) Brought forward loss from business of textile ¥ 60,000 - Loss pertains to A.Y. 2018-19.  §
Compute gross total income of Mr. Batra for the AY 2026-27, assuming that he has } G

exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A). Also

determine the losses eligible for carry forward to the AY 2027-28. [SMQ.]
PY 1X-18518-19 13-20 202 2l-22 22723 2224 548

BP Quethon )
you the following

Question 9 ( Pin
Mr. A fur

information for the year ended 31.03.2026: i

: R G TR R G SR A L (T
SRS R O R itk k)
L from plying of vehicles (compute 3,20,000
B LKC%O 00 (He owned 5 light goods vehicle throughout the year)
(i) |Income from retail trade of garments 7,50,000
E (Computed as per books) (Sales turnover T 1,35,70,000)
r ‘3“—“’3 Ug; /O Mr. A had declared income on presumptive basis u/s 44AD for the first
: ' time in AY. 2025-26. Assume 10% of the turnover during the previous
i — year 2025-26 was received in cash and balance through A/c payee
3 cheque and all the payments in respect of expenditure were also made
through A/c payee cheque or debit card. _
(iii) |He has brought forward depreciation relating to A.Y. 2024-25 1,00,000
Compute taxable income of Mr. A and his tax liability for the assessment year 2026-27 with
P reasons for your computation, assuming he has exercised the option of shifting out of the
¢ default tax regime provided u/s 115BAC(1A). [smaj
Answer 9
¢ Computation of total income and tax liability of Mr. A for the A.Y. 2026-27
’ Income from retail trade — as per books (See Note 1 below) 7,50,000
/ Income from plying of vehicles — as per books (See Note 2 below) 3,20,000] ¢
4 10,70,000
Less : Set off of b/f depreciation relating to A.Y. 2024-25 1,00,000 | :
'. Total income 9,70,000 | :
f_ Tax liability 1,06,500
Add: Health and Education cess @4% 4,260 o
Total tax liability 1,10,760

Note:
. Income from retail trade: Presumptive business income u/s 44AD is % 8,41,340 i.e., 8% of T
13,57,000, being 10% of the turnover received in cash and 6% of ¥ 1,22,13,000, being the
amount of sales turnover received through A/c payee cheque. However, the income computed as
per books is < 7,50,000 which is to be further reduced by the amount of unabsorbed depreciation
of Z 1,00,000. Since the income computed as per books is lower than the income deemed u/s §

44AD, the assessee can adopt the income as per books.
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However, if he does not opt for presumptive taxation u/s 44AD, he has to get his books ?f
accounts audited u/s 44AB, since his turnover exceeds Z 1 crore (the enhanced limit of 7 IQ crore
would not available, since more than 5% of the turnover is received in cash). Also, his case
would be falling u/s 44AD(4) and hence tax audit is mandatory. It may further be nqled that he
cannot opt for section 44AD for next five A.Ys, if he does not opt for section 44AD this year.

2. Income from plying of light goods vehicles: Income calculated u/s 44AE( l).would be T 7,500 X
12 x 5 which is equal to ¥ 4,50,000. However, the income from plying of vehicles as per book§ s
¥ 3,20,000, which is lower than the presumptive income of ¥ 4,50,000 calculated as pcr'Sﬁ'CllOn
44AE(1). Hence, the assessee can adopt the income as per books i.e. T 3,20,000, prO\{ldCd he
maintains books of account as per section 44AA and gets his accounts audited and furnishes an
audit report as required u/s 44AB.

It is to be further noted that in both the above cases, had presumptive income provisions bee'n opted,
all deductions wss 30 to 38, including depreciation would have been deemed to have been given full
effect to and no further deduction under those sections would be allowable.

If the assessee opted for income to be assessed on presumptive basis, his total income would be

TRy S S A s Y
, )

as under: .
Income from retail trade w/s 44AD [T 13,57,000 @ 8% plus ¥ 1,22,13,000 @6%) 8,41,340
Income from plying of light goods vehicles u/s 44AE [T 7,500 x 12 x 5] 4,50,000
C12,91,340
Less: Set off of brought forward depreciation — not possible as
it is deemed that it has been allowed and set off Nil
Total income 12,91,340
Tax thereon 1,99,902
Add : Health and Education cess @4% 7,996
Total tax liability 2,07,898
Total tax liability (rounded off) 2,07,900

Question 10 Pq 143 (2)

Mr. Aditya furnishes the follow

Loss from speculative business A 25.000
Income from speculative business B 5,000
Loss from specified business covered u/s 35AD 20,000
Income from salary (computed) 3,00,000
Loss from let out house property 2,50,000
Income from trading business 45,000
Long-term capital gain from sale of urban land 2,00,000
Long-term capital loss on sale of shares (STT not paid) 75.000
Long-term capital loss on sale of listed shares in recognized stock exchange | 1,02,000
(STT paid at the time of acquisition and sale of shares)

s T A - g !
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. Chapter 9: Aggregation of Income; Set-Off and Carry Forward of Losses

Followmg are the brought forward losses:

(1) Losses from owning and maintaining of race horses pertaining to A.Y. 2024-25 ¥ 2,000.

(2) Brought forward loss from trading business ¥ 5,000 relating to A.Y.2021-22.

Compute the total income of Mr. Aditya and show the items eligible for carry forward,

assuming that he has exercised the option of shifting out of the default tax regime provided

u/s 115BAC(1A). [SMQ.]
Question 11

Mr. Garg, a resident individual, furnishes the following particulars of his income and other

detans for the previous year 2025-26.

(1) |Income from Salary (computed) 15,000
(2) |Income from business 66,000
(3) |Long term capital gain on sale of land 10,800
(4) |Loss on maintenance of race horses 15,000
(5) |Loss from gambling 9,100

The other details of unabsorbed depreciation and brought forward losses pertaining to

(1) |Unabsorbed depreciation 11,000
(2) |Loss from Speculative business 22,000
(3) |Short term capital loss 9,800

Compute the Gross total income of Mr. Garg for the Assessment Year 2026-27 and the

amount of loss, if any that can be carried forward or not. [SM Q]
Answer 11
Computatlon of Gross Total Income of Mr. Garg for the A.Y. 2026-27
Particulars 4l : T8 6

(i) Income from salary 15,000
(ii) Profits and gains of business or profession 66,000

Less: Unabsorbed depreciation brought forward from A.Y.2025-26 11.000| 55,000

(Unabsorbed depreciation can be set-off against any head of income other

than “salary™)
(iii) Capital gains

Long-term capital gain on sale of land 10,800

Less: Brought forward short-term capital loss

[Short-term capital loss can be set-off against both short-term capital gains

and long-term capital gains as per section 74(1)] 9.800 1,000
Gross Total Income 71,000

Amount of loss to be carried forward to A.Y.2027-28
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(1) Loss from speculatwe business [to be carried forward as per section 73]

[Loss from a speculative business can be set off only against income from
another speculative business. Since there is no income from speculative
business in the current year, the entire loss of ¥ 22,000 brought forward
from A.Y.2025-26 has to be carried forward to A.Y. 2027-28 for set-off
against speculative business income of that year. It may be noted that
speculative business loss can be carried forward for a maximum of four
years as per section 73(4), i.e., upto A.Y.2029-30]

(2) |Loss on maintenance of race horses [to be carried forward as per 15,000
section 74A]

[As per section 74A(3), the loss incurred in the activity of owning and
maintaining race horses in any assessment year cannot be set-off against
income from any other source other than the activity of owning and
maintaining race horses. Such loss can be carried forward for a maximum of
four assessment years i.e., upto A.Y.2030-31]

(3) |Loss from gambling can neither be set-off nor be carried forward. B

Question 12 P9 139 (1)

The following are the details relating to Mr. Srivatsan, a resident Indian, aged 57, relating to
the year ended 31.3.2026:

Compute the total income and show the items eligible for carry forward, assuming that he
has exercised the option of shlftmg out of the default tax regime provided u/s 115BAC(1A).

00 el A ,) e DIt = P Rf [SM°1

Question 13 Ynoup 0 ( AL jro icen = Exerpt Wil
Mr. Rajat submits the following information for the financial year ending 31st March, 2026.
He decides to pay tax under the default tax regime u/s 115BAC. He desires that you should:
(a) Compute the total income; and

(b) Asoertaln the amount of Iosses that can be carned forward

I

BRI E

ek i PATIGUIAT S
(|) He has two Iet out house property:
(a) House No. | — Income after all statutory deductions 72.000

> "',‘a-:f_'-l Ay
Giiion v i B i m«wt«m,m RS
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_Particulars iy ‘ T
Income from salaries (computed) 2,20,000
Loss from house property ( 1,90,000/
Loss from cloth business ( 2,40,000]
Income from speculation business 30,000
Loss from specified business covered by section 35AD \'_20,000
Long-term capital gains from sale of urban land 2.50,000r
Loss from card games 1/ 0¥ 7 /32,0007
Income from betting (Gross) ' 45,000
Life Insurance Premium paid (10% of the capital sum assured) QD¢ 45,000




Answer 13

CA Bhanwar Borana

(b) House No || - Current year Ioss '(30,0'00-)
(i) He has three proprietary businesses:
(a) Textile Business:
() Discontinued from 31st October, 2025 — Current year loss 40,000
(ii) Brought forward business loss of A.Y.2021-22 95,000
(b) Chemical Business:
(i) Discontinued from 1st March, 2023 — hence no profit/loss Nil
(i) Bad debts allowed in earlier years recovered during this year 35,000
(iif) Brought forward business loss of A.Y. 2022-23 50,000
(¢) Leather Business: Profit for the current year 1,00,000 |
(d) Share of profit in a firm in which he is partner since 2011 16,550
(i) (a) Short-term capital gain 60,000
(b) Long-term capital loss 35,000
|(iv) Contribution to LIC towards premium/| |S|T},j\( i Aec ,w“.-tf‘ L 10,000
e ,} a) 5
Computanon of total income of Mr. Rajat for the A Y 2026-27
S e Parheilan Ry e
1. lncome from house property
House No.1 72,000
House No.2 (=) 30,000 42,000
|2. Profits and gains of business or profession
Profit from leather business 1,00.000
Bad debts recovered taxable u/s 41(4) 35,000
1,35,000
Less: Current year loss of textile business (-) 40,000
95,000
Less: Brought forward business loss of textile business for
A.Y.2021-22 set off against the business income of current year 95,000 Nil
3. Capital Gains
Short-term capital gain 60,000
Gross Total Income 1,02,000
Less: Deduction under Chapter VI-A
U/s 80C — LIC premium paid (not available since he is paying tax )
under the default tax regime)
Total Income 1,02,000
Statement of Iosses to be carried forward to A. Y 2027-28
. '1'-7,:?-'':é,-;-'.i_{‘i_“'?_j S g e Pamculars U e SR
Brought forward chcmu,al busmess loss of A.Y. 2022-23 to be camed Forward u/s 72 50,000
Long term capital loss of A.Y. 2026-27 to be carried forward w/s 74 35,000
141
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Chapter.9:/Aggregation/ofIncome;Set-0ff andCarry Forward of Losses .-
Notes:
(1) Share of profit from firm of ¥ 16,550 is exempt u/s 10(2A).

(2) Long-term capital loss cannot be set-off against short-term capital gains. Therefore, it has to be
carried forward to the next year to be set- off against long-term capital gains of that year.

Question 14
Ms. Geeta, a resident individual, provides the following details of her income/losses for the
year ended 31.3.2026:

(i) Salary received as a partner from a partnership firm ¥ 7,50,000. The same was allowed
to the firm.

(i) Loss on sale of shares listed in BSE ¥ 3,00,000. Shares were held for 15 months and
STT paid on sale and acquisition.

(iii) Long-term capital gain on sale of land ¥ 5,00,000.

(iv) ¥ 51,000 received in cash from friends in party.

(v) T 55,000, received towards dividend on listed equity shares of domestic companies.
(vi) Brought forward business loss of assessment year 2024-25 % 12,50,000.

Compute gross total income of Ms. Geeta for the Assessment Year 2026-27 and ascertain
the amount of loss that can be carried forward. [SMQ]

Answer 14
Computation of Gross Total Income of Ms. Geeta for the A.Y. 2026-27

o Particulars:s.

'| Profits and gains of business and profession

Salary received as a partner from a partnership firm is taxable under the head “Profits 7,50,000
and gains of business and profession”

Less: B/f business loss of A.Y. 2024-25 ¥ 12,50,000 to be set-off to the extent of T 7,50,000
7,50,000

Nil

(Balance b/f business loss of ¥ 5,00,000 can be carried forward to the next year)

Capital Gains

Long term capital gain on sale of land 5,00,000
Less: Long-term capital loss on shares on STT paid (See Note 2 3.00,000 2,00,000
below)

Income from other sources

Cash gift received from friends - since the value of 51,000
cash gift exceeds ¥ 50,000, the entire sum is taxable

Dividend received from a domestic company is fully

taxable in the hands of shareholders 55,000 1,06,000
Gross Total Income 3,06,000

Notes:
1. Balance brought forward business loss of assessment year 2024-25 of X 5,00,000 has to be carried

forward to the next year.
2. Long-term capital loss on sale of shares on which STT is paid at the time of acquisition and sale

can be set-off against long-term capital gain on sale of land since long-term capital gain on sale
of shares (STT paid) is taxable u/s 112A. Therefore, it can be set-off against long-term capital
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gain on sale of land as per section 70(3).

Question 15 Pg 1wy (2)

Mr. P, a resident individual, furnishes the following particulars of his income and other

details for the previous year 2025-26:

Sl. No, - ;‘: AT ,‘f;éﬁ M o JPa.rtlculars % ,_»;,,-;7,i_:;“.g-;r='-_;_;;;,gr;g;.;.. G
(i) Income from salary (computed) 18,000
(i) [Netannual value of house property 70,000
(i)  [Income from business 80,000
(iv)  |Income from speculative business 12,000
(v) Long term capital gain on sale of land 15.800‘
(vi) Loss on maintenance of race horse CQ.OOd )
(vii)  |Loss on gambling ( 8,000

Depreciation allowable under the Income-tax Act, 1961, comes to ¥ 8,000, for which no

treatment is given above.

The other details of unabsorbed depreciation and brought forward losses (pertaining to A.Y.

2025- 26) are:
SloNo il i S
). |Unabsorbed dapreciation (9,000,
(i) |Loss from speculative business (16,000)
(i) |Short term capital loss [ 7,800

Compute the gross total income of Mr. P for the Assessment year 2026-27, and the amount

of loss that can or cannot be carried forward.

Question 16

[SM Q]

Compute total income of Mr. Mathur for the AY 2026-27 from the following information
furnished by him for the FY 2025-26. Assuming that he has exercised the option of shifting

out of the default tax regrme provrded u/s 115BAC(1A). [RTP M-20 Q.]
Particulars - 4
Salary income (computed) 4,70,000
Loss from self-occupied house property 2,00,000
Loss from let out house property 60,000
Loss from speculation business-X 80,000
Profit from speculation business-Y 40,000
Income from trading and manufacturing business @ 8% 3,50,000
Interest on PPF deposit 95,000
Long term capital gain on sale of Vacant site (Computed) 2,10,000
Short term capital loss on sale of Jewellery 1,50,000
Investment in tax saver deposit on 31-03-2026 60,000
Brought forward loss of business of assessment year 2020-21 5,50,000
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Donation to a charitable trust recognized u/s 12AA and approved u/s 80G 1,10,000
paid by cheque
Enhanced compensation received from government for compulsory 3,00,000
acquisition of land (held for a period of 5 years) in the year 2010
Answer 16
Computation of total income of Mr. Mathur for A.Y.2026-27
Pactlcilara U SERER R e e e Lt
Salaries 4,70,000
Profits and gains from business or profession
Profit from speculation business Y 40,000
Less: Loss of ¥80,000 from speculation business X set-off against (40,000)
profit from speculation business Y to the extent of such profit
Loss of T 40,000 from speculation business X to be carried forward to
A.Y.2027-28 for set-off against profits from speculation business.
Income from trading and manufacturing business @8% 3,50,000
Less: Brought forward business loss of A.Y. 2020-21 set-off since a|  (3,50,000) Nil
period of eight assessment years has not expired.
Balance loss of ¥ 2,00,000 to be carried forward to A.Y. 2027-28
Capital Gains
Enhanced compensation received from government for compulsory 3,00,000
acquisition [Taxable in P.Y. 2025-26 since enhanced compensation is
taxable on receipt basis] ‘
Long term capital gain on sale of vacant site 2,10,000 j
Less: Short term capital loss on sale of jewellery (1,50,000)
3,60,000

Less: Loss from house property can be set-off to the extent of ¥

2,00,000 as per section 71(3A). Balance loss of ¥ 60,000 to be carried
forward to A.Y. 2027-28.

(2,00,000) 1,60,000

Income from Other Sources

Interest on PPF deposit 95,000

Less: Exempt u/s 10(11) (95,000) Nii
Gross Total Income 6,30,000
Less: Deduction under Chapter VI-A

Deduction u/s 80C

Investment in tax saver deposit on 31.3.2026 60,000

Deduction w/'s 80G

Donation to recognized and approved charitable trust [Donation of ¥ 20,500 80,500

1,10,000 to be first restricted to ¥ 41,000, being 10% of adjusted total
income of ¥ 4,10,000 i.e., [¥ 6,30,000 — ¥ 1,60,000 — T 60,000].
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Therea.ﬁenr. dc;:luctlon .would be computed at 50% of ? 41, 000

Total Income

5,49,500

Question a7

Mr. Krishan, residing in Indore, provides the following information for the financial year

2025-26:
Income from textile business 4,60,000
Income from speculation business 25,000
Loss from gambling 12,000
Loss on maintenance of race horse 15,000
Current year depreciation of textile business not adjusted in the income given 5,000
above.
Unabsorbed depreciation of assessment year 2024-25 10,000
Speculation business loss of assessment year 2025-26 30,000

Compute the Gross Total Income of Mr. Krishan for the Assessment year 2026-27 and also
state the losses eligible for carry forward and period upto which such losses can be carried

forward. [RTP N-20 Q.]
Answer 17

Computation of Gross Total Income of Mr. Krishan for A.Y. 2026-27
Particulars. T R R i X
Profits and gains of business or profession
Income from Textile business 4,60,000 }
Less: Current year depreciation allowable w/s 32(1) 5,000

4,55,000

Less: Unabsorbed depreciation brought forward from A.Y.2024-25 as 10,000
per section 32(2) 4,45,000
Income from speculation business
Current year income from speculation business 25,000
Less: Speculation business loss for A.Y. 2025-26 set-off as per the 30,000
provisions of section 73(2)

Speculation business loss to be carried forward (5,000) Nil
Gross Total Income 4,45,000
Losses ehglble for carry forward to A Y 2027 28

(1) |Loss from speculation business to be carried forward as per section 73 5,000
Loss from speculation business can be set off only against income from another
speculation business. The remaining loss from speculation business can be
carried forward for a maximum of four assessment years immediately
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succeeding the assessment year for which the loss was first computed. Thus,
such loss can be carried forward upto A.Y.2029-30

(2) |Loss on maintenance of race horses to be carried forward as per section 74A(3)

Loss on maintenance of race horses can be set-off only against income from the
activity of owning and maintaining race horses. Such loss can be carried forward
for a maximum of four assessment years immediately succeeding the assessment
year for which the loss was first computed. Thus, such loss can be carried
forward upto A.Y. 2030-31

(3) [Loss from gambling can neither be set-off nor be carried forward. £

Question 18

Ms. Aarti, a resident individual, provides the following information of her inc
the year ended on 31st March, 2026:

ome/losses for
[RTP N-21 Q.]

1. Income from salary (Computed) 8,20,000
2. |Income from house property (let out) (Net Annual Value) 1,20,000
3. |Share of profit from firm in which she is partner 48,000
4. |Loss from specified business covered u/s 35AD 67,000
5. Income from textile business before adjusting the following items: 3,30,000
(a) Current year depreciation 53,000
(b) Unabsorbed depreciation of earlier year 1,85,000
(c) Brought forward loss of textile business of the AY. 2023-24 1,90,000
Long-term capital gain on sale of debentures (unlisted) 1,50,000
Long-term capital loss on sale of equity shares (STT not paid) 1,50,000
Long-term capital gain on sale of equity shares listed in recognized 2,50,000
stock exchange (STT paid at the time of acquisition and sale)
9. Dividend from units of UTI 1,15,000
10. |Repayment towards housing loan taken from a scheduled bank.| 4,85,000
Out of this ¥ 3,28,000 was towards payment of interest and rest
towards principal.

Compute the Gross Total Income of Ms. Aarti and ascertain the amount of loss that can be
carried forward. Ms. Aarti has always filed her return within the due date specified u/s 139(1)
of the Income-tax Act, 1961. Assuming that she has exercised the option of shifting out of

the default tax regime provided u/s 115BAC(1A).

Answer 18
Computation of gross total income of Ms. Aarti for the A.Y.2026-27
Salary Income (computed) 8,20,000
Less: As per section 71(3A), loss from house property of 2,44,000 can
be set-off, to the extent of Income from House Property 2,00,000| 6,20,000
Net Annual Value of House Property 1,20,000
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Less: Deduction u/s 24
(2) 30% of NAV 36,000
(b) Interest on housing loan 3,28,000 3,64,000
Loss from house property (2,44,000)
Less: Loss eligible for set-off against salary income restricted to 2,00,000
Loss to be carried forward to A.Y. 2027-28 for set-off against income
from house property, if any, in that year. (44,000)
Profits and gains of business or profession
Share of profit from firm [Exempt u/s 10(2A)] =
Logs frqm specified business u/s 35AD ¥ 67,000 [can be set-off only -
against income from any specified business. Hence, it has to be carried
forward to A.Y.2027-28]
Income from textile business 3,30,000
Less: Current year depreciation 53,000
2,77,000
Less: Brought forward loss of textile business 1,90,000
87,000 A
Less: Set-off of unabsorbed depreciation to the extent of% 87,000 against 87.000| - Nil
business income ;
Capital Gains
Long-term capital gains on sale of listed equity shares (STT paid) 2,50,000
Less: Balance unabsorbed depreciation of T 98,000 set-off 98,000 =
Long-term capital gains on sale of listed equity shares [Tax is payable w/s 1,52,000{ 1,52,000
112A @ 12.5% on the amount exceeding? 1,25,000]
Long-term capital gains on sale of debentures 1,50,000
Less: Set-off of Long-term capital loss on sale of equity shares 1,50,000 Nil
Income from Other Sources
Dividend from units of UTI [Taxable in the hands of the unitholders] 1,15,000
Gross Total Income 8,87,000

Losses to be carried forward to A.Y.2027-28

against income from any specified business]

(i) |Losses from specified business [can be carried forward indefinitely for set-off 67,000 [

years for set-off against income from house property]

(ii) |Loss from house property [can be carried forward upto 8 successive assessment 44.000

Question 19
Compute the gross total income of Mr. Farhan and show the items eligible for carry forward
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and the assessment years upto which such losses can be carry forward from the following
information furnished by him for the year ended 31-03-2026, Assuming that he has

exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A).

Loss from speculative business MNO 12,000
Income from speculative business BPO 25,000
Loss from specified business covered u/s 35AD 45,000
Income from salary (computed) 4,18,000
Loss from house property 2,20,000
Income from trading business 2,80,000
Long-term capital gain from sale of urban land 2,05,000
Long-term capital loss on sale of equity shares (STT not paid) 85,000
Long-term capital loss on sale of listed equity shares in recognized stock 1,10,000
exchange (STT paid at the time of acquisition and sale of shares)

Short-term capital loss u/s 111A 85,000

Following are the brought forward losses:

(1) Brought forward loss from speculative business MNO % 18,000 relating to A.Y.. 2022-23.
(2) Brought forward loss from trading business of ¥ 12,000 relating to A.Y. 2020-21

(3) Unabsorbed depreciation ¥ 1,00,000 relating to A.Y. 2025-26

Assume Mr. Farhan has furnished his return of income on or before the due date specified
u/s 139(1) in all the above previous years. [MTP Q.]

Answer 19

Computation of Gross total income of Mr. Farhan for the A.Y.2026-27

Particulars = . o0 5 el R g
Salaries

Income from Salary 4.,18,000

Less: Loss from house property set-off against salary (2,00,000) 2,18,000

[As per section 71(3A), loss from house property to the extent of ¥
2,00,000 can be set-off against any other head of income.]

Profits and gains of business or profession
Income from trading business 2,80,000

Less: Brought forward loss from trading business of A.Y. 2020-21 can
be set off against current year income from trading business as per
section 72(1), since the eight-year time limit as specified w/s 72(3),
within which set-off is permitted, has not expired.

(12,000)
Less: Unabsorbed depreciation (1,00,000) 168,000
Income from speculative business BPO 25,000

Less: Loss from speculative business MNO set-off as per section 73(1) (12,000)

Loss from speculative business MNO brought forward from A.Y.
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2022-23 as per section 73(2), can be set off to the extent of T 13,000. (13,000)
Balance loss will be lapsed, since four years his expired

Capital Gains

Long term capital gain on sale of urban land 2,05,000

Less: Long term capital loss on sale of shares (STT not paid) set- off (85,000)
as per section 71(3)

Less: Long-term capital loss on sale of listed equity shares on which
STT is paid can also be set-off as per section 71(3), since long-term
capital arising on sale of such shares is taxable u/s 112A

(1,10,000)

Less: Short-term capital loss u/s 111A as per section 71(2) (10,000) 3
Gross Total Income 3,86,000
Items eligible for carried forward to A.Y.2027-28

Patticilabs <= % | AR A A e e e
Loss from house property 20,000

As per section 71B, balance loss not set-off can be carried forward to the next year
for set-off against income from house property of that year. It can be carried forward
for a maximum of eight assessment years i.e., upto A.Y. 2034-35, in this case.

Loss from specified business u/s 35AD 45,000

Loss from specified business u/s 35AD can be set-off only against profits of any other
specified business. If loss cannot be so set-off, the same has to be carried forward to
the subsequent year for set off against income from specified business, if any, in that
year. As per section 73A(2), such loss can be carried forward indefinitely for set-off
against profits of any specified business .

Short-term capital loss u/s 111A 75.000

Short-term capital loss u/s 111A can be set-off against long term or short term capital
gains. If it cannot be so set-off, it has to be carried forward to the next year for set-off
against capital gains, if any, in that year. It can be carried forward for a maximum of
eight assessment years, i.e., upto A.Y.2034-35, in this case, as specified w/'s 74(1).

Question 20

Compute the total income of Mr. Praveen (aged 48), a resident Indian, from the following
information relating to the financial year ended 31.3.2026. Also, show the items eligible for
carry forward, Assuming that he has exercised the option of shifting out of the default tax

regime provided u/s 115BAC(1A). [MTP Q]
Particulars = iy 2o et SaR 4
Income from salaries (Computed) 2,20,000
Loss from house property 2,50,000
Loss from toy business 1,30,000
Income from speculation business 40,000
Loss from specified business covered by section 35AD 20,000
Long-term capital gains from sale of urban land 2,50,000
Long-term capital loss from sale of listed shares in recognized stock 1,10,000
exchange
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(STT paid at the time of acquisition and sale of shares)

Loss from card games 32,000

Income from betting (Gross) 45,000

Life Insurance Premium paid (10% of the capital sum assured) 50,000
Answer 20

Computatlon of total income of Mr. Praveen for the A Y 2026-2‘7

_ Partlculars
Salaries
Income from salaries 2,20,000
Less: Loss from house property set-off against salary as per section 71(1)|  2,00,000 20,000
& 71(3A)
Profits and gains of business or profession
Income from speculation business 40,000
Less: Loss from toy business set off 40,000 Nil
Capital gains
Long-term capital gains from sale of urban land 2,50,000

Less: Long term capital loss on sale of listed shares on which STT is paid 1,10,000
can be set off as per section 74(1), since long-term capital gain arising on
sale of such shares is taxable u/s 112A

1,40,000
Less: Loss from toy business set off 90,000 50,000
Income from other sources
Income from betting 45,000
Gross total income 1,15,000
Less: Deduction u/s 80C(life insurance premium paid) 20,000
Total income 95,000

Losses to be carried forward:

e G
(1) Loss from house property (?2 50 000 ?2 00 000) 50,000
(2) Loss from toy business (31,30,000 - T40,000 - 90,000) -
(3) Loss from specified business covered by section 35AD oo
Notes:

(i) As per section 71(3A), loss from house property can be set-off against any other head of income
to the extent of ¥2,00,000 only.

As per section 71B, balance loss not set-off can be carried forward to the next year for set- off
against income from house property of that year. It can be carried forward for a maximum of
eight assessment years i.e., upto A.Y. 2034-35, in this case.

(ii) Loss from specified business covered by section 35AD can be set-off only against profits and
gains of any other specified business. Therefore, such loss cannot be set off against any other
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income. If loss cannot be so set-off, the same has to be carried forward to the subsequent year for
set-off against profits and gains of any specified business, if any, in that year. As per section

73A(2), such loss can be carried forward indefinitely for set-off against profits of any specified
business.

(iii) Business loss cannot be set off against salary income. However, business loss of 390,000
(¥1,30,000 - 340,000 set-off against income from speculation business) can be set-off against
long-term capital gains from sale of urban land. Consequently, the taxable long-term capital gains
would be 50,000,

(iv) Loss from card games can neither be

set off against any other income, nor can it be carried
forward.

(v) For providing deduction under Chapter VI-A, gross total income has to be reduced by the amount
of long-term capital gains and casual income. Therefore, the deduction u/s 80C in respect of life

Cha‘pterS“ﬂQ‘éré“é'é’%“ﬁ’:gfglﬁc'd‘iﬁéi‘Séi-OﬁﬂﬂﬂCarryForwardoﬂosses

Insurance premium paid has to be restricted to 320,000 [i.e., Gross Total Income of 31,15,000 —

50,000 (LTCG) — 245,000 (Casual income)].

(vi) Income from betting is chargeable at a flat rate of 30% ws 115BB and no expenditure or

allowance can be allowed as deduction from such income, nor can any loss be set-off against
such income.
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[Sec 80C Deduction if Return file on time]

Examine the following statements with regard to the provisions of the Income-tax Act, 1961:

Question 1

ort in prescribed form is must for a

(@) For grant of deduction u/s 80JJAA, filing of audit rep
(1) is not

corporate assessee; filing of return within the due date laid down in section 139
required.

Filing of belated return u/s 139(4) of the Income-tax Act, 1961 will debar an assessee
from claiming deduction u/s 80QQB if the assessee exercises the option of shifting out
of the default tax regime provided u/s 115BAC(1A) (i.e., he pays tax under the optional

tax regime). [SM Q.]

(b)

Answer 1
(a) The statement is not correct. Section 80AC stipulates compulsory filing of return of income on

or before the due date specified u/s 139(1), as a pre-condition for availing the benefit of

deduction, inter alia, u/s SOJJAA.

The statement is correct. As per section 80AC, the assessee has to furnish his return of income

on or before the due date specified u/s 139(1), to be eligible to claim deduction under, nter alia,
section 80QQB.

Question 2 [Sec 80C]
Compute the eligible deduction u/s 80C for A.Y.2026-27 in respect of life insurance premium

paid by Mr. Ganesh during the P.Y.2025-26, the details of which are given hereunder if Mr.
Ganesh has exercised the option of shifting out of the default tax regime provided u/s

(b)

115BAC(1A) — [SM Q.]
| Date of issue Person insured Actual capital | insurance premium
of policy j ; sum._g_ssurgd %l paid, during 2025-
() |30/3/2012  |Self 8,00,000| 20/, 48,000|4260:
(ii) |1/5/2018 Spouse 1,50,000|'0 "/, 20,000!1< K
(iii) |1/6/2021 Handicapped son (section 4,00,000| =/ 80,000| (0l
80U disability) L
Answer 2 123004
Date of Personlnsufed f ra | Deduct-ion’|: ' Remark =
issue.of | .G ik ogs |[.premium paid | u/s 80C for | (restricted to
policy | | sum | during2025- | AY.2026- | % ofsum
i lassured ®)| 0 26 2277 assured)
() [30/3/2012 |Self 8,00,000 48,000 48,000 20%
(ii) |1/5/2018  |Spouse 1,50,000 20,000 15,000 10%
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DT ersoninsured | “Actual | ‘Insurance | Deduct-ion | ' Remark
3 f | Personinsured Actual Insurance | Deduc )
' 3::; ﬁf : capital | premium paid | u/s 80C for | (restricted to
ﬁulicv ; sum during 2025- | A.Y.2026- . % qf sum
; assured (3) 26 27 _assured)
(1) [1/6/2021 Handicapped son 4,00,000 80,000 60,000 15%
(section 80U
disability)
Total 1,23,000
Question3 i3 1€0C2) 1 e s [Sec 80U]

The basic salary of Mr./A is ¥ 1,00,000 p.m. He is entitled to dearness allc_)wance, which is *

40% of basic salary. 50% of dearness allowance forms part of pay for retirement beneﬁts.

Both Mr. A and his Eﬁﬁloyer, ABC Ltd., contribute 15% of basic salary to the pension

scheme referred to in section 80CCD. Explain the tax treatment in respect of such

contribution in the hands of Mr. A if he has exercised the option of shifting out of the default

tax regime provided u/s 115BAC(1A). '

What would be your answer if Mr. A pays tax under the default tax regime u/s 115BAC?

Answer 3

() Tax treatment in the hands of Mr. A in respect of employer’s and own contribution to
pension scheme referred to in section 80CCD, where Mr. A has exercised the option of
shifting out of the default tax regime provided u/s 115BAC(1A) [i.e., where Mr. A pays tax
under the normal provisions of the Act]

(a) Employer’s contribution to such pension scheme would be treated as salary since it is
specifically included in the definition of “salary™ u/s 17(1)(viii). Therefore, ¥ 1,80,000, being
15% of basic salary of T 12,00,000, will be included in Mr. A’s salary.

(b) Mr. A’s contribution to pension scheme is allowable as deduction s 80CCD(1). However, f4e
the deduction is restricted to 10% of salary. Salary, for this purpose, means basic pay plus
deamess allowance, if it forms part of pay.

Therefore, “salary” for the purpose of deduction w/s 80CCD for Mr. A would be —

| ~ Particulars 3T
| Basic salary = 2 100,000 x 12 12,00,000 | &%
I Dearness allowance = 40% of 2 12,00,000 = 4,80,000
. 50% of Dearness Allowance forms part of pay = 50% of ¥ 4,80.000 2,40,000
_ b T
Salary for the purpose of deduction u/s 80CCD 14,40,000
| Deduction u/s 80CCD(1) is restricted to 10% of ¥ 14.40.000 (as against 1,44,000] §
actual contribution of¥ 1,80,000. being 15% of basic salary of ¥
12,00,000)
As per section 80CCD(1B), a further deduction of upto? 50,000 is 36,000
allowable. Therefore, deduction wWs80CCD(1B) is T 36,000 (% 1,80,000 -
< 1,44,000). B

¥ 1,44,000 is allowable as deduction /s 80CCD(1). This would be taken into consideration ~

and be s.ubjccl to the overall limit of ¥ 1,50.000 /s 80CCE. ¥ 36,000 allowable as deduction
u/s 80CCD(1B) is outside the overall limit of ¥ 1,50,000 u/s 80CCE.

In the alternative, ¥ 50 000 can be claimed as deduction u/s 80CCD(1B
o { , . Th bs lanc
1,30,000 (% 1,80.000- % 50,000) can be claimed as deduction u/s SOCCD(f). ) S
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(c) Employer’s contribution to pension scheme would be allowable as deduction ws S?dcgg)(i)é
subject to a maximum of 10% of salary. Therefore, deduction u/s SQCQD(Z), wou e
restricted to T 1,44,000, even though the entire employer’s contnbuno,n of ?.1,89, o
included in salary w/s 17(1)(viii). However, this deduction of employer's conmbullOl}EO_ X
1,44,000 to pension scheme would be outside the overall limit of ¥ 1,50,000 w/s 80CC .['L'E
this deduction would be over and above the other deductions which are subject to the limit 0
¥ 1,50,000.

(i) Where Mr. A pays tax under the default tax regime u/s 11SBAC o
Mr. A would not be eligible for deduction u/s 80CCD(1)/(1B) in respect of his contnbu]t;or:, (;[3
pension scheme under the default tax regime ws 115BAC. Howe\-/er,. he would be aco[*; .
deduction of ¥ 2,01,600, being 14% of salary [T 14,40,000, computed in (i) above] u/s 80CCD(
in respect of employer contribution to pension scheme.

Question 4 [Sec 80C, 80CCC & 80CCE]

The gross total income of Mr. X for the A.Y.2026-27 is ¥ 8,00,000. He has made the

Computation of deduction under Chapter VI-A for the A.Y.2026-27

Deduction u/s 80C
- Contribution to PPF 1,10,000
- Payment of tuition fees to Apeejay School, New Delhi, for education of his son 45,000
studying in Class XI
- Repayment of housing loan 25.000
1,80,000
Restricted to ¥ 1,50,000, being the maximum permissible deduction u/s 80C 1,50,000
Deduction u/s 80CCC
- Contribution to approved pension fund of LIC ¥ 1,05,000 1,05,000
; . 2,55,000
As per section 80CCE, the aggregate deduction u/s 80C, 80CCC and 80CCD(1) has to
be restricted to T 1,50,000
Deduction allowable under Chapter VIA for the A.Y. 2026-27 1,50,000
* Question 5 [Sec 80D]

Mr. A, aged 40 years, paid medical insurance premium of ¥ 20,000 during the P.Y. 2025-26
to insure his health as well as the health of his spouse. He also paid medical insurance
premium of ¥ 47,000 during the year to insure the health of his father, aged 63 years, who is
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following investments/payments during the F.Y.2025-26 —
(1) |Contribution to PPF %O C 1,10,000 ]1306
(2) |Payment of tuition fees to Apeejay School, New Delhi, for education of 45,000 k Ll
his son studying in Class XI &) ¢ J 1008
(3) |Repayment of housing loan taken from Standard Chartered Bank & C 25,000 |
(4) | Contribution to approved pension fund of LIC &0 € ¢C 1,05,000 fos00q
Compute the eligible deduction under Chapter VI-A for the A.Y.2026-27, if Mr. X exercise's’_ﬁ;f?‘
: the option of shifting out of the default tax regime provided u/s 115BAC(1A). [SMQ.] Lt
Answer 4 s 0=

|



not' dependent on him. He contributed ¥ 3,600 to Central Government Health Scheme
‘ dunng_the year. He has incurred % 3,000 in cash on preventive health check-up of himself
| and his spouse and ¥ 4,000 by cheque on preventive health check-up of his father. &
{ Compute the deduction allowable u/s 80D for the A.Y. 2026-27 if Mr. A has exercised the

option of shifting out of the default tax regime provided u/s 115BAC(1A). [SMQ.]
Answer 5

RLRLERR

A. | Premium paid and medical expenditure incurred for self

q and spouse

! (i) |Medical insurance premium paid for self and spouse 20,000 20,000 | Gfee
(i) | Contribution to CGHS 3,600 3.600]
(111) | Exp. on preventive health check-up of self & spouse 3,000 1,400

26,600 25,000 | &

e

B. |Premium paid or medical expenditure incurred for father,
who is a senior citizen

(i) |Mediclaim premium paid for father, who is over 60 years of 47,000 47,000 | £ 5y
age el

dIdIdddddi,

(ii) |Expenditure on preventive health check-up of father 4,000 3,000 3
51,000 50,000 £
Total deduction u/s 80D (% 25,000 + ¥ 50,000) 75,000

Notes:

(1) The total deduction under A. (i), (ii) and (iii) above should not exceed ¥ 25,000. Therefore, the 7+
expenditure on preventive health check-up for self and spouse would be restricted to ¥ 1,400, *
being (T 25,000 — T 20,000 -% 3.600). §

(2) The total deduction under B. (i) and (ii) above should not exceed ¥50,000. Therefore, the &
expenditure on preventive health check-up for father would be restricted to ¥ 3,000, being (¥ &
50,000 — T 47,000).

(3) In this case, the total deduction allowed on account of expenditure on preventive health check-up
of self, spouse and father is ¥ 4,400 (i.e., T 1,400 + T 3,000), which is within the maximum §

permissible limit of ¥ 5,000.

Question 6 Po (6BCL) [Sec 80D]
Mr. Y, aged 40 years, paid medical insurance premium of ¥ 22,000 during the P.Y. 2025-26 §&

to insure his health as well as the health of his spouse and dependent children. He also paid (&

medical insurance premium of ¥ 33,000 during the year to insure the health of his mother,
aged 67 years, wh

o is not dependent on him. He incurred medical expenditure of ¥ 20,000 £
~—on his father, aged 71 years, who is not covered under mediclaim policy. His father is also FESEs
not dependen"(_ﬁﬁ‘c—)? him. He contributed ¥ 6,000 to Central Government Hea!th Scheme [
during the year. Compute the deduction allowable u/s 8_0D for the AY. 2026-27 if Mr. Y has
exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A).

[SMQ.]
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QueStion 7 . 1< of which are given below:
; ; 25, the details 0 ‘

education loans on April 1,2029, 11 T A toan.3: .-
Mr. 4 haf taken threi ; o hefe lloans2: Loa"3 g
Tres > A BN b HTTAL el LA ELE A - f B
i N A Son of B Daughter 0
For whose education loan was taken i e BA.

MB Rt
Purpose of loan 4.00,000
Amount of loan (%) 5,00,000 e 80.000
40,000 2

Annual repayment of loan (%) ok 10,000 18,000
Annual repayment of interest (3) 20,000 '

' xercised
Compute the amount deductible u/s 80E for the A.Y.2026-27, assuming he has e

i i i /s 115BAC(1A).
the option of shifting out of the default tax regime provided u/s ( [SM Q.]

i Answer 7 : . I
Deduction u/s 80E is available to an individual assessee 1n respect of any interest paid b)," l_um u} ::z
previous year in respect of loan taken for pursuing his higher education or higher edgcatl‘on od
spouse or children. Higher education means any course of study pursued after senior secondary
examination.

Therefore, interest repayment in respect of all the above loans would be eligible for deduction.
Deduction w/s 80E = ¥ 20,000 + ¥ 10,000 + T 18,000 = ¥ 48,000.

Question 8 [Sec 80EE]

2 OlF
Mr. A purchased a residential house property for self-occupation Fa cost of T 45 lakh on
1.4.2018, in respect of which he took a housing loan of ¥ 35 lakh from Bank of India@11%
p.a. on the same date. The loan was sanctioned on 28th March(2078) Compute the eligible
deduction in respect of interest on housing loan for A.Y.2026-27 under the provisions of the
Income-tax Act, 1961 assuming he has exercised the option of shifting out of the default tax
regime provided u/s 115BAC(1A). Assuming that the entire loan was outstanding as on

31.3.2026 and he does not own any other house property. 2 N\E - [SM Q.]
: GO
% Answer 8
Interest deduction for A.Y.2026-27 |
(i) Deduction allowable while computing income under the head “Income from
house property”
Deduction u/s 24(b) % 3,85,000 [Z 35,00,000 x | 1%]
Restricted to
(ii) Deduction under Chapter VI-A from Gross Total Income 500
CE Deduction u/s 80EE 7 1,85,000 (% 3,85,000 - 7 2,00,000)
(G Restricted to 50,000
h-_-_‘_‘—-ﬁ.
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R A
Question QLDR Pq HQ}CL)

Thg .following are the particul
Individuals, for A.Y. 2026-27 —

!

[Sec 80EEA & 80EEB]
ars relating to Mr. A, Mr. B, Mr. C and Mr. D, salaried

T e RN T ety o7 N T ey
L« Particulars il ) Mt A s ¥ T SR
I"-: RS b Ol Sl e N B o ‘ﬁ@%&%’g &msﬁ:vﬂ?‘g‘é“ﬁ.@ Pz 4"'{’ ¥
mo : :
unt of loan % 43 lakhs % 45 lakhs T 20 lakhs T 15 lakhs | |
taken
RHOUAYINT . .
Loan taken from Ch HF}: Deposit taking| Deposit taking Public sector | |
c onpany w (_NBFC[) - NBFC bank
‘Egztée of sanction of|  1.4.2021 142021 - 1.42021| b+}°30.3.2019
7 Ve 1D |
Date of 1.5.2021 1.5.2021 1.5.2021 1.5.2019 | e
disbursement of
loan
Purpose of loan Acquisition of Acquisition of Purchase of Purchase of '
residential | residential house | electric vehicle for| electric vehicle | &
house| property for self- personal use | for personal use
property for occupation
_self- :
occupation o5
Stamp duty value| % 45 lakhs © /% 48 lakhs - o
of house property : - G
Cost of electric - : 7 22 lakhs ? 18 lakhs | [
vehicle '
Rate of interest 9% p.a. 9% p.a. 10% p.a. 10% p.a. | &

Compute the amount of deduction, if any, allowable under the provisions of thg Income-tax
Act. 1961 for A.Y.2026-27 in the hands of Mr. A, Mr. B, Mr. C and Mr. D, if they have
exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A).
Assume that there has been no principal repayment in respect of any of the above loans §

upto 31.3.2026.

Question 10 ?5 12022 [Various deductions]
Mr. Shiva aged 58 years, has gross total income of ¥ 7,75,000 comprising of in;ome from
saléry and house property. He has made the following payments and investments:

Premium paid to insure the life of her major daughter (policy taken on 1.4..2018)

(i) el
i -3 20,000. <)
(Assured value ¥ 1,80,000) - <X 20, : L |
(i) Medical Insurance premium for self -2 12,000; Spouse — ¥ 14,000. | 2 I : ’
(iii) Donation to a public charitable institution ¥ 50,000 by way of cheque.- ) 1)sh)
N s oy OF

[ ' - 60,000. . ) |
iv) LIC Pension Fund 7 60, -
Ev)) Donation to National Children’s Fund - ¥ 25,000 by way of cheque ¢ f ig Wl
‘ ~ation to Prime Minister's Drought Relief Fund - ¥ 25,000 b)f way of cheque /. ) &
(VI)) BO“:UOHI to approve ly planning - ¥ 40,000 by way 0
(vii on ,
cheque )
(viii) Deposit in PPF =X 1,00,000

d institution for promotion of fami
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teri05DeductishsiftomiGrossiTotaliinconmeia i ain L s i
ses the option of shifting

a k)

Compute the total income of Mr. Shiva for A.Y. 2026-27 if he exerci
out of the default tax regime provided u/s 115BAC(1A).

& Question 11 [Sec 80GG]

Mr. Ganesh, a businessman, whose total income (before allowing deduction u/s SOGG) f_OE
A.Y.2026-27 is ¥ 4,60,000, paid house rent at ¥ 12,000 p.m. in respect of reSIQientla
accommodation occupied by him at Mumbai. Compute the deduction allowable to hlm_u/S
80GG for A.Y.2026-27, if he has exercised the option of shifting out of the default tax regime
provided u/s 115BAC(1A). [SMaQl]

' s Answer 11
' The deduction u/s 80GG will be computed as follows:
(1) Actual rent paid less 10% of total income

1
21,44,000 ()" 0”:':8'000) =298,000 (A)

_25%4,60,000
(i) 25% of total income 100

(1i1) Amount calculated at ¥ 5,000 p.m.= ¥ 60,000 (C)
Deduction allowable u/s 80GG [least of (i), (ii) and (iii)] = ¥ 60,000

=%1,15,000 (B)

Question 12 [Sec 80GGB]

During the P.Y. 2025-26, ABC Ltd., an Indian company,

(1) contributed a sum of 2 lakh to an electoral trust: and

(2) incurred expenditure of ¥ 25,000 on advertisement in a brochure of a political party.

Is the company eligible for deduction in respect of such contribution/expenditure, assuming

that the contribution was made by cheque? If so, what is the quantum of deduction? [SM Q.]
Answer 12

An Indian company is eligible for deduction u/s 80GGB in respect of any sum contributed by it in the
previous year to any political party or an electoral trust. Further, the word “contribute” in section
80GGB has the meaning assigned to it in section 293A of the Companies Act, 1956, and accordingly,
it includes the amount of expenditure incurred on advertisement in a brochure of a political party.

Therefore, ABC Ltd. is eligible for a deduction of ¥ 2,25,000 w/s 80GGB in respect of sum of T 2
lakh contributed to an electoral trust and ¥ 25,000 incurred by it on advertisement in a brochure of a
political party.

It may be noted that there is a specific disallowance w/'s 37(2B) in respect of expenditure incurred on
advertisement in a brochure of a political party. Therefore, the expenditure of ¥ 25,000 would be

disallowed while computing business income/gross total income. However, the said expenditure
incurred by an Indian company is allowable as a deduction from gross total income u/s 80GGB.

Question 13 Pg 13K L) [Sec 80JJAA]
: Mr. A has commenced the business of manufacture of computers on 1.4.2025. He

LDR. employed 350 new employees during the P.Y. 2025-26, the details of whom are as follows —
[ ] e e R et mauments |
o oyee i riemplo ,.8:9;“&) W
Regular [ ['[|. 24,000 -
125 1.5.2025 Regularp FF| 26,000
50 1.8.2025 Casual - !'[| ¥ 24,500
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Regular 24,000 v
e regular employees partici ate in recogni ' [
Mkl p Ognized provident fund whil

pute the deduction, if any, availab|

gains derived from manufacture of Computers t
¥ 10.16 crores.

e the casual employees
026-27, if the profits and
s and his total turnover IS

etoMr. Afor AY. 2
hat year is ¥ 75 lakh

What would be Your answer if Mr. A ha '
: S
W s A commenced the business of manufa?éun;‘eqo]f .
Question 14 [Sec 80QQB] [
ﬁr. Ata:kash received royalty of 7 2 83 000 from a forei -
Im, bej '

if he has exercised the §
fault tax regime provided u/s T15BAC(1A). [SM Q]
Answer 14

The net royalty of ¥ 2,48,000 (ie

-, Toyalty of ¥ 2,88
Income) is includib

;000 less ¥ 40,000, being expenditure to earn such -’;
le in gross total income.

e

= ':-.Li‘;ﬁ-.i‘u“ﬂ".‘.‘.l
Royal 2,88,00
Restricted to

Amount brought into India in convertible foreign exchange within
the prescribed time

2,30,000| &
Less: Expenses already allowed as deduction while computing
royalty income 40.000
Deduction u/s 80QQB 1.90.000

Question 15 [Sec 80C & 80TTB] §
Mr. A, a resident individual aged 61 years, has earned business income (computed) of ¥
1,35,000, lottery income of ¥ 1,20,000 (gross) during the P.Y. 2025

on Fixed Deposit of ¥ 30,000 with banks. He invested an amoun
Provident Fund account. What is the total income of N_ir. A for .th
exercised the option of shifting out of the default tax regime provid

t of ¥ 1,50,000 in Public §
e AY. 2026-27, if he has [
ed u/s 115BAC(1A). &

[SM Q]
Answer 15

Computation of total income of Mr. A for A.Y.2026-27

9 7
SR

e
1,35,000

B7ATLE Rit XY

Profits and gains of business or profession

Income from other sources
it wi 30,000
- Interest on Fixed Deposit with banks

1,20,000
- income

lottery in s
Gross Total Income

.+ “CA Bhanwar Borana

e in the gross total income of Mr. Aakash [
which he will be eligi

-26. He also has interest



DT ORacticulars S0 TR
Less: Deductions under Chapter VIA [See Note below]
U/s 80C
- Deposit in Public Provident Fund 1,50,000
U/s 80TTB
- Interest on fixed deposits with banks 30,000
1,80,000
Restricted to : ,2(5) ,23([:
Total Income 2V,

. ‘-t‘
Note: In case of resident individuals of the age of 60 years or more, interest on bank fixed deposits
qualifies for deduction upto ¥ 50,000 u/s 80TTB.

Though the aggregate of deductions under Chapter VI-A is 2 1,80,000, however, the Q’a;‘”:“.”:;
permissible deduction cannot exceed the gross total income exclusive of long term capital gair

taxable ws 112 and section 112A, short-term capital gains covered u/s 111A and winnings from
lotteries of the assessee.

Therefore, the maximum permissible deduction under Chapter VI-A =¥ 2,85,000 — ¥ 1,20,000 =
1,65,000.

Question 16 [Various deductions]

Mr. Gurnam, aged 42 years, has salary income (computed) of ¥ 5,50,000 for the previqus

year ended 31.03.2026. He has earned interest of ¥ 14,500 on the saving bank account with

State Bank of India during the year. Compute the total income of Mr. Gurnam for the

assessment year 2026-27 from the following particulars, if he has exercised the option of

shifting out of the default tax regime provided u/s 115BAC(1A).

(i) Life insurance premium paid to Birla Sunlife In
for insurance of life of his dependent parent
15.07.2019 and the sum assured on life of his

(i) Life insurance premium of 2 25,500 paid for th

not dependent on him. The sum assured on
insurance policy was taken on 30.3.2012.
(i) Life insurance premium paid b
insurance policy was taken on 0
(iv) Premium of ¥ 26,000 paid by ch
(v) % 1,500 paid in cash for his he
health check-up for his parents
(Vi) Paid interest of ¥ 6,500 on loan taken from bank for MBA course pursued by his
daughter.

(vii) A sum of % 5,000 donated in cash to an institution approved for purpose of section 80G
for promoting family planning.

[SM Q]
Answer 16

surance in cash amounting to ¥ 25 000
s. The insurance policy was taken on
dependent parents is ¥ 2,00,000.

e insurance of life of his major son who is
life of his son is ¥ 3,50,000 and the life

y cheque of ¥ 22500 for insurance of his life. The
8.09.2018 and the sum assured is T 2,00,000.
eque for health insurance of self and his wife.

alth check-up and 2 4,500

paid in cheque for preventive
. Who are senior citizens.

Income from salary

5,50,000
14,500

Interest on saving bank deposit
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Gross Total Income

Less: Deduction under Chapter VIA

U/s 80C (See Note 1)

Life insurance premium paid for life insurance of:
- major son

- self ¥ 22,500 restricted to 10% of ¥ 2,00,000
U/s 80D (See Note 2)

Premium paid for 2 26,000
cheque, restricted to

Payment made for health check-up for parents
U/s 80E

For payment of interest on loan taken from bank for MBA 6,500
course of his daughter ,

U/s 80TTA (See Note 4)

Interest on savings bank account ¥ 14,500 restricted to 10,000
| Total Income

e

25,500
20,000 45,500

health insurance of self and wife by| 25,000

4,500| 29,500

91,500
4,73,000

Notes:

1)

2)

3

/i CA Bhanwar Borana

As per section 80C, no deduction is allowed in respect of premium paid for life insurance of :
parents, whether they are dependent or not. Therefore, no deduction is allowable in respect of
25,000 paid as premium for life insurance of dependent parents of Mr. Gurnam.

In respect of insurance policy issued on or after 01.04.2012, deduction shall be allowed for life [
insurance premium paid only to the extent of 10% of sum assured. In case the insurance policy is FEEE

issued before 01.04.2012, deduction of premium paid on life insurance policy shall be allowed ' f
up to 20% of sum assured. S E e

Therefore, in the present case, deduction of ¥ 25,500 is allowable in full in respect of life §
insurance of Mr. Gurnam’s son since the insurance policy was issued before 01.04.2012 and the
premium amount is less than 20% of  3,50,000. However, in respect of premium paid for life g
insurance policy of Mr. Gurnam himself, deduction is allowable only up to 10% of T 2,00,000 §
since, the policy was issued on or after 01.04.2012 and the premium amount exceeds 10% of E
sum assured. !
As per section 80D, in case the premium is paid in respect of health of a person specified therein §&
and for health check-up of such person, deduction shalll be allowed up to ¥ 25,000. Further, §
deduction up to ¥ 5,000 in aggregate shall be allowed in respect of health check-up of self,
spouse, children and parents. In order to claim deduction u/s 80D, the payment fqr health-
checkup can be made in any mode including cash. However, the payment for health insurance
premium has to be paid in any mode other than cash. -

of premium of ¥ 26,000 paid for health insurance of self
d to T 25.000. Since the limit of ¥ 25,000 hashbelelr:
- hausted against medical insurance premium, no deduction is allowable fc_)r preventive healt
:;EESIL(]? [32 }E?l:;f and wife. However, deduction of T 4,500 is allowable in respect of health

check-up of his parents, since it falls within the limit of ¥ 5,000.

i ion i de in cash of a sum exceeding
i 1l be allowed u/s 80G in case the donation is ma :
i dedue;lt?n:tl':)are deduction u/s 80G is not allowable in respect of cas!l donatm:?l of ]? S,iOnOO
: 2;100[& an iixrqtimti,on approved for the purpose of section 80G for promotion of family planning.
made to s

Therefore, in the present case, n respf:cl
and wife, deduction would be restricte

R Rt |




(4) As per section 80TTA, deduction shall be allowed from the gross total income _of an mdw;.c}ua] n
or Hindu Undivided Family in respect of income by way of interest on deposit in the saviDES |
account included in the assessee’s gross total income, subject to a maximum of ¥ 10,000.
Therefore, deduction of ¥ 10,000 is allowable from the gross total income of Mr. Gurnam,
though the interest from savings bank account is ¥ 14,500.

M Question 17 [Various deductions]

Examine the following statements with regard to the provisions of the Income-tax Act, 1961:

(i) During the financial year 2025-26, Mr. Amit paid interest on loan availed py h_im fotr t?ajs
son's higher education. His son is already employed in a firm. Mr. Amit will get the
deduction u/s 80E.

(if) Subscription to notified bonds of NABARD would qualify for deduction u/s 80C.

i ‘ (ii) In order to be eligible to claim deduction u/s 80C, investment /coqtribution/ subscription
2 : etc. in eligible or approved modes, should be made from out of income chargeable to
3 tax.

(iv) Where an individual repays a sum of ¥ 30,000 towards principal :and < 14,‘000 as
interest in respect of loan taken from a bank for pursuing eligible higher studies, the
deduction allowable u/s 80E is ¥ 44,000.

(v) Mrs. Sheela, widow of Mr. Satish (who was an employee of M/s. XYZ Ltd.), received X 7
lakhs on 1.5.2025, being amount standing to the credit of Mr. Satish in his NP.S
Account, in respect of which deduction has been allowed u/s 80CCD to Mr. Satish in
the earlier previous years. Such amount received by her as a nominee on closure of the
account is deemed to be her income for A.Y.2026-27.

(vi) Mr. Vishal, a Central Government employee, contributed ¥ 50,000 towards Tier I
account of NPS. The same would be eligible for deduction u/s 80CCD. He has
exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A).

[SM Q.]

T
T s A v,
3

Answer 17

(i) The statement is correct. The deduction u/s 80E available to an individual in respect of interest
on loan taken for his higher education or for the higher education of his relative. For this
purpose, relative means, inter alia, spouse and children of the individual. Therefore, Mr. Amit
will get the deduction u/s 80E in respect of interest on loan availed by him for his son’s higher
education. It is immaterial that his son is already employed in a firm. This would not affect Mr.
Amit’s eligibility for deduction u/s 80E.

(i) The statement is correct. U/s 80C(2) subscription to such bonds issued by NABARD (as the
Central Government may notify in the Official Gazette) would qualify for deduction u/s 80C.

(iii) The statement is not correct. There is no stipulation u/s 80C that the investment, subscription,
etc. should be made from out of income chargeable to tax.

(iv) The statement is not correct. Deduction w/s 80E is in respect of interest paid on education loan.
Hence, the deduction will be limited to ¥14,000.

(v) The statement is not correct. The proviso to section 80CCD(3) provides that the amount
received by the nominee, on closure of NPS account on the death of the assessee, shall not be
deemed to be the income of the nominee. Hence, amount received by Mrs. Sheela would not be
deemed to be her income for A.Y. 2026-27.

(vi) The statement is not correct. Contribution to Tier II account of NPS would

. _ qualify for
deduction u/s 80C and not section 80CCD.

" Question 18 [Sec 80DD]
: Examine the allowability of the following, if he has exercised the option of shifting out of the

CA Bhanwar Borana




~:CA Bhanwar Borana_ ::

default tax regime pro
(i) Rajan, a resident Individual has to pay to a hospital for treatment T 62,000 and spent
nothing for life insurance or for maintenance of dependent disabled.

(i) Raja, a resident Indian, has spent nothing for treatment in the previous year and
deposited T 25,000 with LIC for maintenance of dependent disabled.

(i) Kamal, a resident Individual has incurred ¥ 20,000 for treatment and % 25,000 was
deposited with LIC for maintenance of dependent disabled.

(iv) Payment of ¥ 50,000 by cheque to an electoral trust by an Indian company. [SMQ.]
Answer 18

(1) The deduction of T 75,000 u/s 80DD is allowed, irespective of the amount of expenditure

incurred or paid by the assessee. If the expenditure is incurred in respect of a dependent with
severe disability, the deduction allowable is Z 1,25,000.

(ii) The assessee Rajan has deposited 25,000 for maintenance of dependent disabled. The assessee
i1s, however, eligible to claim ¥ 75,000 since the deduction of T 75,000 is allowed, irrespective of

the amount deposited with LIC. In the case of dependent with severe disability, the deduction
allowable is ¥ 1,25,000.

(iii) Section 80DD allows a deduction of ¥ 75,000 irrespective of the actual amount spent on
maintenance of a dependent disabled and/or actual amount deposited with LIC. Therefore, the
deduction will be T 75,000 even though the total amount incurred/ deposited is only ¥ 45,000. If
the dependent is a person with severe disability the quantum of deduction is ¥ 1,25,000.

(iv) Amount paid by an Indian Company to an electoral trust is eligible for deduction u/s 80GGB
from gross total income, since such payment is made otherwise than by way of cash.

Question 19 [Various deductions]

For the A.Y. 2026-27, the Gross total income of Mr. Chaturvedi, a resident in India, was 2
8,18,240 which includes long-term capital gain of ¥ 2,45,000 taxable u/s 112 and Short-term
capital gain of ¥ 58,000. The Gross total income also includes interest income of ¥ 12,000
from savings bank deposits with banks and ¥ 40,000 interest on fixed deposits with banks.
Mr. Chaturvedi has invested in PPF % 1,20,000 and also paid a medical insurance premium
T 51,000. Mr. Chaturvedi also contributed ¥ 50,000 to Public Charitable Trust eligible for
deduction u/s 80G by way of an account payee cheque. Compute the total income and tax
thereon of Mr. Chaturvedi, who is 70 years old as on 31.3.2026, in a tax efficient manner.

Answer 19

Computation of total income and tax liability of Mr. Chaturvedi for the A.Y. 2026-27 under
default tax regime

Gross total income incl. long term capital gain 8,18.240

Less: Deductions under Chapter VI-A .

No deduction would be available under default tax regime w/s 115SBAC

Total income 8,18,240

Tax on total income

LTCG ¥ 2,45,000 x 12.5% 30,625

Balance total income ¥ 5,73,240 8,662

39,287

| Add: Health-and Education cess @4% K ¢io -i\:ﬁ*? J’ ¢ AR 2662 —1,571]|

Total-taxliability J, ([ ..! A ?;,;A ; )L . fi 0 _;;im;sss. i
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Total tax llabillty (Rounded off)

T

Computahon of total income and tax liability of Mr. Chaturvedi for the A. X

2026-27 under the

optional tax reglme (i.e., the normal prov;smns nf the Act) T
7 TR ) R ‘___—?ﬁ:' ] el
Gross total income incl. long term capital gain 8,18,240
Less: Long term capital gain ____zis_’_oﬂ)_
5,73,240
Less: Deductions under Chapter VI-A
U/s 80C in respect of PPF deposit 1,20,000
U/s 80D (it is assumed that premium of¥ 51,000 is paid by otherwise 50,000
than by cash. The deduction would be restricted to ¥ 50,000, since
Mr. Chaturvedi is a senior citizen)
U/s 80G (See Notes 1 & 2 below) 17,662
U/s 80TTB (See Note 3 below) 50,000 2,37,662
Total income (excluding long term capital gains) 3,35,578
Total income (including long term capital gains) 5,80,578
Total income (rounded off) 5,80,580
Tax on total income (including long-term capital gains of ¥
2,45,000)
LTCG ¥ 2,45,000 x 12.5% 30,625
Balance total income ¥ 3,35,580 (See Note 4 below)
1,779
32,404
Add: Health and Education cess @4% 1,296
Total tax liability 33,700 |

Since the tax liability is lower under the optional tax regime (i.e., normal provisions of the Act) as
compared to the default tax regime, Mr. Chaturvedi should exercise the option of shifting out of the

default tax regime provided u/s 115BAC(1A).
Notes:

1. Computatmn of deductlon u/s 80G:

, | : Parhcu]ars ?|

Gross total income (excluding long term capital gains) 3 7;\340.
Less : Deduction u/s 80C, 80D & 80TTB 2,20,000
3,53,24

10% of the above 35,324
Contribution made 50.000
Lower of the two eligible for deduction w/s 35,324
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Question 20

[ g

s G ‘Chapter 10: Dedlictions from GrossiTotalIREs M
E)eduction u/s 80G — 50% of ¥ 35,324

2. Deduction w/s 80G is allowed only if amount is paid by any mode other than cash, in case of
amount exceeding ¥ 2,000. Therefore, the contribution made to public charitable trust is eligible
for deduction since it is made by way of an account payee cheque.

3. Deduction of upto ¥ 50,000 u/s 80TTB is allowed to a senior citizen if gross total income
includes interest income on bank deposits, both fixed deposits and savings account.

4. Mr. Chaturvedi, being a senior citizen is eligible for a higher basic exemption of ¥ 3,00,000.

[Various deductions]

Mr. Rajmohan whose gross total income was ¥ 6,40,000 for the financial year 2025-26,
furnishes you the following information:

(i) Stamp duty paid on acquisition of residential house (self-occupied) - ¥ 50,000.
(i) Five year post office time deposit -¥ 20,000.

(iii) Donation to a recognized charitable trust ¥ 25,000 which is eligible for deduction u/s
80G at the applicable rate.

(iv) Interest on loan taken for higher education of spouse paid during the year -  10,000.

Compute the total income of Mr. Rajmohan for the AY 2026-27, if he has exercised the S

Answer 20

option of shifting out of the default tax regime provided u/s 115BAC(1A). : [SMQ.]
Computation of total income of Mr. Rajmohan for the A.Y.2026-27
Gross Total Income
Less:  Deduction under Chapter VI-A
U/s 80C
Stamp duty paid on acquisition of residential house 50,000
Five year time deposit with Post Office 20,000
70,000
U/s 80E
Interest on loan taken for higher education of spouse, being a relative. 10,000
U/s 80G (See Note below) i
Donation to recognized charitable trust (50% of ¥ 25,000) 12,500 92,500| & !
Total Income 5,47,500 | EF e

Note: In case of deduction u/s 80G in respect of donation to a charitable trust, the net qualifying j
amount has to be restricted to 10% of adjusted total income, i.e., gross total income less deductions ®

under Chapter VI-A except 80G. The adjusted total income is, therefore, ¥ 5,60,000 (i.c. 6,40,000 — 7 CEEE
80,000), 10% of which is ¥ 56,000, which is higher than the actual donation of ¥ 25,000. Therefore, &%

the deduction u/s 80G would be ¥ 12,500, being 50% of the actual donation of T 25,000.

Question 21 [Various deductions] »

Compute the eligible deduction under Chapter VI-A for the A.Y. 2026-27 of Ms. Roma, &
aged 40 years, who has a GTI of ¥ 15,00,000 for the A.Y. 2026-27 she has exercised the
option of shifting out of the default tax regime provided u/s 115BAC(1A) and provides the

following information about her investments/payments during the P.Y. 2025-26: [SMQ]
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sum assured is T 4,40,000)
2. Public Provident Fund contribution 1,560,000
g Repayment of housing loan to Bhartiya Mahila Bank, Bangalore 20,000
4, Payment to L.I.C. Pension Fund 1,40,000
g Mediclaim Policy taken for self, wife and dependent children,
premium paid by cheque 30,000
6. Medical Insurance premium paid by cheque for parents (Senior 52,000
Citizens)
Answer 21

s fi ﬁ@sgsgﬁ; I Inci

Computatlon of ehg:ble deductlon under Chapter VI A of \/Is Roma for A. Y 2026-27

Deductmn u/s 80C

Life insurance premium paid ¥ 35,000 (allowed in full since the same
is within the limit of 20% of the sum assured, the policy being taken
before 1.4.2012)

Public Provident Fund
Repayment of housing loan to Bhartiya Mahila Bank, Bangalore

Restricted to a maximum of ¥ 1,50,000
Deduction u/s 80CCC for payment

towards LIC pension fund

As per section 80CCE, aggregate deduction under, inter alia, section
80C and 80CCC, is restricted to

Deduction u/s 80D

Payment of medical insurance premium of ¥ 30,000 towards medical
policy taken for self, wife and dependent children restricted to

Medical insurance premium paid ¥ 52,000 for parents, being senior
citizens, restricted to

Eligible deduction under Chapter VI-A

35,000

1,50,000
20,000

2,05,000

1,50,000

1,40,000

2,90,000

25,000

50,000

1,50,000

75,000

2,25,000

Question 22

166

- Deposit of ¥ 1,50,000 in public provident fund

[Various deductions]

Compute the deduction available to Mr. Dhyanchand under Chapter VI-A for A.Y.2026-27.
Mr. Dhyanchand, aged 65 years, is working with ABC Ltd. His income comprises of salary of
7 18,50,000 and interest on fixed deposits of ¥ 75,000. He submits the following particulars
of investments and payments made by him during the previous year 2025-26, assume he
has exercised the option of shifting out of the default tax regime provided u/s 115BAC(1A)

- Payment of life insurance premium of ¥ 62,000 on the policy taken on 01.4.2017 to

insure his life (Sum assured — ¥ 4,00,000).
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Answer 22 [ '8

I Chapta10: Dedietisns
term deposit with bank.

% of his salary (basic sala

benefits) to the NPS of
On was made by ABC Ltd.

ediclaim premium of 1,08,000 an

health, respectivel
46,000 towards medical expenditure

On 1.4.2025 m

his and his wife (aged 58 years)
Incurred 7

dependent
He spent 6,000 for the preventive health

y for four years
of his father, a
-check up of his wife.

He has incurred an éxpenditure of T 90,

 from GF68s Totalinasm |

ry plus dearness allowance,
the Central Government. A §

d ¥ 80,000 paid as lumpsum to insure (&

: : ed 85 years, not
on him. No insurance policy taken for his father. : ’

_ : 000 for the medical treatment of his mother,
being a person with severe disability.

Deduction available to Mr. Dhyanchand under Chapter VI-A for A.Y.2026-27

80C

.»,mq‘w;:(_‘.n. ﬂv‘_iﬁ;} ey

=
B~

{ ¥
5,

£

80CCD(1)

80CCE
80CCD(1B)
80CCD(2)

80D

Deposit in public provident fund

Life insurance premium paid ¥ 62,000 (deduction
restricted to T 40,000, being 10% of T 4,00,000, which is

the sum assured, since the policy was taken on or after
01.04.2012)

Five year term deposit with bank

Restricted to

Contribution to NPS of the Central Government, %
1,60,000 [ 2,10,000 — T 50,000, being deduction ws

80CCD(1B)], restricted to 10% of salary [T 2,10,000 x
10/15] [See Note 1]

Aggregate deduction under section 80Cand
80CCD(1), T 2,90,000, but restricted to

T 50,000 would be eligible for deduction in respect of
contribution to NPS of the Central Government

Employer contribution to NPS, restricted to 10% of salary
[See Note 2]

(i) (a) Medical insurance premium for self and his w:fe?,
deduction would be equal to 47,090 ® .27,0001_ _
20,000), being 1/4th of lumpsgm premium, since policies
would be in force for four previous years.

ife restricted
tive health check upZ 6,000 forj wi
(b)?l;r?);%n(l?vgo.ooo - ¥ 47,000, since maximum allowable
:iocduc’tion is < 50,000 in case assessee or one of the family
member is senior citizen)

.y Medical Expenditure for his father wou_ld l?c tﬁll(lg
(llll)owcd as deduction, since no insurance policy is ta
a g
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1,50,000
40,000

45,000

2,35,000

47,000

1,50,000

1,40,000

2,90,000
1,50,000

50,000

1,40,000
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on his name

Total of (i) and (ii) 96,000
80DD Dedl_.lction of ¥ 1,25,000 in respect of expenditure on 1,25,000

medical treatment of his mother, being a person with

severe disability would be allowed irrespective of the fact

that amount of expenditure incurred is ¥ 90,000
80TTB Interest on fixed deposits with bank of ¥ 75,000, deduction 50,000

restricted to
Deduction under Chapter VI-A 6,11,000

Notes:

(1) The deduction ws 80CCD(1B) would not be subject to ov
Therefore, it is more beneficial for Mr. Dhyanchand to clai
respect of contribution to NPS. Thereafter, the remaining amount of ¥ 1,60,000 can
deduction ws 80CCD(1), subject to a maximum limit of 10% of salary i.e. ¥ 1,40,000.

(2) The entire employer’s contribution to notified pension scheme has to be first included under the
head “Salaries” while computing gross total income and thereafter, deduction u/s 80CCD(2)
would be allowed, subject to a maximum of 10% of salary. Deduction u/s 80CCD(2) is also not

subject to the overall limit of ¥ 1,50,000 w's 80CCE.

erall limit of T 1.50 lakh u/s 80CCE.

m deduction w/s 80CCD(1B) first in
be claimed as

[Various deductions]

Question 23
d 65 years, resides in Hyderabad, derived

Deepak is retired Government Officer, age

following income:

e Dl *;'3%“: ‘:':':l ;‘,\.‘.‘:-:‘J‘;.'(‘" 7

Pension 6,60,000
Interest from bank on fixed deposits (Gross) 55,000

Deepak for the assessment year 2026-27 from the

Compute the total income of Mr.
ercised the option of shifting out of the default tax

following particulars assume he has ex
regime provided u/s 115BAC(1A).
(i) Life insurance premium paid by cheque Z 22,500 for insurance of his life. The insurance

policy was taken on 08-09-2016 and the sum assured is X 2,00,000.
(i) Premium of % 26,000 paid by cheque for health insurance of self and his wife.
(iii) Paid interest of ¥ 6,500 on loan taken from bank for MBA course pursued by his

daughter.
(iv) A sum of 7 15,000 donated in cash to an institution approved for the purpose of section
[MTP Q.]

80G for promoting family planning.

Answer 23
Computation of total income of Mr. Deepak for A.Y.2026-27
ERETTE AR BT T : T
Hepln Tl
Income un
Pension 6,60,000
Less: Standard deduction u/s 16(ia)
Lower of T 50,000 or actual salary/pension 50,000 6.10,000
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Income from Other Sources

Interest from bank on fixed deposit (Gross) 55,000

Gross Total Income

6,65,000| &
\ § Less: Deduction under Chapter VI-A

Deduction u/s 80C

LIC premium of ¥ 22,500 (restricted to 10% of % 2,00,000, being the sum
assured, as the policy is taken after 31 3.2012) 20,000

Deduction u/s 80D 26,000

Premium for health insurance for self and his wife paid by cheque,
allowed upto ¥ 50,000 since Mr. Deepak is a senior citizen

Deduction u/s 80E

Interest on loan taken from bank for MBA course pursued by his 6,500
Daughter

Deduction u/s 80G

Donation to an approved institution for promoting family planning not
allowed since the amount exceeding ¥ 2,000 is paid in cash

Nil
Deduction u/s 80TTB

Interest on fixed deposit with bank allowable as deduction upto%50,000, 50,000
since Mr. Deepak is a senior citizen

1,02,500
Total Income 5,62,500

Question 24 [Sec 80DD]

Mr. X is a resident individual. He deposits a sum of ¥ 50,000 with Life Insurance Corporation
every year for the maintenance of his disabled grandfather who is vyholly.dege.r)dent upon
him. The disability is one which comes under the Persons with Disabilities (.Equal
Opportunities, Protection of Rights and Full Participation) Act, 1995. A copy of the genlﬁcate Ris:
from the medical authority is submitted. Compqte the amo'unt of dgc.iuctmn available u/s
80DD for the A.Y. 2026-27 assume he has exercised the option of shifting out of the default |
tax regime provided u/s 115BAC(1A).

What will be the deduction if Mr. X had made this deposit for his dependant father? [SM Q.]

{ Answer 24 . o
Since the amount deposited by Mr. X was for his grandfather, he will not be allowed any deductlog I3
ws 80DD. The deduction is available if the individual assessee incurs any expense for a “dependant™ g
disabled person. Grandfather does not come within the meaning of “dependant” as defined u/s 80DD.

2 i i ill be entitled to claim a
i e was incurred for a dependant disabled person, M_r. X wi ‘
L (Ii{:(;zztif)zpzrfl‘s? 75.000 /s 80DD, irrespective of the amount deposited. In case his father has severe

disability, the deduction would be T 1,25.000.
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Chapter10;:Deductions/from Gross Total Incomei. . .~ =

Question 25 [Sec 10AA SEZ]

Y Ltd. furnishes you the following information for the year ended 31 .3.2026:

2 e Particulars RN ARES in‘acs)
Total turnover of Unit A located in Special Economic Zone 100
Profit of the business of Unit A 30
Export turnover of Unit A received in India in convertible foreign exchange 50
on or before 30.9.2026
Total turnover of Unit B located in Domestic Tariff Area (DTA) X 200
Profit of the business of Unit B A 20|
Compute deduction u/s 10AA for the A.Y. 2026-27, assuming that Y Ltd. commenced
operations in SEZ and DTA in the year 2020-21. 25 -2 o [sMQ]
—+ 437 toat T el
Question 26 I3 oA [Sec 10AA SEZ]

Rudra Ltd. has one unit at Special Economic Zone (SEZ) and other unit at Domestic Tariff
Area (DTA). The company provides the following details for the previous year 2025-26./5 -/6 = (0

" Patticulars  SE)  Rudraltd® | UnitinDTAR) | 7° g
Total Sales 400 60d 000 6,00,00,000 2,00,00,000
Export Sales 30000 000 4,60,00,000 1,60,00,000
Net Profit 000 boOC 80,00,000 20,00,000

Calculate the eligible deduction u/s 10AA of the Income-tax Act, 1961, for the Assessment
Year 2026-27, If both the units were set up and start manufacturing from 22-05-2016.~, 1™ /@i
[SM Q.]

Question 27 [Sec 10AA SEZ]

Mr. Ramesh furnishes the following particulars for the previous year 2025-26 in respect of
an industrial undertaking established in "Special Economic Zone" in March 2019. It began

manufacturing in April 2019.

Particulars '- SR
Total sales 85,00,000
Export sales [proceeds received in India till 30" September, 2025] 45,00,000
Domestic sales 40,00,000
Profit from the above undertaking 20,00,000

Export Sales of F.Y. of 2025-26 include freight and insurance of ¥ 5 lacs for delivery of
goods outside India. Compute the amount of deduction available to Mr. Ramesh u/s 10AA

for A.Y. 2026-27. [MTP Q.]

Answer 27
Computation of deduction u/s 10AA for A.Y. 2026-27

Since A.Y. 2026-27 is the 7th assessment year from A.Y. 2020-21, relevant to the previous year
2019-20, in which the SEZ unit began manufacturing of articles or things, it shall be eligible for
deduction of 50% of the profits derived from export of such articles or things, assuming all the
conditions specified in section 10AA are fulfilled.
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i Chapter10:/Deductions from Gross Total Iicome
Export turnover of Unitin SEZ x 50%
Total Turnover of Unitin SEZ

=20,00,000 x—:g'—()&gg x50% =5,00,000

= Profit of Unitin SEZ x

Waorking Note:
Export Turnover
Sale proceeds received in India 45,00,000
Less: Freight and insurance for delivery of goods outside India to be excluded from
export turnover 5,00,000
40,00,000
Total turnover 85,00,000
Less: Freight and insurance not includible [Since freight and insurance has been 5,00,000
excluded from export turnover, the same has to be excluded from total turnover
also].
80,00,000
Qluestion 28 [Sec 10AA SEZ]

M/s Rajveer, a proprietorship has two units namely, Unit X and Unit Y. Unit X located in
Special Economic Zone and Unit Y in Domestic Tariff Area (DTA). The following are the
details for the financial year 2025-26:

Total sales 50,00,000 85,00,000
Export sales 28,00,000 55,00,000
Domestic sales 22,00,000 30,00,000
Net Profit 4,00,000 10,00,000

Total Sales of F.Y. 2025-26 include freight of ¥ 5 lacs for delivery of goods outside India with
respect to Unit X.

Both the units were set up and started manufacturing from 20.6.2020. Compute the amount
of deduction available to M/s Rajveer u/s 10AA for the A.Y. 2026-27.

[RTP Nov-21 Q]

Answer 28
Computation of deduction u/s 10AA for A.Y. 2026-27

Since A.Y. 2026-27 1s the 6th assessment year from A.Y. 2021-22, relevant to the previous year
2021-22, in which the SEZ unit began manufacturing of articles or things or provide any services, it
shall be eligible for deduction of 50% of the profits derived from export of such articles or things or
from services, assuming all the other conditions specified in section 10AA are fulfilled.

=Profit of Unit in SEZ x Export Turnover of Unit in SEZ x 50%

Total Turmover of Unit in SEZ




Chapteri10: Dediictions from!Gross
= 6,00,000 x 22,00,000 x 50% = 2,20,000
30,00,000
Working Note:

Total sales | 85,00,000 50,00,000 35,00,000
Export sales 55,00,000 28,00,000 27,00,000
5 Domestic sales 30,00,000 22,00,000 8,00,000
: Net Profit 10,00,000 4,00,000 6,00,000
; Export Turnover
Sale proceeds 27,00,000
Less: Freight not includible in export turnover 5,00,000
22,00,000
Total turnover 35,00,000
Less: Freight not includible [Since freight has been excluded from export turnover, 5,00,000
the same has to be excluded from total turnover also].
| ; 30,00,000
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Qluestion 1 [TDS u/s 192] i

Mr. A, the employer, pays gross salary including allowances and monetary perquisites ¢
amounting to ¥ 7,30,000 to his General Manager. Besides, the employer provides non- &
monetary perquisites to him whose value is estimated at ¥ 1,20,000. The General Manager §
is exercising the option to shift out of the default tax regime and pay tax under the optional
tax regime as per the normal provisions of the Act. What is the tax implication in the hands
of Mr. A, the employer and General Manager, the employee?

Answer 1 &
T E

Gross salary, allowances and monetary perquisites 7,30,000 L_‘
Non-Monetary perquisites 1.20.000
8,50,000

Less: Standard deduction /s 16(ia) 50,000 &
8.00,000

Tax Liability 75,400 &
Average rate of tax (T 75,400 / ¥ 8,00,000 x 100) 9.425% & T

Mr. A can deduct ¥ 75,400 at source from the salary of the General Manager at the time of payment.

Alternatively, Mr. A can pay tax on non-monetary perquisites as under — Tax on non-monetary
perquisites = 9.425% of ¥ 1,20,000 =% 11,310

Balance to be deducted from salary = ¥ 64,090

If Mr. A pays tax of ¥ 11,310 on non-monetary perquisites, the same is not a deductible expenditure ;T"‘
as per section 40(a). The amount of tax paid towards non-monetary perquisite by the employer, =
however, is not chargeable to tax in the hands of the employee as per section 10(10CC).

Question 2 [TDS u/s 194A]
Examine the TDS implications u/s 194A in the cases mentioned hereunder—

(i) On 1.10.2025, Mr. Harish made a six-month fixed deposit of ¥ 12 lakh@9% p.a. with (&
ABC Co-operative Bank. The fixed deposit matures on 31.3.2025. =

(i) On 1.6.2025, Mr. Ganesh made three nine months fixed deposits of ¥ 3 lakh each,
carrying interest@9% p.a. with Dwarka Branch, Janakpuri Branch and Rohini Branch of
XYZ Bank, a bank which has adopted CBS. The fixed deposits mature on 28.2.2026.

(iif) On 1.10.2025, Mr. Rajesh started a six months recurring deposit of ¥ 2,00,000 per
month@8% p.a. with PQR Bank. The recurring deposit matures on 31.3.2026. [SM-Q]
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(i) f\BC C?-operative Bank has to deduct tax at source@10% on the interest of ¥ 54,000 (9% x ¥ 12
5a53 Ox 72) Ws 194A. The tax deductible at source u/s 194A from such interest is, therefore, 7

Ws 194A, since the aggregate interest on fixed

¥ 60,750 [3,00,000 x 3 x 9% x 9/12], which

YZ Bank has adopted CBS, the aggregate interest

dered. Since the aggregate interest of % 60,750
, to be deducted@10% u/s 194A.

(iif)No tax has to be deducted u/s 194A

; : by PQR Bank on the interest of % 28,000 falling due on
recurring deposit on 31.3.2025 to Mr. Rajesh, since such interest does not exceed the threshold
limit of T 50,000

[TDS u/s 194C]
ABC Ltd. makes the following payments to Mr. X, a contractor, for contract work during the
P.Y.2025-26-
320,000 on 1.5,2025
325,000 on 1.8.2025

¥ 28,000 on 1.12.2025

On 1.3.2026, a payment of ¥ 30,000 is due to Mr. X on account of a contract work.

R)’Iiscuss whether ABC Ltd. is liable to deduct tax at source u/s 194C from payments made to
r. X.

[SM Q.]
Answer 3

N ,00,000 (on account of
the last payment of 7 30,000, due on 1.3.2026, taking the total from % 73,000 to ¥ 1,03,000), the TDS
provisions ws 194C would get at

tracted. Tax has to be deducted@1% on the entire amount of %
1,03,000 from the last payment of ¥ 30,000 and the balance of 28,970 (i.e., T 30,000 - 1,030) has
to be paid to Mr. X,

E . Question 4

[TDS u/s 194C]
Moon TV, a television channel, made payment of Z 50 lakhs to a production house for
production of programme for telecasting as per the specifications given by the channel. The
copyright of the programme is also transferred to Moon TV. Would such payment be liable
for tax deduction at source u/s 194C? Discuss.

Also, examine whether the provisions of tax

deduction at source u/s 194C would be
attracted if the payment was made by Moon

TV for acquisition of telecasting rights of the
content already produced by the production house. [SM Q.]

In this case, since the programme is produced by the production house as per the specifications given
by Moon TV, a television channel, and the copyright is also transferred to the television channel, the
same falls within the scope of definition of the term ‘work’ u/s 194C. Therefore, the payment of 7 50

lakhs made by Moon TV to the production house would be subject to tax deduction at source /s
194C.

If, however, the payment was made by Moon TV for acquisition of telecasting rights of the content
already produced by the production house, there is no contract for “'carrying out any work”, as

le for tax deduction at source

required in section 194C(1). Therefore, such payment would not be liab
u/s 194C.
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Question 5 [TDS u/s 194C]
Certain concessions are granted to transport operators in the context of cash payments u/s
40A(3) and deduction of tax at source u/s 194-C. Elucidate. [SMQ.]

Answer 5

Section 40A(3) provides for disallowance of expenditure incurred in respect of which payment or
aggregate of payments made to a person in a day exceeds ¥ 10,000, and such payment or paymen.ts
are made otherwise than by account payee cheque or account payee bank draft or use of electronic
clearing system through bank account or through other prescribed electronic modes.

However, in case of payment made to transport operators for plying, hiring or leasing goods
carriages, the disallowance will be attracted only if the payment made to a person in a day exceeds 3
35,000. Therefore, payment or aggregate of payments up to ¥ 35,000 in a day can be made to a
transport operator otherwise than by way of account payee cheque or account payee bank draft or use
of electronic system through bank account or through other prescribed electronic modes, without
attracting disallowance u/s 40A(3).

U/s 194C, tax had to be deducted in respect of payments made to contractors at the rate of 1%, in case
the payment is made to individual or Hindu Undivided Family or at the rate of 2%, in any other case.

However, no deduction is required to be made from any sum credited or paid or likely to be credited
or paid during the previous year to the account of a contractor, during the course of the business of
plying, hiring or leasing goods carriages, if the following conditions are fulfilled:-

(1) He owns ten or less goods carriages at any time during the previous year.
(2) He is engaged in the business of plying, hiring or leasing goods carriages;
(3) He has furnished a declaration to this effect along with his PAN.

Question 6 CPg 241)(1) [TDS u/s 194DA]

Examine the applicability of the provisions for tax deduction at source u/s 194DA in the
following cases -

0 (i) Mr. X, a resident, is due to receive ¥ 4.50 lakhs on 30.06.2025, towards maturity
D OUL proceeds of LIC policy taken on 1.7. 2022, TOI‘ WhICh the sum assured is T 4 lakhs and
3500 the annual premium is T 1,25,000. D09 335000

(n) Mr. Y, a resident, is due to receive T 3.95 lakhs on 31.3.2026 on LIC policy taken on
31.3.2012, for WhICh the sum assured is ¥ 3.50 lakhs and the annual premium is ¥
°26,100. HOLC og'/, = A0V 7 1L100 = -'/‘z:‘f,a

(m) Mr. Z, a reS|dent is due to receive ¥ 95,000 on 1.8. 2025 towards maturity proceeds of
LIC policy taken on 1.8.2018 for which the sum assured is ¥ 90,000 and the annual

premium was ¥ 10,000. 35000 <« 1000900 — &% p! [SM Q]

Question 7 [Sec 194-1]

XYZ Ltd. pays % 50,000 per month as rent to the Mr. Kishore for a building in which one of
its branches is situated. Discuss whether TDS provisions u/s 194-| are attracted.

Answer 7

Section 194-I, which governs the deduction of tax at source on payment of rent, exceeding ¥ 50,000
p.m., is applicable to all taxable entities except individuals and HUFs, whose total sales, gross
receipts or turnover from the business or profession carried on by him does not exceed ¥ 1 crore in
case of business and T 50 lakhs in case of profession during the financial year immediately preceding
financial year in which such rent was credited or paid, is liable to deduct tax at source.

Since the rent paid by XYZ Ltd. to Mr. Kishore does not exceeds ¥ 50,000 per month, the provisions
of section 194-1 for deduction of tax at source are not attracted.
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\~.,-L’DO [Sec 194-1B]
to Mr. Y from June, 2025 for
e required to

Question 8 ¥g 252(2)
Mr. X, a salaried individual, pays

immovable property. Is he require
deduct tax? Also, compute the amou

rent of T 55,000 per month L
d to deduct tax at source? If soO, when IS

nt of tax to be deducted at source. 4 Co

0
s on 31st December, 20257 Also,

Would your answer change if Mr. X vacated the .prerr!ise <M Q.
what would be your answer if Mr. Y does not provide his PAN to Mr. X? [ ]
Question 9 [Sec 194J]

to Mr. Ganesh on 2.8.2025 towards fees for

XYZ Ltd. makes a payment of 2 28,000 ‘
professional services and another payment of ¥ 25,QOQ to him
fees for technical services. Discuss whether TDS provisions u/s 1

on the same date towards
94 are attracted. [SM Q.]

Answer 9 |
TDS provisions w/s 194] would not get attracted, since the limit of T 50,000 is applicable for fees for
It is assumed that there is no other

professional services and fees for technical services, separately. gt
. - =% 1 o
payment to Mr. Ganesh towards fees for professmnal services and fees for technical services during

the P.Y.2025-26.

| Question 10 Pg 256 (2)

g U Examine whether TDS provisions would be attracted in the following cases, and if so, under
i which section. Also specify the rate of TDS applicable in each case. Assume gl:nt Q&ll}l
. [ '

payments are made to residents.
: Pafticulars of the payer

[Sec 194C, 194M, 194H]

Nature of payment _Aggregate of
: payments made in

TE A A o e e

.| ithe F.Y.2025-26

i 0 1 |Mr. Ganesh, an individual|Contract Payment for repair < .% 5 lakhs

%’ carrying on retail business of residential house Iy (5<50 L

| Y‘”t"r‘] turrl?ver of ¥ 2.5 crores[payment of commission to|Z 80,000 in November,

o in the P.Y.2024-25 Mr. Vallish for business| /=" < 2025

purposes \ 00 6D

; 2. |Mr. Rajesh, a wholesale|Contract Payment for [T 20 lakhs in January, :

§ L trader whose turnover was reconstruction of residential|2026, ¥ 15 lakhs in SSbi

| 7 95 lakhs in P.Y. 2024-25.  |house (made during the|Feb 2026 and ¥ 20

g ) ) period January- March, 2026) |lakhs in March 2026.1% 0/ |

.0 | 3 |Mr. Satish, a salaried|Payment of brokerage for|“”# ¥ %51 lakhs '
individual buying a residential house in| 2" " ;

March, 2026 | »So L & 500

v 4. |Mr. Dheeraj, a pensioner Contract payment made| '?" * < 48 lakhs
& during October-November | =« v v | 3
= S :

2025 for reconstruction of < -
residential house

Question 11 Pg 2ug (1) [Capital Gain & IFOS]

Mr. X sold his house property in Bangalore as well as his rural agricultural land for a
consideration of ¥ 60 lakh and ¥ 15 lakh, respectively, to Mr. Y on 1.8.2025. He has
purchased the house property and the land in the year 2024 for ¥ 40 lakh and ? 10 lakh
respectively. The stamp duty value on the date of transfer, i.e., 1.8.2025, is X 85 lakh and ?
20 lakh for the house property and rural agricultural land, respectively. Examine the t

implications in the hands of Mr. X and Mr. Y and the TDS implications, if any, in the hand pe
Mr. Y, assuming that both Mr. X and Mr. Y are resident Indians. ‘ ' ands of

R T W S,

T S S A A S R R R N B T N T M
%
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Question 12 [Sec 194P]

Mr. Sharma, a resident Indian aged 77 years, gets pension of ¥ 52,000 per month from the
UP State Government. The same is credited to his savings account in SBI, Lucknow
Branch. In addition, he gets interest@8% on fixed deposit of ¥ 20 lakh with the said bank.
Out of the deposit of ¥ 20 lakh, T 2 lakh represents five year term deposit made by him on
1.4.2025. Interest on savings bank credited to his SBI savings account for the P.Y.2025-26

is ¥ 9,500.

(1) From the above facts, compute the total income a
A.Y. 2026-27, assuming that he has exercised the option of shifting ou

nd tax liability of Mr. Sharma for the
t of the default tax

regime provided u/s 115BAC(1A).
3 (1) What would be the amount of tax deductible at source by SBI, assuming that the same
: is a specified bank? Is Mr. Sharma required to file his return of income for A.Y.2026-27,
if tax deductible at source has been fully deducted? Examine.
: (2) Would your answer to Q.2 be different if the fixed deposit of 20 lakh was with Canara
Bank instead of SBI, other facts remaining the same? [SM Q]
h Answer 12
i (1) Computation of total income of Mr. Sharma for A.Y.2026-27
] I Salaries
Pension ( 52,000 x 12) 6,24,000
3 Less: Standard deduction u/s 16(ia) 50,000
;| 5,74,000
1 II Income from Other Sources
Interest on fixed deposit (% 20 lakh x 8%) 1,60,000
Interest on savings account 9,500 1,69,500
Gross total income 7,43,500
Less: Deductions under Chapter VI-A
U/s 80C
Five year term deposit (¥ 2 Jakh, restricted to T 1.5 lakh) 1,50,000
U/s 80TTB
Interest on fixed deposit and savings account, restricted to
50,000, since Mr. Sharma 1s a resident Indian of the age of 77 50,000 200,000
years.
: Total Income 5,43,500
? Computation of tax liability for A.Y.2026-27
Tax payable [T 43,500 x 20% + ¥ 10,000] 18,700
Add: Health and Education Cess@4% 748
Tax liability 19,448
Tax liability (rounded off) 19,450

fied bank, is required to deduct tax at source u/s 194P (after considering the
d on pension w/s 192) and remit the same to the Central Government. In such a
1d not be required to file his return of income u/s 139. .

is with a bank other than SBI, which is the bank where his
Sharma would not qualify as a “specified senior citizen”,

(2) SBI, being a speci
tax, if any, deducte
case, Mr. Sharma wou

(3) If the fixed deposit of T 20 lakh
dited, then, M.

pension 1s cCre
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w's 194P. In this case, Mr. Sharma

would have to file his return of income u/s 139, since his total income (without giving effect to

deduction under Chapter VI-A) exceeds the basic exemption limit. ‘
It may be noted that in this case, TDS provisions u/s 192 would, in any case, be attracted mArespectt of
pension income. Further, Canara Bank would, be liable to deduct tax@10% w/s 194-A on interest on
fixed deposit, since the same exceeds ¥56:880. </ 0000 9

Question 13 Pq 160(Y [Sec 194Q &=206€(iH)]

Mr. Gupta, a resident Indian, is in retail business and his turnover for F.Y.2024-25 was T 12
crores. He regularly purchases goods from another resident, Mr. Agarwal, a wholesaler, and
the aggregate payments during the F.Y.2025-26 was ¥ 95 lakh (T 20 lakh on 1.6.2025, ¥ 25
lakh on 12.8.2025, ¥ 22 lakh on 23.11.2025 and ¥ 28 lakh on 25.3.2026). Assume that the
said amounts were credited to Mr. Agarwal’s account in the books of Mr. Gupta on the same
date. Mr. Agarwal’s turnover for F.Y.2024-25 was % 15 crores.

(1) Based on the above facts, examine the TDS/TCS implications, if any, under the Income-
tax Act, 1961.

(2) Would your answer be different if Mr. Gupta’s turnover for F.Y.2024-25 was ? 8 crores,
all other facts remaining the same?

(3) Would your answer to (1) and (2) change, if PAN has not been furnished by the buyer or
seller, as required? [SMQ.]

Question 14 [Interest on TDS late deduction and Payment]

An amount of ¥ 40,000 was paid to Mr. X on 1.7.2025 towards fees for professional services
without deduction of tax at source. Subsequently, another payment of ¥ 50,000 was due to
Mr. X on 28.2.2026, from which tax@10% (amounting toZ 9,000) on the entire amount of <
90,000 was deducted. However, this tax of ¥ 9,000 was deposited only on 22.6.2026.

Compute the interest chargeable u/s 201(1A). [SMQ.]
Answer 14
Interest u/s 201(1A) would be computed as follows —
1% on tax deductible but not deducted i.e., 1% on T 4,000 for 8 months 320
1'2% on tax deducted but not deposited i.e. 1/2% on ¥ 9,000 for 4 months 540
860
Question 15 [TDS Various section]

Ashwin doing manufacture and wholesale trade furnishes you the following information:

Total turnover for the financial year [SivtQ.]
2024-25 1,05,00,000
2025-26 95,00,000

Examine whether tax deduction at source provisions are attracted for the below said
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Shop rent paid (one payee) on 21.1.2026 250 000 /0= 10833 2,50,000
194 1 |Commission paid to Balu on 15.3.2026 TDS X 7,000
Answer 15

As the turnover of business carried on by Ashwin for F.Y. 2024-25, has exceeded ¥ 1 crore, he has to
comply with the tax deduction provisions during the financial year 2025-26, subject to, the
exemptions provided for under the relevant sections for applicability of TDS provisions.

Interest paid to UCO Bank

TDS u/s 194A is not attracted in respect of interest paid to a banking company.
Contract payment of ¥ 24,000 to Raj for 2 contracts of T 12,000 each

TDS provisions ws 194C would not be attracted if the amount paid to a contractor does not exceed ¥

30,000 in a single payment or ¥ 1,00,000 in the aggregate during the financial year. Therefore, TDS
provisions u/s 194C are not attracted in this case.

Shop Rent paid to one payee — Tax has to be deducted@10% w/s 194-I if the monthly payment does

. not exceed Rs. 50,000 per month. In the instant case, it is assumed that the monthly rent is less than
‘ Rs. 50k and therefore TDS is not attracted

Commission paid to Balu — No, tax has to be deducted u/s 194H in this case as the commission does
not exceed ¥ 20,000.

Question 16 [TDS Various section]

Compute the amount of tax deduction at source on the following payments made by M/s. S
Ltd. during the financial year 2025-26 as per the provisions of the Income-tax Act, 1961.

[SM Q]

R IR et S Ry T s

(i) 1-10-2025 Payment of ¥ 2,00,000 to Mr. R, a transporter who owns 8 goods
carriages throughout the previous year and furnishes a declaration
to this effect alongwith his PAN.

(i) [1-11-2025 Payment of fee for technical services of ¥ 25,000 and Royalty of ¥
20,000 to Mr. Shyam who is having PAN.

(i) | 30-06-2025 Payment of ¥ 25,000 to M/s X Ltd. for repair of building.

(iv) [01-01-2026 Payment of ¥ 2,00,000 made to Mr. A for purchase of diaries made
according to specifications of M/s S Ltd. However, no material was
supplied for such diaries to Mr. A by M/s S Ltd or its associates.

(v) |01-01-2026 |Payment of ¥ 2,30,000 made to Mr. Bharat for compulsory
Acquisition of his house as per law of the State Government, < <0 [

(vi) |01-02-2026 |Payment of commission of ¥ 14,000 to Mr. Y.

Answer 16

(i) No tax is required to be deducted at source w/s 194C by M/s S Ltd. on payment to transporter Mr.
R, since he satisfies the following conditions:

(1) He owns ten or less goods carriages at any time during the previous year.
(2) He is engaged in the business of plying, hiring or leasing goods carriages;
(3) He has furnished a declaration to this effect along with his PAN.

(i) As per section 194], liability to deduct tax is attracted only in case the payment made as fees for
technical services and royalty, individually, exceeds ¥ 50,000 during the financial year. In the
given case, since, the individual payments for fee of technical services i.e., ¥ 25,000 and royalty ¥
20,000 is less than ¥ 50,000 each, there is no liability to deduct tax at source. It is assumed that
no other payment towards fees for technical services and royalty were made during the year to
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(iii) Provisions of section 194C are not attracted in this case, since the payment for repair of building

on 30.06.2025 to M/s. X Ltd. is less than the threshold limit of ¥ 30,000. .

(iv) According to section 194C, the definition of “work” does npt include the m.anu.factunng ocli"
supply of product according to the specification by customer in case the material is purchase
from a person other than the customer or associate of such customer.

Therefore, there is no liability to deduct tax at source in respect of payment of ¥ 2,00,000 to Mr.
A, since the contract is a contract for ‘sale’. :

(v) As per section 194LA, any person responsible for payment to a resident, any sum in the nature of
compensation or consideration on account of compulsory acquisition under any law, of any
immovable property, is responsible for deduction of tax at source if such payment or the
aggregate amount of such payments to the resident during the financial year exceeds T 5,00,000.
In the given case, no liability to deduct tax at source is attracted as the payment made does not
exceed ¥ 5,00,000.

(vi) As per section 194H, tax is deductible at source if the amount of commission or brokerage or the
aggregate of the amounts of commission or brokerage credited or paid during the financial year
exceeds T 20,000.

Since the commission payment made to Mr. Y does not exceed ¥ 20,000, the provisions of
section 194H are not attracted.

Question 17 [TDS Various section]

Examine the applicability of TDS provisions and TDS amount in the following cases: ) .
(a) Rent paid for hire of machinery by B Ltd. to Mr. Raman ¥ 2,60,000 on 27.9.2025.! j-;',f{' e of
(b) Fee paid on 1.12.2025 to Dr. Srivatsan by Sundar (HUF) ¥ 35,000 for surgery performed N
on a member of the family. fercenal oo o The ¥
(c) ABC and Co. Ltd. paid ¥ 19,000 to one of its Directors as sitting fees on 01-01-2026.
; - [SMQ.]

Answer 17

} (a) Since the rent paid for hire of machinery by B. Ltd. to Mr. Raman exceeds RsZ 50,000 for
‘ September, the provisions of section 194-1 for deduction of tax at source are attracted.

The rate applicable for deduction of tax at source u/s 194-1 on rent paid for hire of plant and
machinery is 2%, assuming that Mr. Raman had furnished his permanent account number to B
Ltd.

Therefore, the amount of tax to be deducted at source: =¥ 2,60,000 x 2% =¥ 5,200. _

Note: In case Mr. Raman does not furnish his permanent account number to B Ltd., tax shall be
deducted @ 20% on % 2,60,000, by virtue of provisions of section 206AA. = ° 0 D

(b) As per the provisions of section 194J, a Hindu Undivided Family is required to deduct tax at
source on fees paid for professional services only if the total sales, gross receipts or turnover form
the business or profession exceed ¥ 1 crore in case of business or ¥ 50 lakhs in case of profession,
as the case may be, in the financial year preceding the current financial year and such payment
made for professional services is not exclusively for the personal purpose of any member of
Hindu Undivided Family.

Section 194M, provides for deduction of tax at source by a HUF (which is not required to deduct
tax at source w's 194J) in respect of fees for professional service if such sum or aggregate of such
sum exceeds T 50 lakhs during the financial year.

In the given case, the fees for professional service to Dr. Srivatsan is paid on 1.12.2025 for a
personal purpose, therefore, section 194] is not attracted. Section 194M would have been
attracted, if the payment or aggregate of payments exceeded ¥ 50 lakhs in the P.Y.2025-26.
However, since the payment does not exceed ¥ 50 lakh in this case, there is no liability to deduct
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tax at source w/s 194M also.

(¢) Section 194] provides for deduction of tax at source @10% from any sum Paid by way qf any

1' remuneration or fees or commission, by whatever name called, to a resident director, which is not
in the nature of salary on which tax is deductible ws 192. The threshold limit of ¥ 50,000 upto

which the provisions of tax deduction at source are not atracted in respect _of every other
payment covered u/s 194] is, however, not applicable in respect of sum paid to a director.
Therefore, tax@10% has to be deducted at source w/'s 1947 in respect of the sum of ¥ 19,000 paid
by ABC Ltd. to its director.

Therefore, the amount of tax to be deducted at source: = 19,000 x 10% =< 1,900

=

| Question 18 [TDS Various section]
i Examine the applicability of tax deduction at source provisions, the rate and amount of tax
deduction in the following cases for the financial year 2025-26:
(1) Payment made by a company to Mr. Ram, sub-contractor, ¥ 3,00,000 with outstanding
balance of % 1,20,000 shown in the books as on 31-03-2026. 4, 0002 [2U L |/ -y
(5200 (2) Winning from horse race % 1,50,000 paid to Mr. Shyam, an Indian resident. 19u&¢, O/,
‘ (3) ¥ 2,00,000 paid to Mr. A, a resident individual, on 22-02-2026 by the State of Uttar
Pradesh on compulsory acquisition of his urban land. <1,  p {SLLthe v [SMQ.]

Answer 18

(1) Provisions of tax deduction at source u/s 194C are attracted in respect of payment by a company
to a sub-contractor. U/s 194C, tax is deductible at the time of credit or payment, whichever is
earlier @ 1% in case the payment is made to an individual.

Since the aggregate amount credited or paid during the year is ¥ 4,20,000, tax is deductible @ 1%
on ¥ 4,20,000.

Tax to be deducted = 4,20,000 x 1% =T 4,200

(2) U/s 194BB, tax is to be deducted at source, if the winnings from horse races exceed ¥ 10,000 per
winning. The rate of deduction of tax at source is 30%.
Hence, tax to be deducted =¥ 1,50,000 x 30% = ¥ 45,000.

(3) As per section 194LA, any person responsible for payment to a resident, any sum in the nature of
compensation or consideration on account of compulsory acquisition under any law, of any

immovable property, is required to deduct tax at source, if such payment or the aggregate amount
of such payments to the resident during the financial year exceeds  5,00,000.

In the given case, there is no liability to deduct tax at source as the payment made to Mr; A does
not exceed T 5,00,000,

Question 19 [Interest on deferment of Advance Tax instalment]
Briefly discuss the provisions relating to payment of advance tax on income arising from
capital gains and casual income. [SM Q.]
Answer 19

The proviso to section 234C contains the provisions for payment of advance tax in case of capital
gains and casual income.

Advance tax is payable by an assessee on his/its total income, which includes capital gains and casual
income like income from lotteries, crossword puzzles, etc.

Since it is not possible for the assessee to estimate his capital gains, or income from lotteries etc.. it
has been provided that if any such income arises after the due date for any instalment, then, the entire
amount of the tax payable (after considering tax deducted at source) on such capital gains or casual
income should be paid in the remaining instalments of advance tax, which are due.

Where no such instalment is due, the entire tax should be paid by 31st March of the relevant financial
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year.

No interest liability on late payment would arise if the entire tax liability is so paid.
Note: In case of casual income the entire tax liability is fully deductible at source
and 194BB. Therefore, advance tax liability would arise only if the surcharge, if any,

education cess@4% in respect thereof, along with tax liability in respect of other income, if any, is %
10,000 or more.
Question 20 Slab [Interest on short payment Advance Tax]

@30% u/s 1948
and health and

Mr. Jay having total income of % 8,70,000, did not pay any advance tax during the previous
year 2025-26. He wishes to pay the whole of the tax, along with interest if any, on filing the
return in the month of July, 2026. What is total tax which Mr. Jay has to deposit as self-
assessment tax along with interest, if he files the return on 29.07.20267 Assume that he opt

out from default regime u/s 115BAC. [Past RTP Q.]
Answer 20

Obligation to pay advance tax arises in every case, where the advance tax payable is ¥ 10,000 or
more. As a consequence of such failure, assessee may be charged with interest u/s 234B and 234C.

In the given case, since Mr. Jay did not deposit any amount of advance tax during the previous year,
he will need to pay the total tax due on his income along with interest for default in payment of
advance tax [u/s 234B] and interest for deferment of advance tax [u/s 234C] before filing of his
return.

Total tax due on returned income of  8,70,000 is T 89,960 [(20% of ¥ 3,70,000 + ¥ 12,500) +
cess@4%]

Interest u/s 234B

Interest ws 234B is attracted - a) When the assessee, who is liable to pay advance tax has failed to
pay such tax; or b) Where the advance tax paid by the assessee is less than 90% of the assessed tax.
Since, Mr. Jay did not pay any amount as advance tax, interest u/s 234B at 1% per month or part of
the month will be levied beginning from 1st April of the following year i.e., 01.04.2026 till the time
he deposits the whole tax under self- assessment. ;
Interest will be levied on tax liability of T 89,900 (rounded off to nearest hundred, ignoring fraction) '
at 1% for four months i.e., from 1st April to 29th July.

The interest w/s 234B amount to ¥ 3,596

Interest u/s 234C

Assessees, other than assessees who declare profits and gains in accordance with provision of section
44AD(1) or section 44ADA(1), are liable to pay advance tax in 4 installments during the previous

year. Section 234C is attracted, if the actual installment paid by the assessee is the less than the l
amount required to be paid by him on such instalments. The interest shall be calculated at 1% per

month or part of the month for short payment or non-payment of each instalment.

In the given scenario, since Mr. Jay, did not deposit any amount as advance tax, the interest u/s 234C

is calculated as under —

: SPeClﬁedO/ 0

e S . estimate

4¢.
r ey v
Ay &

15th June 2025 15%

13,400 3 months 402
15th September 2025 45% 40,400 3 months 1,212
15th December 2025 75% 67,400 3 months 2,022
15th March 2026 100% 89,900 1 month 899

CA Bhanwar Borana




Py

AdvancenraxarDS and Introdu
Total interest u/s 234C 4,535

Mr. Jay needs to pay ¥ 98,091 as total of tax and interest on or before filing of return in the month of
July, 2026.

Question 21 [TDS Various section]

Examine & explain the TDS implications in the following cases along with reasons thereof,

assuming that the deductees are residents and having a PAN which they have duly

furnished to the respective deductors. |

(i) Mr. Kunal received a sum of ¥ 10,20,000 on 28.02.2026 as pre-mature withdrawal from
Employees Provident Fund Scheme before continuous service of 5 years on account of
termination of employment due to ill-health.

(i) Indian Bank sanctioned and disbursed a loan of ¥ 12 crores to B Ltd. on 31-12-2025. B
Ltd. paid a sum of ¥ 1,20,000 as service fee to Indian Bank for processing the loan
application.

(i) Mr. Agam, working in a private company, is on deputation for 5 months (from October,
2025 to February, 2026) at Mumbai where he pays a monthly house rent of ¥ 32,000 for
those five months, totalling to ¥ 1,60,000. Rent is paid by him on the first day of the
relevant month. [MTP Q.]

Answer 21
TDS implications
(i) On pre-mature withdrawal from EPF

No tax is deductible u/s 192A even though the employee, Mr. Kunal, has not completed 5 years
of continuous service, since termination of employment is on account of his ill-health. Hence,
Rule 8 of Part A of the Fourth Schedule is applicable in this case.

(ii) On payment of service fee to bank

Even though service fee is included in the definition of “interest” u/s 2(28A), no tax is deductible
at source w's 194A, since the service fee is paid to a banking company, i.e., Indian Bank.

(iii) On payment of rent by a salaried individual

Mr. Agam, a salaried individual, is not liable to deduct tax at source @2% u/s 194-IB on %
1,60,000 (being rent for 5 months from October 2025 to February 2026) from the rent of ¥ 32,000
payable on 1st day of every month, since the monthly rent does not exceed Z 50,000.

Question 22 [Advance Tax Instalment]
Determine the advance tax payable by Mr. Deepak with their due g_qtes for the agsessment
year 2026-27. S MO JIMTP Q)
Total estimated tax payable 5,50,000
TDS (deductible but not deducted) v/ 70,000
TCS (collected) "~ ) " 20,000
Answer 22 5 20004
Computation of Advance Tax Payable for the A.Y 2026-27
Pimeany O e e s e
Tax Payable 5,50,000
Less: TDS (deductible but not deducted), cannot be reduced for computing advance Nil
tax liability
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20,000
5,30,000

Due dates for payment of advance tax

 Duc dafeiofinstalliment, 4y |- - . L L. Amountpayable |
On or before 15th June, 2025 % 79,500
[15% of T 5,30,000]
On or before 15th September, 2025 ¥ 1,59,000

[ 2,38,500 (45% of ¥ 5,30,000) less ¥ 79,500,
(amount paid in earlier installment)]
On or before 15th December, 2025 T 1,59,000
[% 3,97,500 (75% of ¥ 5,30,000) Less
¥ 2,38,500 (amount paid in earlier installment or installments)]
On or before 15th March, 2026 T 1,32,500,
(% 5,30,000 (whole amount of advance tax liability
less ¥ 3,97,500 (amount paid in earlier installment or

installments)]

|
Question 23 [TDS Various section]

Examine & explain the TDS implications in the following cases along with reasons thereof,
assuming that the deductees are residents and having a PAN which they have duly
furnished to the respective deductors.

(i) Ms. Sarla received a sum of ¥ 95,000 on 30th September 2025 towards maturity
proceeds of LIC taken on 1st October 2019 for which sum assured was ¥ 80,000 and
annual premium was ¥ 10,000.

(i) Mr. Ronhit transferred a residential house property to Mr. Arun for ¥ 45 lacs. The stamp
duty value of such property is ¥ 55 lacs.

(iii) Akash (P) Limited pays the following amounts to Mr. Santosh during previous year 2025-
26:

(a) T 22,000 towards fee for professional services

(b) T 18,000 towards royalty.

(iv) Payment of ¥ 1,75,000 made to Mr. Ankit for purchase of bag according to specifications
of M/s. Packaging Limited. However, no material was supplied for such bag by
Packaging Limited or its associates to Mr. Ankit.

(v) ABC Private Limited pays ¥ 12.000 to Ms. Deepika, its director, on 1.5.2025 towards
sitting fee which is not taxable u/s 192.

(vi) Rashi Limited is engaged by Jigar Limited for the sole purpose of business of operation
of call centre. On 18-03-2026, the total amount credited by Jigar Limited in the ledger
account of Rashi Limited is ¥ 70,000 regarding service charges of call centre. The
amount is paid through cheque on 28-03-2026 by Jigar Limited.

(vii)Ms. Mohit won a lucky draw prize of ¥ 21,000. The lucky draw was organized by M/s.
Maximus Retail Ltd. for its customer. [MTP Q.]

Answer 23

184

(i) On payment of LIC maturity proceeds - The annual premium exceeds 10% of sum assured in
respect of a policy taken after 31.3.2012, and consequently, the maturity proceeds of ¥ 95,000

would not be exempt ws 10(10D) in the hands of Ms. Sarla. However, tax deduction provisions
w/s 194-DA are not attracted since the maturity proceeds are less than ¥ 1 lakh.
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se of residential house property — U/s 194-IA
if consideration or SDV is ¥ 50 lakhs or more than TDS applicable @1% on consideration or
SDV whichever is higher. In this case TDS applicable @1% on X 55 lakhs.

(iii) On payment of fee for professional services and royalty — U/s 194], the threshold limit of ¥
50,000 is specified separately for, inter alia, fees for professional services and royalty. Therefore,
Akash (P) Limited is not required to deduct tax at source u/s 194J either on fee of ¥ 22,000 for
professional services or on royalty of ¥ 18,000 paid to Mr. Santosh, since the payment under
each category does not exceed the independent threshold ¥ 50,000 specified thereunder.

(iv) On payment for purchase of bag according to specifications - As per section 194C, the

definition of “work” does not include the manufacturing or supply of product according to the
specification by customer in case the material is purchased from a person other than the
customer or its associate, being a person related to the customer in such manner as defined u/s
40A(2)(b).
Therefore, M/s Packaging Limited is not required to deduct tax at source in respect of payment
of ¥ 1,75,000 to Mr. Ankit, for purchase of bag according to its specifications, since it did not
supply the material for such bag and nor was the material supplied by any of its associates.
Hence, the contract is a contract for ‘sale’ and not a works contract.

(v) On payment of sitting fees to the director - ABC Private Limited is required to deduct tax at
source @10% on sitting fees of ¥ 12,000 paid to its director, since the threshold limit of ¥ 50,000
w/s 194] is not applicable in respect of fees paid to a director of a company.

(vi) On payment of call centre service charges - Since Rashi Limited is engaged only in the
business of operation of call centre, Jigar Limited is required deduct tax at source@2% on the
amount of ¥ 70,000 u/s 194J on 18.3.2026 i.e., at the time of credit of call centre service charges
to the account of Rashi Limited, since the said date is earlier than the payment date i.e.,
28.3.2026.

(vii) On payment of prize winnings of ¥ 21,000 -Tax is deductible @ 30% ws 194B by M/s.
Maximus Retail Ltd.., from the prize money of ¥ 21,000 payable to the customer, since the per
winning exceed ¥ 10,000.

Question 24 [TDS Various section]

Examine whether TDS provisions would be attracted in the following cases, and if so,
under which section. Also specify the rate of TDS and amount required to be deducted
at source as applicable in each case. Assume that all payments are made to residents.

8. .| Particulars of the payer | - Nature'of payment |~ Aggregate of -
SN : ' : | payments .
S made in the -
A i FY. 2025-26.
N e P Tag JN = (Amt.inY)
Mr. Kale, receiving pension|Contractual payment made 52,50,000
from Central Government | during April 2025 for
reconstruction of his residential
house in Arunachal Pradesh
(B) [Mr. Rahul, a wholesale|Contract payment for 50,00,000
trader of spices whose turn-|construction of office godown
over was ¥ 5 crores F.Y.|during January to March 2026 to
2024-25 Mr. Akhilesh, an individual
(C) |Mr. Golu, an individual|Payment of commission to Mr. 1,20,000
carrying garment trading|Vinay for securing a contract
business with turnover of from a big business house in




T —

EEag IR 3O
" "Aggregate of
'ents ’: i

205 lakhs in F.Y. 2024- | November 2025

2025
(D) |XYZ Urban Co-operative|Payment by way of cash 1,20,00,000
bank withdrawal, by ABC & Co. a

partnership firm, amounting

Z 1.2 crores during Financial
Year 2025-26. ABC & Co. has
filed its tax returns for the last 3
financial years with in time.

Question 25 [TDS/TCS Various section]

(a) State in brief the applicability of provisions of tax deduction at source, the rate and
amount of tax deduction in the following cases for the financial year 2025-26 under
Income-tax Act, 1961. Assume that all payments are made to residents:

(i) Mr. Mahesh has paid  6,00,000 on 15.10.2025 to M/s Fresh Cold Storage Pvt. Ltd.
for preservation of fruits and vegetables. He is engaged in the wholesale business of
fruits & vegetable in India having turnover of ¥ 3 Crores during the previous year
2024-25.

(i) Mr. Ramu, a salaried individual, has paid rent of ¥ 60,000 per month for house
property to Mr. Shiv Kumar from 1st July, 2025 to 31st March, 2026. Mr. Shiv Kumar
has not furnished his Permanent Account Number.

(b) Examine the following transactions with reference to applicability of the provision of tax
collected at source and the rate and amount of the TCS for the Assessment year 2026-
27
(i) Mr. Kalpit bought an overseas tour programme package for Singapore for himself

and his family of ¥ 5 lakhs on 01-06-2025 from an agent who is engaged in
organising foreign tours in course of his business. He made the payment by an
account payee cheque and provided the permanent account number to the seller.
Assuming Kalpit is not liable to deduct tax at source under any other provisions of
the Act.

(i) Mr. Anu doing business of textile as a proprietor. His turnover in the business is T 11
crores in the previous year 2024-25. He received payment against sale of textile
goods from Mr. Ram of ¥ 75 lakhs against the sales made to him in the previous
year and preceding previous years. (Assuming all the sales are domestic sales and
Mr. Ram is neither liable to deduct tax on the purchase from Mr. Anu nor he
deducted any tax at source).

Answer 25
(a) (i) The arrangement between Mr. Mahesh, the customer, and M/s. Fresh Cold Storage Pvt. Ltd.,
the cold storage owner, is basically contractual in nature and main object of the cold storage
is to preserve perishable goods by mechanical process and storage of such goods is only
incidental. Hence, the provisions of section 194C will be applicable to the amount of Z 6 lakh
paid by Mr. Mahesh to the cold storage company'.

Accordingly, tax has to be deducted@2% on ¥ 6 lakh.

1 Circular No. 1/2008 dated 10.1.2008.
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TDS w/s 194C=2%x T 6lakh =% 12,000

~oossehapter diAdvan

(ii) Mr. Ramu, being a salaried individual, has to deduct tax at source @ 2% w/s 194-1B on the

(b) ()

annual rent paid by him from the last month’s rent (rent of March, 2026),

since the rent paid
by him exceeds ¥ 50,000 p-m.

Since his landlord Mr. Shiv Kumar has not furnished his PAN to Mr. Ramu, tax has to be
deducted @ 20% instead of 2%.

However, the same cannot exceed Z 60,000, being rent for March, 2026.

TDS u/s 194-1B = T 5,40,000 (X 60,000 x 9) x 20% = T 1,08,000, but restricted to T 60,000,
being rent for March, 2026.
Tax @ 5% is required to be collected u/s 206C by the seller of an overseas tour programme

package, from Mr. Kalpit, being the buyer of an overseas tour package, even if payment is
made by account payee cheque.

Accordingly, tax has to be collected@5% on ¥ S lakh.
TCS = 5% x T 5 lakh = ¥ 25,000

(ii) Section 206C (1H) has been omitted from FY 2025-26. Accordingly, no TCS provisions are

. CA: Bhanwar Borana
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Question 1

[Return Filing 139(1)]

Paras aged 55 years is a resident of India. During the FY. 2025-26, interest of X
288,000 was credited to his Non-resident (External) Account with SBI. ¥ 30,000, being
interest on fixed deposit with SBI, was credited to his saving bank account during this

period. He also earned ¥ 3,000 as interest on this saving account. Is Para
return of income?

What will be your answer, if he has incurred ¥ 3 lakhs as travel expenditure of self and

spouse to US to stay with his married daughter for some time?

Answer 1
An individual is required to furnish a return of income under section 139(1) if his total income, before
giving effect to the deductions under Chapter VI-A or exemption under section or section

188

54/54B/54D/S4EC or 54F, exceeds the maximum amount not ¢

hargeable to tax ie. T 3,00,000

under default tax regime ws 115BAC(1A) and ¥ 2,50,000 if exercises the option of shifting out

of the default tax regime provided under section 115SBAC(1A) (for A.Y. 2026-27).
come of

Computation

<)

Interest earned from Non-resident (External) Account ¥ 2,88,000

[Exempt under section 10(4)(ii), assuming that Mr. Paras has been
permitted by RBI to maintain the aforesaid account]

Interest on fixed deposit with SBI

Interest on savings bank account

Gross Total Income
Less: Deduction under Chapter VI-A (not available under the default tax regime under

section 115BAC)

Total Income

30,000
3,000
33,000

33,000

In case he exercises the option of shifting out of the default tax regime provided under section
115BAC(1A), he would be eligible for deduction of T 3,000 under section 80TTA. Accordingly, his
total income would be T 30,000. However, in both regimes, total income of ¥ 33,000, before giving

effect to deductions under Chapter VI-A, would be considered.

Since the total income of Mr. Paras for A.Y.2026-27, before giving effect to the deductions under
Chapter VI-A, is less than the basic exemption limit in both regimes, he is not required to file

return-of income for A.Y.2026-27.
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f Note: In the above solution, interest of ¥ 2,88,000 earned from Non-resident (External)
’ account has been taken as exempt on the assumption that Mr. Paras, a resident, has been
permitted by RBI to maintain the aforesaid account. However, in case he has not been so
| permitted, the said interest would be taxable. In such a case, his total income, before giving
| effect to, inter alia, the deductions under Chapter VI-A, would be ¥ 3,21,000 (% 30,000 + ¥

filncome and:Seif Assessment

| 2,88,000 + ¥ 3,000), which is higher than the basic exemption limit of T 3,00,000 or T 2,50,000,
gs& the case may be. Consequently, he would be required to file return of income for A.Y.2026-

If he ha; incurred expenditure of ¥ 3 lakhs on foreign travel of self and spouse, he has to
{ mandatorily file his return of income on or before the due date under section 139(1), even if his
income is less than the basic exemption limit.

: Question 2 [Return Filing 139(3)/139(4)/(139(5)]
é Explain with brief reasons whether the return of income can be revised under section 139(5)
of the Income-tax Act, 1961 in the following cases: '

(i) Belated return filed under section 139(4).~

(i) Return already revised once under section 1 39(5).‘/

(iii) Return of loss filed under section 139(3). - [SMQ.]
: Answer 2 :
., Any person who has furnished a return under section 139(1) or 139(4) can file a revised return at any

1 time before three months prior to the end of the relevant assessment year or before the completion of
assessment, whichever is earlier, if he discovers any omission or any wrong statement in the return
filed earlier. Accordingly,

(1) A belated return filed under section 139(4) can be revised.

(ii) A return revised earlier can be revised again as the first revised return replaces the original return.
Therefore, if the assessee discovers any omission or wrong statement in such a revised return, he
can furnish a second revised return within the prescribed time i.e. at any time before three months
prior to the end of the relevant assessment year or before the completion of assessment,
whichever is earlier. It implies that a return of income can be revised more than once within the
prescribed time.

(iii) A return of loss filed under section 139(3) is deemed to be return filed under section 139(1), and
therefore, can be revised under section 139(5).

J Question 3 [TRP]

Mrs. Hetal, an individual engaged in the business of Beauty Parlour, has got her books of
account for the financial year ended on 31st March, 2026 audited under section 44AB. Her
total income for the assessment year 2026-27 is ¥ 6,35,000. She wants to furnish her return
of income for assessment year 2026-27 through a tax return preparer. Can she do so?
[SMQ.]

e

~

-

T

Answer 3
Section 139B provides a scheme for submission of return of income for any assessment year through

a Tax Return Preparer. However, it is not applicable to persons whose books of account are required
to be audited under section 44AB. Therefore, Mrs. Hetal cannot furnish her return of income for

| A.Y.2026-27 through a Tax Return Preparer.

l Question 4 [Verifying of Return]
State with reasons whether you agree or disagree with the following statements:

| (a) Return of income of Limited Liability Partnership (LLP) could be verified by any partner.

i (b) Time limit for filing return under section 139(1) in the case of Mr. A having total turnover
' of 7 160 lakhs (% 100 lakhs received in cash) for the year ended 31.03.2026, whether or
not opting to offer presumptive income under section 44AD, is 31st October, 2026.

Vo o —Aa CX ,./;-:‘ cr [SMQ]
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(a) Disagree

The return of income of LLP should be verified by a designated partner.

Any other partner can verify the Return of Income of LLP only in the following cases:-

(i) where for any unavoidable reason such designated partner is not able to verify the return, or,

(ii) where there is no designated partner.

(b) Disagree

In case Mr. A opts to offer his income as per the presumptive taxation provisions of section 44AD,

then, the due date under section 139(1) for filing of return of income for the year ended 31.03.2026,
shall be 31st July, 2026.

In case, Mr. A does not opt for presumptive taxation provisions under section 44AD, he has to get his |
accounts audited under section 44AB, since his turnover exceeds ¥ 1 crore, in which case, the due

date for filing return would be 31st October, 2026.

Question 5 [[Return Filing 139(4)/139(5)]

Mr. Vineet exercised the option of shifting out of the default tax regime provigie_oi u/s |
115BAC(1A) and submits his return of income on 12-09-2026 for A.Y 2026-27 consisting of |

income under the head “Salaries”, “Income from house property” and bank interest. On 21-
12-2026, he realized that he had not claimed deduction under section 80TTA in respect of
his interest income on the Savings Bank Account. He wants to revise his return of income.
Can he do so? Examine. Would your answer be different if he discovered this omission on
21-03-20277 [SM Q.]

Answer 5

Question 6 [PAN 139A & Verifying Return u/s 140 ] |

Vineet has filed his original return of income for assessment year 2025-26 within the due date
specified in section 139(4) for filing belated return. Since Mr. Vineet has income only under the
heads “Salaries”, “Income from house property” and “Income from other sources”, he does not fall
under the category of a person whose accounts are required to be audited under the Income-tax Act,
1961 or any other law in force. Therefore, the due date of filing return for A.Y.2026-27 under section
139(1), in his case, is 31st July, 2026. Since Mr. Vineet had submitted his return only on 12.9.2026,
the said return is a belated return under section 139(4).

As per section 139(5), a return furnished under section 139(1) or a belated return w/s 139(4) can be

revised. Thus, a belated return under section 139(4) can also be revised. Therefore, Mr. Vineet can |

revise the return of income filed by him under section 139(4) in December 2026, to claim deduction
under section 80TTA, since the time limit for filing a revised return is three months prior to the end
of the relevant assessment year, which is 31.12.2026.

However, he cannot revise return had he discovered this omission only on 21.03.2027, since it is
beyond 31.12.2026.

Examine with reasons, whether the following statements are true or false, with regard to the

provisions of the Income-tax Act, 1961:

(i) The Assessing Officer has the power, inter alia, to allot PAN to any person by whom no
tax is payable.

(i) Where the Karta of a HUF is absent from India, the return of income can be verified by
any male member of the family. | - [SMQ.]

Answer 6 4

190

(i) True: Section 139A(2) provides that the Assessing Officer may, having regard to the nature of
transactions as may be prescribed, also allot a PAN to any other person, whether any tax is
payable by him or not, in the manner and in accordance with the procedure as may be prescribed.
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(ii) False: Section 140(b) provides that where the Karta of a HUF is absent from India, the return of

IFii6fIncome! aid SelfASSessHignt

income can be verified by any other adult member of the family; such member can be a male or
female member.

Question 7 _ [Return Filing 139(3)]
Explain the term “return of loss” under the Income-tax Act, 1961. Can any loss be carried
forward even if return of loss has not been filed as required? [SMQ.]

Answer 7

A return of loss is a return which shows certain losses. Section 80 provides that the losses specified
therein cannot be carried forward, unless such losses are determined in pursuance of return filed

under the
Section 1

provisions of section 139(3).
39(3) states that to carry forward the losses specified therein, the return should be filed

within the time specified in section 139(1).
Following losses are covered by section 139(3):

e busin

ess loss to be carried forward under section 72(1),

® speculation business loss to be carried forward under section 73(2),
° loss from specified business to be carried forward under section 73A(2).
e loss under the head “Capital Gains” to be carried forward under section 74(1); and

° loss incurred in the activity of owning and maintaining race horses to be carried forward under
section 74A(3)

However
depreciat

, loss from house property to be carried forward under section 71B and unabsorbed
lon under section 32 can be carried forward even if return of loss has not been filed as

required under section 139(3).

Question 8
Mr. Aak

[PAN u/s 139A]
ash has undertaken certain transactions during the F.Y.2025-26, which are listed

below. You are required to identify the transactions in respect of which quoting of PAN is

mandatory in the related documents —

»

" T <

[SM Q]

Payment of life insurance prerﬁium of ¥ 45,000 in the F.Y.
payee cheque to LIC for insuring life of self and spouse

2. Payment of ¥ 1,00,000 to a five-star hotel for stay for 5 days with family, out of
which ¥ 60,000 was paid in cash ~ 501 ook

L Payment of ¥ 80,000 by ECS through bank account for acquiring the debentures of
A Ltd., an Indian company -~ 1,

4. Payment of ¥ 95,000 by account payee cheque to Thomas Cook for travel to Dubai
for 3 days to visit relatives

5. | Applied to SBI for issue of credit card. ,_~

LIC

in the F.Y.2025-26 by account payee cheque to| 50,000 in the F.Y.2025-26.

for insuring life of self and spouse

stay

60,000 was paid in cash

2. |Payment of ¥ 1,00,000 to a five-star hotel for|Yes, since the amount paid in cash exceeds ¥

for 5 days with family, out of which ¥|50,000
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3. |Payment of ¥ 80,000, by ECS through bank|Yes, since the amount paid for acquiring
account, for acquiring the debentures of A Ltd., |debentures exceeds ¥ 50,000. Mode of
an Indian company payment is not relevant in this case.

4. |Payment of ¥ 95,000 by account payee cheque to|No, since the amount was paid by a'ccount
Thomas Cook for travel to Dubai for 3 days to|payee cheque, quoting of PAN 1is not

visit relatives mandatory even though the payment exceeds
T 50,000
5. |Applied to SBI for issue of credit card. Yes, quoting of PAN is mandatory on

making an application to a banking company
for issue of credit card.

Question 9 [Return u/s 139(4) & Consequences]

Mr. Sudarshan, due to inadvertent reasons, failed to file his Income-tax return for the
assessment year 2026-27 on or before the due date of filing such return of income.

(i) Can he file the above return after due date of filing return of income? If yes, which is the
last date for filing the above return?

(i) What are the consequences of non-filing the return within the due date under section
139(1)? [RTP M-20 Q.]

| Answer 9

If any person fails to furnish a return within the time allowed to him under section 139(1), he may
furnish the belated return for any previous year at any time -

(1) 3 months prior to the end of the relevant assessment year; or
(i1) before the completion of the assessment,
whichever is earlier.

The last date for filing return of income for A.Y.2026-27, therefore, is 31st December 2026.
Thereafter, Mr. Sudarshan cannot furnish a belated return after this date.

Consequences for non-filing return of Income within the due date under section 139(1)

Carry forward and set-off of certain losses: Business loss, speculation business loss, loss from
specified business under section 35AD, loss under the head “Capital Gains”; and loss from the
activity of owning and maintaining race horses, would not be allowed to be carried forward for set-
off against income of subsequent years, where a return of income is not furnished within the time
allowed under section 139(1).

Interest under section 234A: Interest under section 234A@1% per month or part of the month for
the period commencing from the date immediately following the due date under section 139(1) till
the date of furnishing of return of income is payable, where the return of income is furnished after the
due date.

Fee under section 234F: Fee of ¥ 5,000 would be payable under section 234F, if the return of
income is not filed on or before the due date specified in section 139(1). However, such fee cannot
exceed ¥ 1,000, if the total income does not exceed¥ 5,00,000.

Question 10 [Late Filing Fees & 139AA Aadhar Number]

192

(i) What is the fee for default in furnishing return of income u/s 234F?
(ii) To whom the provisions of section 139AA relating to quoting of Aadhar Number do not
apply? [MTP Q.]
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(i) Fee for default in furnishing return of income u/s 234F

Where a person, who is required to furnish a return of income under section 139, fails to do so within
the prescribed time limit under section 139(1), he shall pay, by way of fee, a sum of Z5,000.
However, such fee cannot exceed 2 1,000, if the total income does not exceed ¥ 5,00,000.

(ii) Persons to whom provisions of section 139AA relating to quoting of Aadhar Number does
not apply

The provisions of section 139AA relating to quoting of Aadhar Number would not apply to an
individual who does not possess the Aadhar number or Enrolment ID and is:

(1) residing in the States of Assam, Jammu & Kashmir and Meghalaya;
(1) a non-resident as per Income-tax Act, 1961;

(ii1) of the age of 80 years or more at any time during the previous year;
(iv) not a citizen of India.
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