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PREFACE 

INCOME TAX- I, II book's primary goal is to increase public awareness of the 

fundamental concepts of taxation from a policy, legal, and administrative standpoint 

while providing readers with a fair assessment of the rights and obligations 

associated with taxation. The book explains taxation in various legal systems, lays 

out current principles of taxation from both an economic and legal standpoint, 

discusses tax law sanctions, and outlines considerations for the design of substantive 

and procedural tax laws. 

However, these days, the government intervenes as soon as it can and changes the 

law quickly to eliminate any potential for tax planning of this kind. Consequently, 

there is a need for a concise Practice Specific Commentary on Income Tax that can 

be used as a useful tool for income-tax consultants, as opposed to a text book that 

can be used for both professional and student consultations. 

Taxes are a mandatory financial charge imposed by the government on individuals 

and companies to fund various public expenditures and government programmes. 

This course covers the concepts of financial structure, imposition of taxes, 

maintaining accounting records, and overseeing monetary arrangements, with 

special attention paid to tax evaluation. Individuals will gain practical and 

theoretical knowledge of accounting, direct taxation, indirect taxation and auditing. 

Courses on taxation are available across certification, undergraduate, postgraduate 

and diploma levels.



 

 

Abbreviations 

Acquisition Cost (AC) 

Adjusted Gross Income (AGI) 

Assessing Officer (AO)  

Assessment Year (AY) 

Association is Persons (AOP)  

Body of Individuals (BOIs) 

Capital Gains (CG)  

Central Board of Direct Taxes (CBDT) 

Central Processing Center (CPC)  

Chain-of-Custody (CoC)  

Chief Executive Officer (CEO) 

Consumer Price Index (CPI) 

Cost Inflation Index (CII)  

Cost to Company (CTC) 

Customer Acquisition Cost (CAC) 

Dearness Allowance (DA) 

Development, Application and Management (DAM)  

Dividend Distribution Tax (DDT)  

Double Taxation Avoidance Agreement (DTAA) 

Employee Provident Fund (EPF) 

Equity Linked Savings Scheme (ELSS) 

Fiscal Year (FY) 

Gross Annual Value (GAV) 

Gross Total Income (GTI)  

Health Savings Accounts (HSAs) 

Hindu Undivided Families (HUF) 

House Rent Allowance (HRA) 

Income Tax Return (ITR) 

Internal Revenue Service (IRS) 

Leave Travel Allowance (LTA) 

Limited Liability Partnership (LLP) 



 

 

Long-Term Capital Gains (LTCG) 

Members of Parliament (MP) 

National Bank for Agricultural and Rural Development (NABARD) 

National Faceless Appeal Centre (NFAC) 

National Pension Scheme (NPS) 

Net Annual Value (NAV) 

Non-Resident Indians (NRIs)  

Overseas Citizen of India (OCI) 

Permanent Account Number (PAN) 

Persons of Indian Origin (PIOs) 

Provident Fund (PF) 

Public Provident Fund (PPF) 

Resident Not Ordinarily Resident (RNOR) 

Short-Term Capital Gains (STCG) 

Sustainable Forest Management (SFM) 

Tax Collected at Source (TCS) 

Tax Cuts and Jobs Act (TCJA) 

Tax Deduction at Source (TDS) 

Unit Linked Insurance Plans (ULIPs) 

Value Added Tax (VAT) 

Voluntary Retirement Service (VRS) 

  



 

 

 

INDEX 

PART - 1 ............................................................................................................. 1 

Unit 1 ................................................................................................................... 2 

1.1 Income Tax Act 1961: .................................................................................... 2 
1.1.1 Elements of Indian Income Tax Law: ............................................... 2 
1.1.2 Types of Income Tax:....................................................................... 3 
1.1.3 Need for the Income Tax Act: .......................................................... 3 
1.1.4 Liability to pay: ................................................................................ 4 
1.1.5 Purpose of the Income Tax Act: ....................................................... 4 
1.1.6 Features of the Income Tax Act: ....................................................... 5 

1.2 Capital Revenue: ............................................................................................ 5 
1.2.1 Capital Expenditures: ....................................................................... 5 
1.2.2 Revenue Expenditures: ..................................................................... 7 

1.3 Residential Status: .......................................................................................... 9 
1.3.1 Resident ......................................................................................... 10 
1.3.2 Resident Not Ordinarily Resident: .................................................. 10 
1.3.3 Non-Resident: ................................................................................ 11 

1.4 Incidence of Tax: .......................................................................................... 11 
1.4.1 Working of Tax incidence: ............................................................. 12 
1.4.2 Tax Incidence Formula: .................................................................. 12 
1.4.3 Example of Tax Incidence: ............................................................. 14 
1.4.4 The Elasticity Affect Tax Incidence: .............................................. 15 
1.4.5 Impact of Tax Incidence on Individuals: ......................................... 15 

1.5 Exempted Income: ........................................................................................ 15 
1.5.1 Understanding Exempt Income: ..................................................... 16 
1.5.2 Examples of Exempt Income: ........................................................ 16 
1.5.3 Types of Exempt Income:............................................................... 17 
1.5.4 Other Exempt Income: ................................................................... 17 

Unit 2 ................................................................................................................. 19 

2.1 Income from Salary: ..................................................................................... 19 
2.1.1 Computing Total Salary Income: .................................................... 20 
2.1.2 Salary Vs CTC: .............................................................................. 21 

2.2 Different Form of Salary and Allowance: ..................................................... 25 
2.2.1 Types of Salary Structure: .............................................................. 25 
2.2.2 Taxable Allowances: ...................................................................... 28 
2.2.3 Tax-Free Allowances: .................................................................... 31 

2.3 Perquisites: ................................................................................................... 31 
2.3.1 Perquisite Examples for Better Understanding: ............................... 32 



 

 

2.3.2 Types of Perquisites in Income Tax:................................................33 
2.4 Problems in Computation of Salary Income: ..................................................33 

2.4.1 Needs of ITR Computation: ............................................................34 
2.4.2 Tax Computation Worksheet: ..........................................................35 
2.4.3 Formula to Calculate Taxable Income: ............................................36 
2.4.4 The Computation of Income from Salary: .......................................36 

Unit 3 .................................................................................................................38 

3.1 Income from House Property: ........................................................................38 
3.1.1 Calculating Income from House Property: .......................................39 
3.1.2 Terminologies Associated with Income from House Property: ........39 
3.1.3 Conditions associated with claiming tax exemption on home loan 

interest are: ..............................................................................................40 
3.1.4 Annual Value of Self Occupied House Property: .............................40 

3.2 Annual Value: ...............................................................................................41 
3.2.1 Factors Determining Annual Value of Property: ..............................41 
3.2.2 Categories of House Property: .........................................................42 
3.2.3 Procedure for Calculating Annual Value of Property: ......................42 
3.2.4 Computation of 'Annual Value' of a House Property [Section 23(1)]:

 ................................................................................................................43 
3.3 Standard Deduction: ......................................................................................47 

3.3.1 Understanding the Standard Deduction: ..........................................48 
3.3.2 Standard Deduction Amounts: ........................................................49 
3.3.3 Standard Deduction on Salary: ........................................................49 
3.3.4 Standard Deduction for Senior Citizens: ..........................................50 
3.3.5 Standard Deduction in Income Tax: ................................................51 
3.3.6 Other Deductions for Salaried Employees: ......................................52 

3.4 Unrealized Rent: ............................................................................................52 
3.4.1 Arrears of Unrealized Rent: .............................................................53 
3.4.2 Example of Unrealized Rent: ..........................................................53 
3.4.3 Conditions of Unrealized Rent: .......................................................53 

3.5 Problems in Computation of House Property Income: ....................................54 
3.5.1 Steps to compute “Income from House Property”:...........................54 
3.5.2 Calculate the Gross Annual Value of a House Property: ..................56 
3.5.3 Deductions for House Property Income Calculation: .......................56 
3.5.4 Calculate Income for Self-Occupied House Property: ......................56 
3.5.5 Calculate Income from Let-Out House Property: .............................57 

Unit 4 .................................................................................................................59 

4.1 Income from under the head-Business or Profession: .....................................59 
4.1.1 In case of Business: .........................................................................59 
4.1.2 In case of Profession: ......................................................................60 
4.1.3 Incomes chargeable under Business and Profession: ........................60 
4.1.4 Expenses allowable from Business and Profession Income: .............60 



 

 

4.1.5 Expenses allowed only on a payment basis: .................................... 61 
4.1.6 Computation of Taxable Income from Business and Profession: ..... 61 
4.1.7 Income Tax Calculator: .................................................................. 62 
4.1.8 TDS/Advance Tax on Income from Business and Profession: ........ 62 
4.1.9 Tax for Freelancers: ....................................................................... 63 

4.2 Deduction: .................................................................................................... 63 
4.2.1 Understanding Deductions: ............................................................ 64 
4.2.2 Standard Tax Deductions: .............................................................. 64 
4.2.3 Deductions vs. Credits: .................................................................. 65 
4.2.4 Special Considerations: .................................................................. 65 
4.2.5 Tax Deduction Examples: .............................................................. 65 

4.3 Allowable: .................................................................................................... 66 
4.3.1 House Rent Allowance: .................................................................. 66 

4.4 Expressly Disallowed Expenses: ................................................................... 71 
4.4.1 Expenses Disallowed under Income Tax: ....................................... 71 
4.4.2 Expenses Disallowed on TDS Default: ........................................... 72 

4.5 Computation: ................................................................................................ 74 
4.5.1 Five Heads of Income for Computation of Income Tax: ................. 75 

4.6 Problems in computation of business or professional income. ....................... 81 
4.6.1 Fundamental Computation Questions: ............................................ 86 

Unit 5 ................................................................................................................. 99 

5.1 Assessment of Individuals (Covering incomes under Salary, House Property, 

Business or Profession including sec. 80C – Computation of Tax): ..................... 99 
5.1.1 Explanation: ................................................................................... 99 
5.1.2 Income from House Property:....................................................... 100 

5.2 Filing of Return: ......................................................................................... 103 
5.2.1 Rules of Filing Income Tax Returns: ............................................ 105 
5.2.2 Process for ITR Filing: ................................................................. 105 

5.3 Various Return Forms:................................................................................ 106 
5.3.1 Types of Income Tax Returns Forms: ........................................... 107 

5.4 Permanent Account Number (PAN) and its usage: ...................................... 113 
5.4.1 Uses and Importance of PAN Card: .............................................. 113 
5.4.2 The Uses of PAN Cards are Given Below: ................................... 114 
5.4.3 Benefits of Government through PAN Card: ................................ 115 

PART - 2 ......................................................................................................... 116 

Unit 1 ............................................................................................................... 117 

1.1 Income Under Capital Gains: ...................................................................... 117 
1.1.1 Different types of Capital Assets: ................................................. 117 

1.2 Long-Term Capital Gains: .......................................................................... 119 
1.3 Short-Term Capital Gains: .......................................................................... 119 
1.4 Transactions Not regarded as ‘Transfer’ for Computing Capital Gain: ........ 120 



 

 

1.5 Cost of Acquisition: ..................................................................................... 121 
1.5.1 Understanding the Cost of Acquisition: ......................................... 122 
1.5.2 Investors Use Cost of Acquisition: ................................................ 123 
1.5.3 Importance of Acquisition Cost: .................................................... 123 

1.6 Cost of Improvement: .................................................................................. 123 
1.6.1 Cost of Improvement in Different Situations: ................................ 124 
1.6.2 Indexed Cost of Improvement: ...................................................... 125 

1.7 Indexation of Cost: ...................................................................................... 125 
1.7.1 Understanding Indexation: ............................................................ 125 
1.7.2 Indexation Rate or Cost Inflation Index (CII): ............................... 127 
1.7.3 Indexation Formula: ...................................................................... 128 
1.7.4 Step-by-Step Calculation of Indexation: ........................................ 128 

1.8 Capital Gain Under Different Circumcenters: .............................................. 128 
1.9 Capital Gains Exemption: ............................................................................ 129 

1.9.1 Case-Specific Exemptions Under Capital Gains: ........................... 130 
1.10 Calculate Capital Gains (CG): ................................................................... 132 

1.10.1 Tax on Capital Gains: .................................................................. 133 
1.10.2 Cost Inflation Index (CII): ........................................................... 134 

1.11 Questions: ................................................................................................. 136 

Unit 2 ............................................................................................................... 137 

2.1 Income from Other Sources: ........................................................................ 137 
2.1.1 Income Gained through the Sale of a Property:.............................. 139 
2.1.2 Taxation on Income from Sale of Property: ................................... 139 
2.1.3 Income from Other Sources Include: ............................................. 140 

2.2 Computation of Income from Other Sources: ............................................... 142 
2.2.1 Incomes not declared under the head Profits and Gains of Business or 

Profession: ............................................................................................. 142 
2.2.2 Calculating IT Tax on Income from Other Sources with Example: 143 

2.3 Grossing Up: ............................................................................................... 144 
2.3.1 Working of Gross-Up Works: ....................................................... 145 
2.3.2 Calculation of Gross-Up:............................................................... 146 

2.4 Deductions in Computing Income under the Head and other Related Provisions:

 .......................................................................................................................... 147 

Unit 3 ............................................................................................................... 152 

3.1 Clubbing of Income: .................................................................................... 152 
3.1.1 Specified Persons to Club Income: ................................................ 153 
3.1.2 An individual is said to have the substantial interest in the concern if:

 .............................................................................................................. 156 
3.2 Deemed Incomes Under the Income Tax Act: .............................................. 158 

3.2.1 Deemed Income – Real Tax: ......................................................... 159 
3.3 Provisions of the Act Relating to Clubbing of Income: ................................ 160 

3.3.1 Clubbing of Income: ..................................................................... 161 



 

 

3.3.2 Various Instances in which the Clubbing of Income are applicable:

 ............................................................................................................. 162 
3.4 Set-Off Losses and Carry Forward Losses: ................................................. 163 

3.4.1 Intra-Head Set Off of Losses: ....................................................... 164 
3.4.2 Set off or Carry Forward and Set off of Losses [Sections 70 to 80]:

 ............................................................................................................. 166 

Unit 4 ............................................................................................................... 176 

4.1 Deduction U/S 80: ...................................................................................... 176 
4.1.1 Section 80C – Deductions on Investments: ................................... 176 
4.1.2 Section 80C Deductions List: ....................................................... 177 
4.1.3 Section 80TTA – Interest on Savings Accounts: ........................... 178 
4.1.4 Section 80GG – Income Tax Deduction on House Rent Paid: ....... 178 
4.1.5 Section 80E – Interest on Education Loan: ................................... 179 
4.1.6 Section 80D – Deduction on Medical Insurance Premium: ........... 180 
4.1.7 Section 80DDB – Deduction for Medical Treatment: ................... 181 
4.1.8 Section 80U – Deduction for Disabled Individuals: ...................... 182 
4.1.9 Section 80G – Income Tax Benefits Towards Donations for Social 

Causes: ................................................................................................. 182 
4.1.10 Section 80GGB – Company Donation to Political Parties: .......... 184 
4.1.11 Section 80GGC – Deduction on Donations by a Person to Political 

Parties: .................................................................................................. 184 
4.1.12 Section 80 Deductions Summary ................................................ 184 

4.2 New Tax Regime Eligibility for Salaried Person: ........................................ 186 

Unit 5 ............................................................................................................... 187 

5.1 Assessment: ................................................................................................ 187 
5.1.1 Income Tax Assessment: .............................................................. 189 

5.2 Tax Planning: ............................................................................................. 191 
5.2.1 Objectives of Tax Planning: ......................................................... 192 
5.2.2 Advantages of Tax Planning: ........................................................ 192 
5.2.3 Types of Tax Planning: ................................................................ 192 
5.2.4 Tax Planning vs. Tax Gain-Loss Harvesting: ............................... 194 

5.3 Tax Management of Individuals: ................................................................ 195 
5.3.1 Tax Management: ........................................................................ 195 

5.4 Hindu Undivided Family (HUF) Tax Planning: .......................................... 199 
5.4.1 Members of the HUF:................................................................... 199 
5.4.2 HUF Rules: .................................................................................. 200 
5.4.3 Taxability of HUF: ....................................................................... 200 
5.4.4 Assessment of HUF:..................................................................... 201 
5.4.5 Ancestral Property:....................................................................... 201 
5.4.6 Partition of HUF: ......................................................................... 201 

5.5 Association of Persons (AOP): ................................................................... 204 
5.5.1 Definition of AOP: ....................................................................... 204 



 

 

5.5.2 Exclusions from AOP: .................................................................. 205 
5.5.3 Taxation of Association of Persons: .............................................. 205 
5.5.4 Computation of Taxable Income of AOP: ..................................... 205 
5.5.5 Tax Calculation of AOP: ............................................................... 206 

5.6 Income Tax Authorities: .............................................................................. 208 
5.6.1 Various Authorities: ...................................................................... 208 

5.7 Assessment Procedure: ................................................................................ 209 
5.7.1 Application and Decision on Application: ..................................... 210 
5.7.2 Types of Assessment: .................................................................... 212 

5.8 Tax Deducted at Source: .............................................................................. 224 
5.8.1 Example of TDS: .......................................................................... 225 
5.8.2 Types of TDS:............................................................................... 227 

5.9 Tax Collected at Source [TCS]: ................................................................... 228 
5.9.1 Applicability of TCS: .................................................................... 229 
5.9.2 Certificate of Tax Collected at Source: .......................................... 231 

References ........................................................................................................ 233 

 



 

 


