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PREFACE TO THE EIGHTH EDITION
It is with great pleasure that we present the Eighth Edition of Income Tax Law & Practice,
thoroughly revised and updated for the Assessment Year 2026–27. Since the publication of the
previous edition, there have been significant developments in income-tax law and practice. Every
effort has, therefore, been made to incorporate these changes accurately and present them in a
clear, systematic and student-friendly manner. Income Tax is a subject that combines legal provisions
with practical application. Keeping this in mind, the book has been written with the objective of
making the subject simple without compromising its technical accuracy. Each chapter has been
carefully organised so that readers can understand the law step by step and develop confidence in
solving practical problems.

A special feature of this edition is the extensive use of tables, figures, comparative tables and
figures and step-wise illustrations, which make even complex provisions easy to understand.
Particular emphasis has also been given to the comparative study of the Old Tax Regime and the
New Tax Regime, enabling students to appreciate their practical differences while preparing for
university and professional examinations. This edition contains a large number of updated solved
illustrations, practical problems, objective questions and examination-oriented exercises, prepared
strictly in accordance with the provisions applicable for the Assessment Year 2026–27. Important
amendments have been incorporated at appropriate places, and every chapter has been revised
with the objective of providing a balanced understanding of both the conceptual and computational
aspects of Income Tax.

While revising this edition, our constant endeavour has been to maintain the simplicity and clarity
that readers appreciated in the earlier editions. We sincerely hope that this book will continue to
serve as a reliable companion for students, teachers and all those who wish to acquire a sound
understanding of Income Tax Law and Practice.

We express our heartfelt gratitude to our parents and family members for their constant love,
encouragement and support. We are also deeply thankful to Mr. Vikas Mittal and Mr. Dipesh Mittal
for their valuable suggestions and assistance during the preparation of this edition. Our sincere
thanks are due to Sultan Chand & Sons for their continued faith in our work and for publishing this
edition with their usual care and excellence.
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Suggestions and constructive criticism from readers and teachers will always be welcome and
shall be gratefully acknowledged, as they will help us improve future editions.

Prof. Preeti Rani Mittal
Dr. Anshika Bansal
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Dividend [Section 56(2)(i)] 447
Casual Incomes [Section 56(2)(ib)] 450
Contribution to a Fund for Welfare of Employees Received by the

Employer [Section 56(2)(ic)] 451
Interest on Securities [Section 56(2)(id)] 451
Income from Letting of Machinery, Plant or Furniture [Section 56(2)(ii)] 458
Income from Composite Letting of Machinery, Plant or

Furniture and Buildings  [Section 56(2)(iii)] 458
Sum Received under Keyman Insurance Policy [Section 56(2)(iv)] 460
Taxability of Gifts [Section 56(2)(x)] 460
Share Premium in Excess of the Fair Market Value to be Treated as Income [Section 56(2)(viib)] 466
Interest on Compensation or Enhanced Compensation [Section 56(2)(viii)] 467
Advance Forfeited Due to Failure of Negotiations for Transfer of a

Capital Asset to be Taxable as “Income from Other Sources” [Section 56(2)(ix)] 467
Compensation or any Other Payment Received in Connection with

Termination of his Employment [Section 56(2)(xi)] 467
Any Specified Sum Received by a Unit Holder [Section 56(2)(xii)] 468
Sum Received Under a Life Insurance Policy including the Amount Allocated by

Way of Bonus [Section 56(2)(xiii)] 468
Family Pension 468

Deductions [Section 57] 469
Collection Charges in Case of Dividend and Interest on Securities [Section 57(i)] 469
Deduction in Respect of Employee’s Contribution towards

Welfare of Employees [Section 57(ia)] 469
Deduction in Respect of Rental Income Letting of Plant, Machinery,

Furniture or Building [Section 57(ii)] 470
Standard Deduction out of Family Pension [Section 57(iia)] 470
Deduction from any Other Income [Section 57(iii)] 470
Deduction Regarding Interest on Compensation or

Enhanced Compensation [Section 57(iv)] 470
Deduction from Dividend and Mutual Fund Income 470

Amounts not Deductible [Section 58] 470
Personal Expenses [Section 58(1)(a)(i)] 470
Interest [Section 58(1)(a)(ii)] 470

Contents



xvi

Salary [Section 58(1)(a)(iii)] 470
Expenditure in Respect of Winnings from Lottery [Section 58(4)] 470

Method of Accounting [Section 145] 471
Theoretical Questions 480

Long Answer Type Questions 480
Short Answer Type Questions 480

Objective Type Questions 480
Multiple Choice Questions (MCQs) 480
Fill in the Blanks with Appropriate Word(s) and Figure(s) 481
State Whether the following Statements are ‘True’ or ‘False’ 481

Practical Questions 481

11. Clubbing of Income 489 – 512
Learning Outcomes 489
Clubbing of Income 489
General Rules for Clubbing of Income 489
Income of Other Persons Included in an Assessee Total Income [Sections 60 to 63] 490

Transfer of Income without Transfer of Assets [Section 60] 490
Revocable Transfer of Assets [Section 61] 490
Meaning of “Revocable Transfer” [Section 63] 491
Exceptions where Revocable Transfer Excluded from Clubbing Provision [Section 62] 491

Income of Other Person included in Individual’s  Total Income 492
Remuneration to Spouse [Section 64(1)(ii)] 492
Transfer of Assets to Spouse [Section 64(1)(iv)] 495
Transfer of the Asset to Son’s Wife [Section 64(1)(vi)] 497
Asset Transferred are Invested by the Transferee [Explanation 3] 499
Clubbing of Income of Minor Child [Section 64(1A)] 499
Transfer of Self-acquired Property to Hindu Undivided Family Property [Section 64(2)] 502

Cross Transfer 505
Liability of the Transferee [Section 65] 505
Deemed Incomes 506

Cash Credits [Section 68] 506
Unexplained Investments [Section 69] 506
Unexplained Money, etc. [Section 69A] 506
Amount of Investments, etc., Not Fully Disclosed in  Books of Account [Section 69B] 507
Unexplained Expenditure, etc. [Section 69C] 507
Unexplained Amount Borrowed or Repaid on Hundi [Section 69D] 507

Tax on Deemed Income [Section 115BBE] 507
Aggregation of Income 507
Theoretical Questions 509

Long Answer Type Questions 509
Short Answer Type Questions 509

Objective Type Questions 509
Multiple Choice Questions (MCQs) 509
Fill in the Blanks with Appropriate Word(s) or Figures(s) 510
State Whether the following Statements  are ‘True’ or ‘False’ 510

Practical Questions 510

12. Set-off  and Carry Forward of Losses 513 – 543
Learning Outcomes 513
Framework of Provisions for Set-Off and Carry Forward of Losses 513
Set-off of Losses 514

Intra-head Set-off [Section 70] 514
Inter-head Set-off [Section 71] 515
Set-off of Losses [Section 115BAC] 517
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Carry Forward and Set-off of Losses 522
Carry Forward of Loss under the Head “House Property” [Section 71B] 522
Carry Forward of Non-speculation “Business Loss” [Section 72] 523
Carry Forward of “Speculation Business Loss” [Section 73] 524
Carry Forward and Set-off of Loss of Business Specified u/s 35AD [Section 73A] 525
Carry Forward of Loss under the Head “Capital Gains” [Section 74] 525
Carry Forward of Loss for Owning and Maintaining Horse Races [Section 74A(3)] 525
Carry Forward and Set-off of Unabsorbed Depreciation [Section 32(2)] 526
Carry Forward and Set-off of Current and Brought Forward Losses 526

Carry Forward and Set-off of Accumulated Loss and
Allowance in Amalgamation or Demerger, etc. [Section 72A] 526

Amalgamation of a Company 527
Demerger of a Company 528
Reorganization of Business 528
Conversion into Limited Liability Partnership [Section 72A(6A)] 529
Meaning of Certain Terms 529

Treatment of Carry Forward of Losses of Certain Assessee 530
Losses of Firms [Section 75] 530
Carry Forward and Set-off of Losses in Case of Change in Constitution of

Firm or on Succession [Section 78] 530
Carry Forward and Set-off of Losses in Case of Certain Companies [Section 79] 530
Filing of Return of Loss [Section 80] 531

Theoretical Questions 538
Long Answer Type Questions 538
Short Answer Type Questions 538

Objective Type Questions 538
Multiple Choice Questions (MCQs) 538
Fill in the Blanks with Appropriate Word(s) or Figure(s) 539
State Whether the following Statements are ‘True’ or ‘False’ 540

Practical Questions 540

13. Deductions to be Made in Computing Total Income 545 – 613
Learning Outcomes 545
Meaning of Gross Total Income 545
General Rules of Deductions [Section 80A] 545
Various Deductions [Section 80C to 80U] 547
Deduction in Respect of Certain Payments 547

Deduction in Respect of Life Insurance Premium,
Contributions to Provident Fund, etc. [Section 80C] 547

Deduction in Respect of Contribution to Certain Pension Funds [Section 80CCC] 553
Deduction in Respect of Contribution to Pension Scheme of Central Government

[Section 80CCD] 554
Limit on Deductions under Sections 80C, 80CCC and 80CCD [Section 80CCE] 555
Deduction in Respect of Contribution to Agnipath Scheme [Section 80CCH] 555
Deduction in Respect of Medical Insurance Premium [Section 80D] 556
Deduction in Respect of Maintenance including Medical Treatment of a

Dependant who is a Person with Disability [Section 80DD] 559
Deduction in Respect of Medical Treatment of  Specified Diseases and

Ailment [Section 80DDB] 560
Deduction in Respect of Interest on Loan taken for Higher Education [Section 80E] 562
Deduction in Respect of Interest on Loan taken for

Residential House Property [Section 80EE] 562
Deduction in Respect of Interest on Loan taken for

Certain House Property [Section 80EEA] 564
Deduction in Respect of Purchase of Electric Vehicle [Section 80EEB] 565
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Deduction in Respect of Donations to Certain Funds,
Charitable Institutions, etc. [Section 80G] 566

Deduction in Respect of Rents Paid [Section 80GG] 571
Deduction in Respect of Certain Donations for Scientific Research or

Rural Development [Section 80GGA] 574
Deduction in Respect of Contributions given by  Companies to

Political Parties [Section 80GGB] 575
Deduction in Respect of Contributions given by any Person to

Political Parties [Section 80GGC] 576
Deductions in Respect of Certain Incomes Covered under Section 80-IA to 80U 576

Deduction in Respect of Profits and Gains from Industrial Undertakings or
Enterprise Engaged in Infrastructure Development [Section 80-IA] 576

Deduction in Respect of Profit and Gains by an Undertaking or an
Enterprise Engaged in Development of Special Economic Zone [Section 80-IAB] 578

Special Provision in Respect of Eligible Start-up [Section 80-IAC] 579
Deduction in Respect of Profits and Gains from Certain Industrial Undertakings

Other than Infrastructure Development Undertakings [Section 80-IB] 579
Deductions in Respect of Profits and Gains from Housing Projects [Section 80-IBA] 580
Special Provision in Respect of Certain Undertakings or Enterprises in

Certain Special Category States [Section 80-IC] 581
Deduction in Respect of Profits and Gains from Business of Hotels and

Convention Centres in Specified Area [Section 80-ID] 582
Special Provisions in Respect of Certain Undertakings in

North Eastern State [Section 80-IE] 584
Deduction in Respect of Profits and Gains from Business of

Collecting and Processing of Bio-degradable Waste [Section 80JJA] 585
Deduction in Respect of Employment of New Employees [Section 80JJAA] 585
Deductions in Respect of Certain Incomes of Offshore Banking Units and

International Financial Services Centre [Section 80LA] 586
Deduction in Respect of Certain Inter-corporate Dividends [Section 80M] 588
Deduction in Respect of Income of Co-operative Societies [Section 80P] 588
Deduction in Respect of Royalty Income, etc., of Authors of

Certain Books Other than Text-books [Section 80QQB] 589
Deduction in Respect of Royalty on Patents [Section 80RRB] 591
Deduction in Respect of Interest on Deposits in Savings Account

[Section 80TTA] 593
Deduction in Respect of Interest on Deposits in Case of Senior Citizen

[Section 80TTB] 594
 Deduction in Case of a Person with Disability [Section 80U] 595

Theoretical Questions 605
Long Answer Type Questions 605
Short Answer Type Questions 605

Objective Type Questions 605
Multiple Choice Questions (MCQs) 605
Fill in the Blanks with Appropriate Word(s) or Figure(s) 606
State Whether the following Statements are ‘True’ or ‘False’ 606

Practical Questions 607

14. Assessment of Agricultural Income 615 – 632
Learning Outcomes 615
Agriculture Income Framework 615
Definition of Agricultural Income 615

Rent or Revenue Derived from Agricultural Land [Section 2(1A)(a)] 616
Income Derived from Such Land [Section 2(1A)(b)] 616
Income from Farm Buildings [Section 2(1A)(c)] 617

Contents



xix

Examples of Agricultural Income and Non-agricultural Income 617
Agricultural Income 617
Non-Agricultural Income 618

Partly Agricultural and Partly Non-agricultural Income 619
Rule-7 Income which is Partially Agricultural and Partially from Business Income

[Applicable to all Except Tea, Coffee and Rubber] 619
Rule-7A Income from the Manufacture of Rubber 620
Rule-7B Income from the Manufacture of Coffee 620
Rule-8 Income from the Manufacture of Tea 620

Partial Integration of Agricultural Income with Non-agricultural Income 620
Applicability of Partial Integration 620

Theoretical Questions 626
Long Answer Type Questions 626
Short Answer Type Questions 626

Objective Type Questions 627
Multiple Choice Questions (MCQs) 627
Fill in the Blanks with Appropriate Word(s) or Figure(s) 627
State Whether the following Statements are ‘True’ or ‘False’ 628

Practical Questions 628

15. Computation of Total Income and Taxation of an Individual 631 – 682
Learning Outcomes 631
Who is Liable to Pay Tax 631
Meaning of Total Income 631
Tax Treatment of Income Received from Different Institution 632
Computation of Total Income and Tax Liability for Individual 633
Income Tax Rates Applicable for Assessment Year 2026-27 under Old Tax Regime 635
Default New Tax Scheme for Individual / HUF / Others 636
Analysis of Section 115BAC 639
Features of Old Tax Regime and New Tax Regime 640
Special Rates on Certain Special Incomes 641
Rebate [Section 87A] 642
Surcharge 642
Marginal Relief 643
Alternate Minimum Tax (AMT) 643

When Assessee Does Not Opt to be Taxed u/s 115BAC 643
If an Assessee has Opted for New Tax Regime 647

Ultimate Tax Liability 647
Theoretical Questions 674

Long Answer Type Questions 674
Short Answer Type Questions 674

Objective Type Questions 674
Multiple Choice Questions (MCQ) 674
Fill in the Blanks with Appropriate Word(s) or Figure(s) 675
State Whether the following Statements are ‘True’ or ‘False’ 675

Practical Questions 676

16. Assessment of Hindu Undivided Family 683 – 708
Learning Outcomes 683
Hindu Undivided Family (HUF) as a Taxable Entity 683
Concept of Hindu Undivided Family (HUF) 683
School of Hindu Law 684
Karta/Manager of Hindu Undivided Family 685
Residential Status of Hindu Undivided Family [Section 6(2)] 687

Different Classes of Residential Status of Hindu Undivided Family 687
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Resident and Ordinarily Resident 687
Not-ordinarily Resident 687
Non-resident 687

Computation of Total Income of Hindu Undivided Family 687
Computation of Income under Different Heads 687
Clubbing of Income 688
Set-off and Carry Forward of Losses 688
Deduction from Gross Total Income 688
Computation of Total Income 688

Assessment of Hindu Undivided Family 689
Taxability of Hindu Undivided Family 689

Application of the Rates of Tax on the Total Income 689
Add Surcharge 690
Add Health and Education Cess 690
Allow Relief 690
Deduct the Amount of Prepaid Taxes Paid 690
Tax Payable/Refundable 690
Slab Rates in Old Tax Regime for HUF 691
New Tax Scheme for HUF 691

Income not Treated as Income of the HUF 692
Assessment After Partition of a Hindu Undivided Family [Section 171] 692
Theoretical Questions 704

Long Answer Type Questions 704
Short Answer Type Questions 704

Objective Type Questions 704
Multiple Choice Questions (MCQs) 704
Fill in the Blanks with Appropriate  Word(s) and Figure(s) 705
State Whether the following Statements are ‘True’ or ‘False’ 705

Practical Questions 705

17. Assessment of Firms (Including LLP) 709– 743
Learning Outcomes 709
Partnership in the Eyes of Law and Tax 709

Meaning of “Partnership”, “Firm” and “Partner” under Indian Partnership Act 709
Meaning of Limited Liability Partnership [LLP] 709
Meaning of Partnership, Firm and Partner under Income Tax Act 710

Residential Status of Firm 710
Who can be a Partner? 710
Difference between Unlimited Liability Partnership and Limited Liability Partnership 711
Assessment as a Firm [Section 184] 711
Assessment when Section 184 not Complied with [Section 185] 712
Change in Constitution of a Firm [Section 187] 712
Succession of One Firm by Another Firm [Section 188] 713
Joint and Several Liability of Partners for Tax Payable by Firm [Section 188A] 713
Firm Dissolved or Business Discontinued [Section 189] 713
Computation of Income of Partnership Firm [Section 40(b)] 713

Explanation to Section 40(b) 714
Computation of Firm Book Profit 715
Computation of Total Income of Partnership Firm 718
Computation of Tax Liability of Partnership Firm 720
Some Important Points to Remember while Computing Tax Liability of Partnership Firm 722
Theoretical Questions 738

Long Answer Type Questions 738
Short Answer Type Questions 738

Objective Type Questions 739
Multiple Choice Questions (MCQs) 739
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Fill in the Blanks Appropriate Word(s) or Figure(s) 739
State Whether the following Statements are ‘True’ or ‘False’ 739

Practical Questions 740

18. Rebate and Relief of Tax 745 – 757
Learning Outcomes 745
Meaning of Rebate of Tax 745
Taxation of Members of AOP/BOI [Section 86] 745
Rebate under Section 87A for a Resident Individual 747
Relief when Salary, etc., is Paid in Arrears or in Advance [Section 89(1)] 750
Theoretical Questions 755

Long Answer Type Questions 755
Short Answer Type Questions 755

Objective Type Questions 755
Multiple Choice Questions (MCQs) 755
Fill in the Blanks with Appropriate Word(s) or Figure(s) 755
State Whether the following Statements are ‘True’ or ‘False’ 756

Practical Questions 756

19. Income Tax Authorities 759-782
Learning Outcomes 759
Appointment and Control [Sections 116 to 119A] 759

Classes of Income-tax Authorities [Section 116] 759
Appointment of Income-tax Authorities [Section 117] 761
Control of Income-tax Authorities [Section 118] 761
Instructions to Subordinate Authorities [Section 119] 761
Taxpayer’s Charter [Section 119A] 763

Jurisdictional Aspects of Tax Authorities [Section 120 to Section 130] 764
Jurisdiction [Section 120] 764
Jurisdiction of Assessing Officers [Section 124] 765
Power to Transfer Cases [Section 127] 767
Change of Income-tax Authorities [Section 129] 767
Faceless Jurisdiction of Income-tax Authorities [Section 130] 767

Powers of Income Tax Authorities [Sections 131 to 136] 768
Powers Regarding Discovery and Production of Evidence [Section 131] 768
Search and Seizure [Section 132] 769
Powers to Requisition Books of Account, etc. [Section 132A] 770
Application of Seized or Requisitioned Assets [Section 132B] 771
Power to Call for Information [Section 133] 773
Power of Survey [Section 133A] 774
Power to Collect Certain Information [Section 133B] 775
Power to Call for Information by Prescribed Income-tax Authority [Section 133C] 776
Power to Inspect Registers of Companies [Section 134] 777
Authority of Senior Income-Tax Officials to Conduct Inquiries [Section 135] 777
Faceless Collection of Information [Section 135A] 778
Proceedings before Income-tax Authorities Deemed as Judicial Proceedings [Section 136] 778

Theoretical Questions 780
Long Answer Type Questions 780
Short Answer Type Questions 780

Objective Type Questions 780
Multiple Choice Questions (MCQs) 780
Fill in the Blanks with Appropriate Word(s) or Figure(s) 781
State Whether the following Statements are ‘True’ or ‘False’ 781

Practical Questions 781
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20. Return of Income and E-filing Procedure 783 – 814
Learning Outcomes 783
Return of Income 783
Filing of Return [Section 139] 783

Compulsory Filing of Return of Income [Section 139(1)] 783
Return Filed to Employer by Salaried Employees/

Bulk Filing of Return by Salaried Employee [Section 139(1A)] 787
Filing of Return of Income in Computer Media [Section 139(1B)] 788
Specified Class of Persons to be Exempted from Filing Return of Income

[Section 139(1C)] 788
Return of Loss [Section 139(3)] 788
Belated Return of Income [Section 139(4)] 789
Return of Income of Charitable Trust [Section 139(4A)] 789
Return of Income of Political Parties [Section 139(4B)] 789
Return of Income of Scientific Research Association, etc. [Section 139(4C)] 789
Return of Income by a University/College, etc. [Section 139(4D)] 790
Return of Income of a Business Trust [Section 139(4E)] 790
Return of Income of a Investment Fund [Section 139(4F)] 790
Revised Return [Section 139(5)] 790
Particulars to be Furnished with the Return [Section 139(6)] 791
Particulars to be Furnished with Return in the Case of an Assessee Engaged in

Business or Profession [Section 139(6A)] 791
Option to File Updated Return of Income [Section 139(8A)] 791
Defective Return [Section 139(9)] 792

Scheme for Submission of Returns Through Tax Return Preparers [Section 139B] 793
Power of Board to Dispense with Furnishing Documents, etc. with Return [Section 139C] 794
Filing of Return in Electronic Form [Section 139D] 794
Verification of Return [Section 140] 795
Prescribed Forms for Filing Return of Income [Rule 12] 796
Manner of Furnishing the Return of Income [Rule 12(3)] 798
Precautions to be Taken while Filing the Return of Income 799
Modes of Filing the Return of Income 799

Paper (Manual) Filing of Return 800
Electronic Filing (e-filing) of Return 800

e-Verification of Returns 801
Who can e-Verify the Return 801
Pre-requisites for Availing this Facility 801
Modes of e-Verification 802

Important Documents for Income Tax Return 803
Form 16 & 16A [Rule 31 of the Income Tax Rules 1962] 803
26AS [Rule 114-I of the Income Tax Rules 1962] 804
Permanent Account Number [Section 139A] 805
Aadhaar Number [Section 139AA] 809
TAN 810
Annual Information Statement (AIS) [Section 285BB] 811

Theoretical Questions 812
Long Answer Type Questions 812
Short Answer Type Questions 812

Objective Type Questions 813
Multiple Choice Questions (MCQs) 813
Fill in the Blanks with Appropriate Word(s) or Figure(s) 813
State Whether the following Statements are ‘True’ or ‘False’ 813

Practical Questions 814
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21. Tax Deducted at Source and E-TDS Return 815 – 866
Learning Outcomes 815
Basics of Tax Deducted at Source 815

Scheme of Tax Deduction at Source 815
Deduction at Source and Advance Payment [Section 190] 816
Direct Payment [Section 191] 816
Deduction of Tax at Source 817

Salary [Section 192] 817
TDS on Payment from Pre-matured Employee Provident Fund [Section 192A] 819
Interest on Securities [Section 193] 820
Dividends [Section 194] 821
Interest Other than “Interest on Securities” [Section 194A] 821
Winnings from Lottery or Crossword Puzzle [Section 194B] 824
Winnings from Online Games [Section 194BA] 825
Winnings from Horse Race [Section 194BB] 825
Payments to Contractors [Section 194C] 825
Insurance Commission [Section 194D] 828
Payment in Respect of Life Insurance Policy [Section 194DA] 828
Payments to Non-resident Sportsmen or Sports Associations [Section 194E] 829
Payments in Respect of Deposits under National Savings Scheme, etc. [Section 194EE] 830
Commission, etc., on the Sale of Lottery Tickets [Section 194G] 830
Commission or Brokerage [Section 194H] 830
Rent [Section 194-I] 831
Payment on Transfer of Certain Immovable Property Other than

Agricultural Land [Section 194-IA] 832
Payment of Rent by Certain Individuals or Hindu Undivided Family

[Section 194-IB] 833
Payment Under Specified Agreement [Section 194-IC] 833
Fees for Professional or Technical Services [Section 194J] 833
Income in Respect of Units [Section 194K] 835
Payment of Compensation on Acquisition of Certain

Immovable Property [Section 194LA] 836
Income by Way of Interest from Infrastructure Debt Fund [Section 194LB] 836
Certain Income from Units of a Business Trust [Section 194LBA] 836
Income in Respect of Units of Investment Fund [Section 194LBB] 837
Income in Respect of Investment in Securitization Trust [Section 194LBC] 837
Payment of Certain Sums by Certain Individuals or

Hindu Undivided Family [Section 194M] 838
Payment of Certain Amounts in Cash [Section 194N] 838
Payment of Certain Sums by E-commerce Operator to

E-commerce Participant [Section 194-O] 840
Deduction of Tax by a Specified Bank in Case of

Specified Senior Citizen [Section 194P] 841
Deduction of Tax at Source on Benefit or Perquisite in Respect of

Business or Profession [Section 194R] 841
Any Other Sums Paid to Non-residents [Section 195] 842
Income Payable “Net of Tax” [Section 195A] 843
Interest or Dividend or Other sums Payable to Government, etc. [Section 196] 844
Income in Respect of Units of Non-residents [Section 196A] 844
Income from Units [Section 196B] 844
Income from Foreign Currency Bonds or Shares of

Indian Company [Section 196C] 845
Income of Foreign Institutional Investors from Securities [Section 196D] 845

Certificate for Deduction at Lower Rate [Section 197] 845
No Deduction to be Made in Certain Cases [Section 197A] 846
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Enabling Provision for Filing of Declaration for Receipt of
Dividend and National Savings Scheme (NSS) Payment without
Deduction of Tax [Section 197A(1)] 846

Enabling Provision for Filing of Declaration for Non-deduction of Tax Sections by
Persons, Other than Companies and Firms [Section 197(1A)] 846

Filing of  Declaration not Permissible if Income Exceeds the Basic Exemption Limit
[Section 197A(1B)] 846

Enabling Provision for Filing of Declaration by Resident Senior Citizens for
Non-deduction of Tax at Source [Section 197A(1C)] 847

Non-deduction of Tax in Certain Cases 847
Time Limit for Delivery of One Copy of Declaration [Section 197A(2)] 847

Tax Deducted is Income Received [Section 198] 847
Credit for Tax Deducted [Section 199] 848
Duty of Person Deducting Tax [Section 200] 848
Processing of Tax Deducted at Source and other Statements [Section 200A] 848
Consequences of Failure to Deduct or Pay [Section 201] 849

Deemed Assessee-in-default 849
Non-applicability of Deeming Provision 849
No Penalty under Section 221 850
Interest Liability 850
Time Limit for Deeming a Person to be an Assessee in Default for

Failure to Deduct Tax at Source 850
Deduction Only One Mode of Recovery [Section 202] 850
Certificate for Tax Deducted [Section 203] 851
Tax Deduction and Collection Account Number [Section 203A] 851
Meaning of “Person Responsible for Paying” [Section 204] 851
Bar Against Direct Demand on Assessee [Section 205] 852
Requirement to Furnish Permanent Account Number [Section 206AA] 852
Due Dates for Filing Quarterly TDS Returns 853
E-TDS Returns 853

Meaning of E-TDS 853
Persons Required to File TDS Statements 853
Basic Particulars to be Included in TDS Statements 853
Forms for Filing TDS/TCS Statements 853
Filing of TDS Statement 854
Verification of E-TDS 854

Tax Collection at Source (TCS) [Section 206C] 854
Collection of Tax at Source on Sale of Specified Goods [Section 206C(1)] 854
Collection of Tax on Parking Lot, Toll Plaza, Mine or Quarry [Section 206C(1C)] 855
Collection of Tax on Sale of Motor Vehicle and Other Notified Goods [Section 206C(1F)] 856
Collection of Tax on Foreign Remittance and Overseas Tour

Programme Package [Section 206C(1G)] 856
Higher Rate of Tax Collection at Source in Case of

Non-furnishing of PAN [Section 206CC] 857
Credit of Tax Collected at Source [Section 206C(4)] 858
TCS Certificate [Section 206C(5)] 858
TCS Statements [Section 206C(3)] 858
Consequences of Failure to Collect or Pay Tax [Section 206C] 858

Advance Payment of Tax [Sections 207 to 219] 860
Liability for Payment of Advance Tax [Sections 207 & 208] 860
Computation of Advance Tax [Sections 209 & 210] 860
Instalments of Advance Tax and Due Dates [Section 211] 861
Credit for Advance Tax [Section 219] 862
Interest for Default in Payment of Advance Tax [Section 234B] 862
Interest for Deferment of Advance Tax [Section 234C] 863
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Theoretical  Questions 864
Long Answer Type Questions 864
Short Answer Type Questions 864

Objective Type Questions 864
Multiple Choice Questions (MCQs) 864
Fill in the Blanks with Appropriate Word(s) or Figure(s) 865
State Whether the following Statements are ‘True’ or ‘False’ 865

Practical Questions 865

22. Assessment Procedure 867 – 903
Learning Outcomes 867
Assessment in Income Tax 867
Assessment Procedure 867

Self-Assessment [Section 140A] 867
Inquiry by Assessing Officer 870

Intimation or Assessment by Income Tax Department 873
Types of Assessment 873

Summary Assessment [Section 143(1)] 874
Scrutiny Assessment/Regular Assessment [Section 143(2) and 143(3)] 875
Best Judgement Assessment [Section 144] 877
Faceless Assessment [Section 144B] 877

Reference to Dispute Resolution Panel [Section 144C] 884
Income Escaping Assessment [Section 147 to Section 152] 886

Income Escaping Assessment [Section 147] 886
Issue of Notice where Income has Escaped Assessment [Section 148] 887
Conducting Inquiry, Providing Opportunity before Issue of Notice

[Section 148A] 888
Meaning of Specified Authority [Section 151] 889
Time Limit for Notice under Sections 148 and 148A [Section 149] 889
Provision for Cases where Assessment is in Pursuance of an

Order on Appeal, etc. [Section 150] 891
Faceless Assessment of Income Escaping Assessment [Section 151A] 891
Other Provisions [Section 152] 892

Time Limit for Completion of Assessment, Reassessment and
Recomputation  [Section 153] 892

Exclusion of Period [Explanation 1 to Section 153] 896
Rectification of Mistake [Section 154] 899
Notice of Demand [Section 156] 900
Intimation of Loss [Section 157] 901
Faceless Rectification, Amendments and Issuance of Notice or

Intimation [Section 157(A)] 901
Theoretical  Questions 901

Long Answer Type Questions 901
Short Answer Type Questions 901

Objective Type Questions 902
Multiple Choice Questions (MCQs) 902
Fill in the Blanks with Appropriate  Word(s) or Figure(s) 902
State Whether the Statements are ‘True’ or ‘False’ 902

Practical Questions 902

Appendix: Leading Cases of Supreme Court and High Court 905 – 923
1. M. Gulati vs. Income Tax Officer

(ITAT Mumbai, decided on March 15, 2025) 905
2. Karamchari Union vs. Union of India (Supreme Court, 2000) [243 ITR 143] 906
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3. All India Judges Association vs. Union of India & Ors. (Supreme Court, 2024) 907
4. ITC Ltd. vs. Commissioner of Income Tax (TDS) (Supreme Court, 2016) 908
5. Chennai Properties & Investments Ltd. vs. CIT and Rayala Corporation (P.) Ltd.
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The Finance Bill, 2026 was introduced in the Lok Sabha on 1st February, 2026 to give effect to the
financial proposals of the Central Government for the Financial Year 2026–27. The Bill was passed
by both the Houses of Parliament and received the assent of the President of India on 30th March,
2026. Thereafter, it became the Finance Act, 2026 (No. 4 of 2026) and was published in the Official
Gazette on the same day. Unless otherwise provided, the provisions of the Finance Act, 2026 came
into force from 1st April, 2026.

The Finance Act, 2026 provides the rates of income-tax for the Assessment Year 2027–28. It
also makes various amendments in the provisions of the Income-tax Act with a view to simplify the
law, improve tax administration, promote voluntary tax compliance and reduce litigation. The important
amendments introduced by the Finance Act, 2026 are discussed below.

Income-tax Rates for Assessment Year 2027-28
The Finance Act, 2026 prescribes the rates of income-tax applicable for the Assessment Year 2027-
28 under the Income-tax Act, 1961. The rates of tax for individuals, Hindu Undivided Families
(HUFs), firms, companies, co-operative societies and other assessees are specified in the First

Enactment Journey

Salient Features of
Finance Act, 2026
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Schedule to the Finance Act, 2026. The Act also prescribes the applicable rates of surcharge, Health
and Education Cess, and provides for marginal relief wherever applicable.  The Finance Act, 2026
continues to provide two alternative tax regimes for individuals and certain other eligible taxpayers,
namely the old tax regime and the new tax regime. A taxpayer may opt for either regime subject to
the prescribed conditions. The income-tax rates applicable under both tax regimes for the Assessment
Year 2027–28 are given below.

(A) Income-tax Rates under the New Tax Regime (Assessment Year 2027–28)

Income Tax Slab Rates for A.Y 2027-28

S.No. Total Income Rate of Tax
1. Upto ̀  4,00,000 Nil
2. From ̀  4,00,001 to ̀  8,00,000 5 per cent
3. From ̀  8,00,001 to ̀  12,00,000 10 per cent
4. From ̀ 12,00,001 to ̀  16,00,000 15 per cent
5. From ̀  16,00,001 to ̀  20,00,000 20 per cent
6. From ̀  20,00,001 to ̀  24,00,000 25 per cent
7. Above ̀  24,00,000 30 per cent

(B) Income-tax Rates under the Old Tax Regime (Assessment Year 2027-28)
Resident Individuals below the Age of 60 Years: For an individual, other than those mentioned
below:

Income Tax Slab Rates for A.Y 2027-28

S. No. Total income Rate of tax
(1) (2) (3)
1. Upto ̀  2,50,000 Nil
2. ` 2,50,001 – ̀  5,00,000 5%
3. ` 5,00,001 – ̀  10,00,000 20%
4. Above ̀  10,00,000 30%

For Resident Senior Citizen: For an individual resident senior citizen, who is 60 years or
more at any time during the previous year but less than 80 years on the last day of the previous year:

Income Tax Slab Rates for A.Y 2027-28

S. No. Total income Rate of tax
(1) (2) (3)
1. Upto ̀  3,00,000 Nil
2. ` 3,00,001 – ̀  5,00,000 5%
3. ` 5,00,001 – ̀  10,00,000 20%
4. Above ̀  10,00,000 30%

For Resident Super Senior Citizen: For an individual resident super senior citizen, who is 80 years
or more at any time during the previous year:

Salient Features of Finance Act, 2026
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Income Tax Slab Rates for A.Y 2027-28

S. No. Total income Rate of tax
(1) (2) (3)
1. Upto ̀  5,00,000 Nil
2. ` 5,00,001 – ̀  10,00,000 20%
3. Above ̀  10,00,000 30%

For Hindu Undivided Family, AOP, BOI, Artificial Judicial Person: For Hindu Undivided Family,
Association of Persons or Body of Individuals, whether incorporated or not, or Artificial Juridical
Person referred to in Section 2(31)(vii) of the Act:

Income Tax Slab Rates for A.Y 2027-28

S. No. Total income Rate of tax
(1) (2) (3)
1. Upto ̀  2,50,000 Nil
2. ` 2,50,001 – ̀  5,00,000 5%
3. ` 5,00,001 – ̀  10,00,000 20%
4. Above ̀  10,00,000 30%

Amendments Relating to Salary
The Finance Act, 2026 has amended certain provisions relating to the taxation of salary by empowering
the Central Government to revise the prescribed monetary limits for specified perquisites and
allowances through the Income-tax Rules, 2026. Accordingly, the monetary limits for certain allowances
and perquisites have been revised to reflect the present economic conditions and to provide relief to
salaried taxpayers. The important changes are discussed below:

(i) Revision of Children’s Education Allowance: The monthly exemption for Children’s
Education Allowance has been increased from ̀  100 per child to 3,000 per child. The exemption
is available for a maximum of two children.

(ii) Revision of Hostel Expenditure Allowance: The exemption for Hostel Expenditure
Allowance has been increased from 300 per child per month to 9,000 per child per month for
a maximum of two children.

(iii) Revision in Free Meal Limits: The value of free meals provided by the employer has been
revised from 50 per meal to ` 200 per meal.

(iv) Revision in Gift Exemption: The exemption in respect of gifts in kind provided by the
employer has been increased from ` 5,000 to ` 15,000 in a financial year.

(v) Revision in Motor Car Perquisite Valuation: The perquisite value of motor cars provided
by the employer for the personal or partly personal use of an employee has been revised
under the Income-tax Rules, 2026. The revised monthly values are as follows:

Particulars Earlier Revised
Car with engine capacity up to 1.6 litres ` 1,800 ` 5,000
Driver provided by employer ` 900 ` 3,000
Car with engine capacity exceeding 1.6 litres ` 2,400 ` 7,000
Driver provided by employer ` 900 ` 3,000

Salient Features of Finance Act, 2026
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Amendments relating to House Property
The Finance Act, 2026 introduces certain amendments relating to the computation of income under
the head “House Property”. The important amendments introduced by the Finance Act, 2026 are
discussed below:

(i) Annual Value of Unsold House Property Held as Stock-in-Trade: Section 21(5) of the
Income-tax Act, 2025 provides that where a house property held as stock-in-trade is not let
out wholly or partly during the tax year, its annual value shall be taken as Nil for a specified
period from the end of the financial year in which the completion certificate is obtained from
the competent authority.

The Finance Act, 2026 has amended this provision by substituting the words “up to two
years” with “for two years”. Accordingly, the annual value of such property shall remain Nil
for two years from the end of the financial year in which the completion certificate is obtained.

(ii) Deduction of Interest on Borrowed Capital: Section 22 of the Income-tax Act, 2025
provides deduction in respect of interest payable on borrowed capital while computing income
from house property. In the case of a self-occupied house property, the maximum deduction is
restricted to  2,00,000 where the property is acquired or constructed with borrowed capital.
The Finance Act, 2026 provides that the overall limit of 2,00,000 shall also include prior-period
interest payable in respect of the acquisition or construction of the house property.

Amendments relating to Profits and Gains of Business or Profession
The Finance Act, 2026 introduces certain amendments relating to the computation of income under
the head “Profits and Gains of Business or Profession”. The important amendments introduced by
the Finance Act, 2026 are discussed below:

(i) Deduction in respect of Employees’ Contribution to Welfare Funds: Section 29 of the
Income-tax Act, 2025 provides deduction in respect of the employees’ contribution received
by an employer towards any welfare fund, provided such contribution is credited to the
employee’s account in the relevant fund within the prescribed due date.

The Finance Act, 2026 has amended this provision to provide that the due date for depositing
the employees’ contribution shall be the due date for furnishing the return of income under
section 263(1).

(ii) Amendment in Presumptive Taxation Provisions: The Finance Act, 2026 has amended
the provisions relating to presumptive taxation by omitting the reference to section 144 from
section 58 of the Income-tax Act, 2025. Consequential amendments have also been made in
sub-section (11) of the said section.

(iii) Definition of Commodity Derivative: The Finance Act, 2026 inserts the definition of
“commodity derivative” in section 66 of the Income-tax Act, 2025 relating to the interpretation of
certain expressions used in the provisions governing profits and gains of business or profession.

Amendments relating to Capital Gains
The Finance Act, 2026 introduces certain amendments relating to the taxation of capital gains with
the objective of rationalising the existing provisions and providing certainty in the taxation of specified
transactions. The important amendments introduced by the Finance Act, 2026 are discussed below:

(i) Taxation of Buy-back of Shares in the Hands of Promoters:  The Finance Act, 2026
substitutes sub-sections (2) and (3) of section 69 of the Income-tax Act, 2025. Where a
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company purchases its own shares or other specified securities in accordance with section 68
of the Companies Act, 2013 and the shareholder is a promoter, the tax payable on such capital
gains shall comprise:

• the income-tax payable under the normal provisions of the Income-tax Act; and
• an additional income-tax at the prescribed rates.

The additional income-tax shall be levied at the following rates:
Nature of Capital Gain Promoter being a Other

Domestic Company  Promoters
Short-term Capital Gain 2% 10%
Long-term Capital Gain 9.5% 17.5%

(ii) Exemption on Redemption of Sovereign Gold Bonds: The Finance Act, 2026 amends
section 70 of the Income-tax Act, 2025 to provide that the exemption from capital gains on
redemption of Sovereign Gold Bonds (SGBs) shall be available only where the bonds are:

• subscribed to by an individual at the time of original issue; and
• held continuously by such individual from the date of original issue till redemption on

maturity.

Amendments relating to Income from Other Sources
The Finance Act, 2026 introduces certain amendments relating to the taxation of income chargeable
under the head “Income from Other Sources” to rationalise the existing provisions and ensure uniform
tax treatment of specified incomes. The important amendments introduced by the Finance Act, 2026
are discussed below.

(i) Withdrawal of Deduction for Interest Expenditure against Dividend Income: The
Finance Act, 2026 provides that no deduction shall be allowed in respect of any interest
expenditure incurred for earning dividend income or income from units of a Mutual Fund.
Accordingly, such income shall be taxable without allowing any deduction for interest
expenditure.

Amendments Relating to Return of Income
The Finance Act, 2026 introduces certain amendments relating to the filing of return of income with
a view to simplifying the return filing process, improving voluntary tax compliance and reducing the
compliance burden on taxpayers. The important amendments introduced by the Finance Act, 2026
are discussed below:

(i) Extension of Due Date for Furnishing Return of Income: The Finance Act, 2026 extends
the due date for furnishing the return of income in the case of specified taxpayers who are not
required to get their accounts audited. Accordingly, the due date for filing the prescribed
return of income has been extended to 31st August of the relevant assessment year.

However, there is no change in the due date applicable to taxpayers filing ITR-1 and ITR-
2, which continues to be 31st July. Similarly, the due date for furnishing the tax audit report
remains unchanged.

(ii) Extension of Time Limit for Furnishing Revised Return: The Finance Act, 2026 extends
the time limit for furnishing a revised return from 9 months to 12 months from the end of the relevant
tax year. Accordingly, a revised return may now be furnished up to 31st March of the relevant
assessment year, subject to the prescribed conditions and payment of the applicable late fee.
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Amendments relating to Tax Deduction at Source (TDS)
The Finance Act, 2026 introduces certain amendments relating to the provisions of Tax Deduction at
Source (TDS) with a view to simplify the tax deduction procedure, reduce the compliance burden
and facilitate ease of doing business. The important amendments introduced by the Finance Act,
2026 are discussed below:

(i) Simplified Procedure for Deduction of Tax on Purchase of Immovable Property: The
Finance Act, 2026 simplifies the procedure for deduction of tax at source on the purchase of
immovable property. A buyer purchasing an immovable property from a resident or a non-
resident may deduct tax by using a PAN-based challan. Consequently, obtaining a Tax Deduction
Account Number (TAN) for this purpose is no longer required. This amendment takes effect
from 1st April, 2026.

(ii) Introduction of New TDS Certificate: The Finance Act, 2026, read with the Income-tax
Rules, 2026, introduces Form No. 130 as the new certificate for tax deducted at source in
place of the earlier Form No. 16. The new certificate provides comprehensive details of
income paid, tax deducted and tax deposited with the Central Government.

Amendments relating to Tax Collection at Source (TCS)
The Finance Act, 2026 introduces certain amendments relating to the provisions of Tax Collection at
Source (TCS) with the objective of rationalising the existing rates, simplifying the collection mechanism
and reducing the compliance burden on taxpayers. The important amendments introduced by the
Finance Act, 2026 are discussed below:

(i) Rationalisation of TCS Rates: The Finance Act, 2026 rationalises the rates of Tax Collection
at Source (TCS) applicable to specified transactions. The revised rates are as follows:

Nature of Transaction TCS Rate before TCS Rate from
1-4-2026 1-4-2026

Sale of alcoholic liquor for human consumption 1% 2%
Sale of tendu leaves 5% 2%
Sale of scrap 1% 2%
Sale of minerals, being coal, lignite or iron ore 1% 2%

(ii) Rationalisation of TCS under the Liberalised Remittance Scheme (LRS): The Finance
Act, 2026 also rationalises the TCS rates applicable to remittances made under the Liberalised
Remittance Scheme (LRS). The revised rates are as follows:

Nature of Remittance TCS Rate before TCS Rate from
1-4-2026 1-4-2026

Education and Medical Treatment 5% 2%
Overseas Tour Programme Package 5% up to 10 lakh 2% (without

and 20% above any threshold)
10 lakh

Amendments Relating to Penalty and Prosecution
The Finance Act, 2026 introduces certain amendments relating to the provisions of penalty and
prosecution with a view to simplify the existing provisions, promote voluntary tax compliance and
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ensure effective implementation of the Income-tax Act. The important amendments introduced by
the Finance Act, 2026 are discussed below:

(i) Rationalisation of Penalty Provisions: The Finance Act, 2026 rationalises certain penalty
provisions to remove procedural difficulties and to ensure uniform application of the law. The
amended provisions also provide greater clarity regarding the levy of penalties in specified
cases.

(ii) Rationalisation of Prosecution Provisions: The Finance Act, 2026 also amends certain
provisions relating to prosecution to align them with the revised provisions of the Income-tax
Act. The amendments simplify the existing framework and provide greater certainty in the
initiation and application of prosecution proceedings.

Other Important Amendments
The Finance Act, 2026 introduces certain other amendments to simplify tax administration, improve
compliance and facilitate the effective implementation of the provisions of the Income-tax Act. The
important amendments are discussed below:

(i) Empowerment of the Central Government to Notify Monetary Limits: The Finance
Act, 2026 empowers the Central Government to prescribe or revise the monetary limits for
specified allowances, perquisites and other prescribed matters by notification. This provides
greater flexibility in updating such limits in accordance with changing economic conditions.

(ii) Rationalisation of Certain Procedural Provisions: The Finance Act, 2026 rationalises
certain procedural provisions relating to assessment, notices, filing requirements and tax
administration to ensure greater efficiency, transparency and ease of compliance.

(iii) Consequential Amendments: The Finance Act, 2026 also makes various consequential
amendments to ensure consistency among different provisions of the Income-tax Act and to
facilitate the smooth implementation of the amendments introduced by the Finance Act, 2026.





The tax liability of a person in India depends upon his residential status during the relevant previous year.
A resident and ordinarily resident person is generally taxable in India on income earned in India as well as
income earned outside India. However, a non-resident is taxable only in respect of income received or
deemed to be received in India and income which accrues, arises or is deemed to accrue or arise in India.
Therefore, income earned and received outside India by a non-resident is generally not taxable in India.

WHO IS A NON-RESIDENT?
A person is treated as a non-resident in India if he does not satisfy any of the conditions prescribed
for being treated as a resident during the relevant previous year. Residential status is determined
separately for each previous year. Therefore, a person may be resident in one previous year and
non-resident in another previous year. Residential status is different from citizenship or nationality.
An Indian citizen may be treated as a non-resident for income-tax purposes, whereas a foreign
citizen may be treated as a resident in India if the prescribed conditions are satisfied.

HOW TO DETERMINE RESIDENTIAL STATUS OF NON-RESIDENT?
Residential status of an individual is determined on the basis of the number of days an individual has
physically stayed in India. Residential status has nothing to do with the nationality or domicile of an
individual. It may also happen that an Indian, who is citizen of India, may be a non-resident for
Income Tax purposes in a particular year and an American citizen may be resident in India for
Income Tax purposes in a particular year.

TYPES OF NON-RESIDENTS
Non-residents may broadly include the following:

• Non-resident individuals, including Non-resident Indians;
• Non-resident Hindu Undivided Families;
• Foreign companies;
• Non-resident firms;
• Associations of persons and other non-resident entities.

A Non-resident Indian, for the purpose of the special provisions relating to investment income,
means an individual who is a citizen of India or a person of Indian origin and who is not resident in
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India. A person is regarded as being of Indian origin if he, either of his parents or any of his grandparents
was born in undivided India.

SCOPE OF TOTAL INCOME OF A NON-RESIDENT
The total income of a non-resident includes only the following incomes:

1. Income received or deemed to be received in India during the relevant previous year; and
2. Income which accrues, arises or is deemed to accrue or arise in India during the relevant

previous year.

Income which accrues or arises outside India and is also received outside India is generally not
taxable in India in the hands of a non-resident. Merely transferring such foreign income to India at a
later date does not ordinarily make it taxable again in India.

INCOME TAXABLE IN INDIA IN THE HANDS OF A NON-RESIDENT
The following incomes may generally be taxable in India in the hands of a non-resident:

• Salary received in India;
• Salary for services rendered in India;
• Salary payable by the Government of India to an Indian citizen for services rendered outside

India;
• Income from a business connection in India;
• Income from any property, asset or source of income situated in India;
• Rental income from house property situated in India;
• Capital gains arising from the transfer of a capital asset situated in India;
• Interest on taxable bank deposits and other investments in India;
• Dividend received from an Indian company;
• Royalty and fees for technical services payable by the Government, an Indian concern or any

other specified person;
• Income arising from the transfer of shares or interest in a foreign entity which derives substantial

value from assets situated in India.

INTEREST ON NRE AND NRO ACCOUNTS
Interest earned on an NRO account is generally taxable in India. However, interest on an eligible
NRE account is exempt from tax where the prescribed conditions are satisfied.

SPECIAL PROVISIONS RELATING TO
INVESTMENT INCOME OF NON-RESIDENT INDIANS
Special provisions are available to a Non-resident Indian in respect of investment income and long-
term capital gains arising from specified foreign exchange assets acquired or purchased in convertible
foreign exchange.

These provisions apply only to a Non-resident Indian and not to every non-resident person.

MEANING OF FOREIGN EXCHANGE ASSET
A foreign exchange asset means a specified asset acquired, purchased or subscribed to by a Non-
resident Indian in convertible foreign exchange.

xl Income Tax for Non-resident: Taxable Income & Deduction



xli

SPECIFIED ASSETS
The following assets are treated as specified assets:

• Shares in an Indian company;
• Debentures issued by an Indian company which is not a private company;
• Deposits with an Indian company which is not a private company;
• Securities of the Central Government; and
• Any other asset notified by the Central Government.

TAX RATES ON INVESTMENT INCOME
The tax rates applicable to specified income of a Non-resident Indian are as follows:

Nature of Income Rate of Tax
Investment income from a foreign exchange asset 20%
Long-term capital gains from a specified foreign
exchange asset transferred on or after 23rd July, 2024 12.5%

The above rates are subject to the applicable surcharge and Health and Education Cess.

COMPUTATION OF INVESTMENT INCOME
While computing investment income from a foreign exchange asset, no deduction is allowed in
respect of any expenditure or allowance incurred for earning such income. Where the gross total
income of a Non-resident Indian consists only of investment income or long-term capital gains covered
by these special provisions, deductions under Chapter VI-A are not allowed from such income.

EXEMPTION FROM FILING RETURN OF INCOME
A Non-resident Indian is not required to furnish a return of income where:

• his total income consists only of investment income, long-term capital gains arising from specified
foreign exchange assets, or both; and

• tax deductible at source has been deducted from such income.
If any other taxable income is earned or the prescribed tax has not been deducted, the return-

filing exemption is not available.

DEDUCTIONS AVAILABLE TO A NON-RESIDENT INDIVIDUAL
A non-resident individual may claim certain deductions under Chapter VI-A where he opts for the
old tax regime and satisfies the prescribed conditions. Under the new tax regime, most deductions
under Chapter VI-A are not available, except those specifically permitted.

The important deductions are as follows:

Section Nature of Deduction Availability to
Non-resident

80C Life insurance premium, tuition fees, principal repay- Available, subject to
ment of housing loan, ULIP, ELSS and eligible conditions
 investment in NSC

80CCD(1B) Additional contribution to the National Pension System Available under the old tax
regime, subject to conditions
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80D Medical insurance premium and preventive health Available, subject to
check-up conditions

80E Interest paid on loan taken for higher education Available
80G Donations made to specified funds and institutions Available, subject to

conditions
80GG Rent paid where House Rent Allowance is not Available, subject to

received conditions
80TTA Interest on savings bank accounts, up to ` 10,000 Available to an eligible

individual other than a
senior citizen

80DD Maintenance and medical treatment of a Not available, as it
dependent person with disability applies only to a resident

individual or resident HUF
80DDB Medical treatment of specified diseases Not available, as it

applies only to a resident
individual or resident HUF

80TTB Interest on deposits of a senior citizen Not available, as it
applies only to a resident
senior citizen

80U Deduction to an individual suffering from disability Not available, as it
applies only to a resident
individual

Sections 80DD, 80DDB and 80U specifically require the assessee to be resident in India. Section
80TTB is also restricted to a resident senior citizen.

IMPORTANT POINTS RELATING TO SECTION 80C
A non-resident individual may claim deduction under Section 80C in respect of eligible payments and
investments, such as:

• Life insurance premium;
• Tuition fees paid for full-time education of children in India;
• Principal repayment of an eligible housing loan;
• Investment in Equity Linked Saving Scheme;
• Investment in Unit Linked Insurance Plan; and
• Investment in National Savings Certificate, subject to the applicable eligibility rules.
An NRI is generally not permitted to open a new Public Provident Fund account after becoming

a non-resident. However, an existing account opened while he was resident may be dealt with
according to the applicable scheme rules.

INCOME-TAX RATES FOR NON-RESIDENT INDIVIDUALS
A non-resident individual is not entitled to a higher basic exemption limit merely because he is a
senior citizen or super senior citizen. Under the old tax regime, the same slab rates apply irrespective
of his age.

Section Nature of Deduction Availability to
Non-resident
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A. New Tax Regime – Assessment Year 2026-27

Total Income Rate of Tax
Up to ̀  4,00,000 Nil
` 4,00,001 to ̀  8,00,000 5%
` 8,00,001 to ̀  12,00,000 10%
` 12,00,001 to ̀  16,00,000 15%
` 16,00,001 to ̀  20,00,000 20%
` 20,00,001 to ̀  24,00,000 25%
Above ̀  24,00,000 30%

B. Old Tax Regime – Assessment Year 2026-27

Total Income Rate of Tax
Up to ̀  2,50,000 Nil
` 2,50,001 to ̀  5,00,000 5%
` 5,00,001 to ̀  10,00,000 20%
Above ̀  10,00,000 30%

The above slab rates apply to income taxable at normal rates. Certain incomes, such as specified
capital gains, dividends, interest, royalty, fees for technical services and income from specified
investments, may be taxable at special rates. The official tax slabs for non-resident individuals for
A.Y. 2026-27 provide a basic exemption limit of ` 4,00,000 under the new regime and ` 2,50,000
under the old regime.

SURCHARGE AND HEALTH AND EDUCATION CESS
Surcharge is levied where the total income exceeds the prescribed limits. Health and Education Cess
is levied at the rate of 4% on the amount of income-tax and surcharge.

REBATE UNDER SECTION 87A
A non-resident individual is not entitled to rebate under Section 87A, even where his total
income does not exceed the prescribed limit. The rebate is available only to an individual who is
resident in India.

BENEFIT OF BASIC EXEMPTION LIMIT
A non-resident individual is entitled to the basic exemption limit in respect of income taxable at
normal slab rates. However, the unutilised portion of the basic exemption limit cannot ordinarily be
adjusted against specified capital gains taxable at special rates in the same manner as it may be
adjusted by a resident individual or Hindu Undivided Family. Therefore, income taxable at special
rates must be considered separately while computing the tax liability of a non-resident.

WHEN IS A NON-RESIDENT REQUIRED TO
FILE A RETURN OF INCOME?
A non-resident individual is generally required to furnish a return of income in India where his total
income, computed before allowing specified deductions and exemptions, exceeds the maximum amount
not chargeable to tax under the applicable tax regime.
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Accordingly, the relevant basic exemption limit for A.Y. 2026–27 is:
Tax Regime Basic Exemption Limit
New Tax Regime ` 4,00,000
Old Tax Regime ` 2,50,000

A non-resident may also be required to furnish a return of income in the following circumstances:
• Where he has taxable income in India exceeding the applicable basic exemption limit;
• Where he wishes to claim a refund of tax deducted at source;
• Where he wants to carry forward an eligible loss;
• Where he has income taxable at a special rate and return filing is required;
• Where he is required to furnish a return under any other prescribed condition.

A Non-resident Indian whose total income consists only of specified investment income, long-
term capital gains from specified foreign exchange assets, or both, is not required to file a return
where the full amount of tax deductible at source has been deducted.

DOUBLE TAXATION RELIEF
Where the same income is taxable both in India and in another country, a non-resident may claim
relief under the relevant Double Taxation Avoidance Agreement entered into between India and that
country. Where the provisions of the Double Taxation Avoidance Agreement are more beneficial
than the provisions of the Income-tax Act, the assessee may apply the more beneficial provisions,
subject to fulfilment of the prescribed conditions and furnishing of the required documents, including
a Tax Residency Certificate.
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