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Chapter 1: Basics, Tax Rates AY. 25-26 & Alternate Taxation Regime

Basics, Tax Rates AY 25-26& ~
Alternate Taxation Regime

XYZ Ltd. took over the running business of a sole-proprietor by a sale deed. As per the sale deed,
XYZ Ltd. undertook to pay overriding charges of ¥ 15,000 p.a. to the wife of the sole-proprietor in
addition to the sale consideration. The sale deed also specifically mentioned that the amount was
charged on the net profits of XYZ Ltd., who had accepted that obligation as a condition of purchase
of the going concern. Is the payment of overriding charges by XYZ Ltd. to the wife of the sole -
proprietor in the nature of diversion of income or application of income? Discuss.

Answer

This issue came up for consideration before the Allahabad High Court in Jit & Pal X-Rays (P.) Ltd. v CIT
(2004) (All). The Allahabad High Court observed that the overriding charge which had been created in favour
of the wife of the sole-proprietor was an integral part of the sale deed by which the going concern was
transferred to the assessee. The obligation, therefore, was attached to the very source of income i.e., the going
concern transferred to the assessee by the sale deed. The sale deed also specifically mentioned that the
amount in question was charged on the net profits of the assessee-company and the assessee-company had

accepted that obligation as a condition of purchase of the going concern. Hence, it is clearly a case of
diversion of income by an overriding charge and not a mere application of income.

Question 2 [Diversion of Income - SM Q.]

MKG Agency is a partnership firm consisting of Mr. Mohan and his three major sons. The
partnership deed provided that after the death of Mr. Mohan, the business shall be continued by the
sons, subject to the condition that the firm shall pay 20% of the profits to their mother, Lakshmi. Mr.
Mohan died in March, 2024. In the previous year 2024-25, the reconstituted firm paid ¥ 1 lakh
(equivalent to 20% of the profits) to Lakshmi and claimed the amount as deduction from its income.
Examine the correctness of the claim of the firm. .

Answer

The issue raised in the problem is based on the concept of diversion of income by overriding title, which is
well recognised in the income-tax law. In the instant case, the amount of ¥ 1 lakh, being 20% of profits of the
firm, paid to Lakshmi gets diverted at source by the charge created in her favour as per the terms of the
partnership deed. Such income does not reach the assessee-firm. Rather, such income stands diverted to the
other person as such other person has a better title on such income than the title of the assessee. The firm
might have received the said amount but it so received for and on behalf of Lakshmi, who possesses the
overriding title. Therefore, the amount paid to Lakshmi should be excluded from the income of the firm. This
view has been confirmed in CIT v Nariman B. Bharucha & Sons (1981) (Bom).
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Chapter 1: Basics, Tax Rates AY 25-26 & Alternate Taxation Regime
Questiori 3 [Application of Income -SM]

Mr. Bhargava, a leading advocate on corporate law, decided to reduce h-is practice and to accept
briefs only for paying his taxes and making charities with the fees received on such briefs. |In g
particular case, he agreed to appear to defend one company in the Supreme Court on the condition
that he would be provided with ¥ 5 lakhs for a public charitable trust that he would create. He
defended the company and was paid the sum by the company. He created a Frust of that sum by
executing a trust deed. Decide whether the amount received by Mr. Bhargava is assessable in his
hands as income from profession.

BHS\VQK

In the instant case, the trust was created by Mr. Bhargava himself out of his professional income. The client
did not create the trust. The client did not impose any obligation in the nature of a trust binding on Mr.,
Bhargava. Thus, there is no diversion of the money to the trust before it became professional income in the
hands of Mr. Bhargava. This case is one of application of professional income and not of diversion of income
by overriding title. Therefore, the amount received by Mr. Bhargava is chargeable to tax under the head
“Profits and gains of business or profession”.

Question 4 [115BAC - Handmade]

Mr Devam (32 years) is a salaried employee, employed by BB Pvt Ltd. as tax advisor. His income
and tax incentives for the previous year 2024-25 are as follows —

Particulars - N ' sl
Basic Salary 40,00,000
House rent allowance [Z60,000 is exempted u/s 10(13A)] 90,000
Leave travel concession (LTC) [¥1,80,000 is exempt u/s 10(5)] 1,95,000
New Pension Scheme contribution (NPS) by BB Pvt. Ltd. (12% of basic salary) 4,80,000
Payment of professional tax by Devam 2,000
Income from Property A (self-occupied) (-) 1,05,000
Income from Property B (let out) 60,000
Income from Property C (let out) (-) 80,000
Savings bank A/c interest received by minor son of Devam 800
Savings bank Alc interest received by minor daughter of Devam 2,000
Interest on saving bank account of Devam 28,000
Interest on public provident fund credited on March 31, 2025 55,000
Deduction under section 80D, 80E, 80EEA and 80EEB and 80G 2,81,000
NPS contribution by Devam 4,00,000
PPF contribution by Devam 20,000

Devam wants to know whether he should opt default taxation regime u/s 115BAC or opt out from
default taxation regime u/s 115BAC from the AY 2025-26.
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Chapter 1: Basics, Tax Rates AY 25-26 & Alternate Taxation Regime

e
Answer

Myr. Devam PY 24-25 AY 25-26

Computation of Total Income & Tax Liability

"CABhanwarBorana

Particular Normal Provisions Section 115SBAC
4 4 £4 (4
Basic Salary 40,00,000 40,00,000
HRA 90,000 90,000
Less: Exempt u/s 10(13A) 60,000 30,000 N/A 90,000
LTC 1,95,000 1,95,000
Less: Exempt u/s 10(5) 1,80,000 15,000 N/A 1,95,000
NPS contribution by BB Pvt. Ltd. 4,80,000 4,830,000
Gross Salary 45,25,000 47,65,000
Deduction u/s 16
(1) Professional Tax (2,000) N/A
(i) Standard Deducti.on (50,000) (75,000)
Net Salary 44,73,000 46,90,000
Income from House Property
Self-Occupied Property — A (1,05,000) N/A
Let-out Property- B 60,000
Let-out Property- C (80,000) (20,000)| (20,000)| Set-off not
allowed so
carry/
forward
43,48,000 46,90,000
Income from other sources
SB Interest of Minor Son 800 800
Less: Exempt u/s 10(32) 800 - N/A 800
SB Interest of Minor Daughter 2000 2,000
Less: Exempt u/s 10(32) 1500 500 N/A 2,000
SB Interest of Devam 28,000 28,000
Interest on PPF 55,000 55,000
Less: Exempt u/s 10(11) 55,000 - 55,000 -
Gross Total Income 43,76,500 47,20,800
Less: Deductions u/c VI-A
Sec. 80C: PPF 20,000 N/A
Sec. 80CCD(1) EE cont. to NPS 3,50,000 N/A
3,70,000
G,
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Particular Normal Provisions Section 115BAC |
7 4 4 3
Sec. SOCCE Max. deduction u/s 1,50,000 1,50,000
80C+80CCC+80CCD(1) is 1,50,000
See. 80CCD(1B) EE cont. to NPS 50,000 N/A
Scc. 80CCD(2) ER cont. to NPS
(1) ER Cont. 4,80,000 4,00,000 4,80,000
(i) *10% of Salary 4,00,000 (14% in case of
115BAC)
Lower of above
2,81,000 N/A
Sec. 80D, SOE, 80EEA, 80EEB, 80G
10,000 N/A
Sec. SOTTA Interest on SB A/c
Total Income/Net Taxable Income 34,85,500 42,40,800
Computation of Tax Liability
Tax as per Normal Provisions ’ Tax as per section 115BAC
Particular Rate| Tax Amount Particular Rate Tax
: Amount
Upto 2,50,000 Nil -| Upto 3,00,000 Nil -
>2,50,000 upto 5,00,000 5% 12,500 | > 3,00,000 upto 7,00,000 5% 20,000
> 5,00,000 upto 10,00,000 20% 1,00,000 (> 7,00,000 upto 10,00,000 10% 30,000
>10,00,000 upto 34,85,500 30% 7,45,650 (> 10,00,000 upto 12,00,000 15% 30,000
8,58,150(> 12,00,000 upto 15,00,000 20% 60,000
Add: HEC @4% 34,326 |> 15,00,000 upto 42,40,800 30% 8,22,240
Net Tax Payable 8,92,476 9,62,240
Add: HEC @ 4% 38,490
Net Tax Payable 10,00,730

Conclusion: Since in the present question tax as per normal provision is lower so Mr. Devam should opt ot
from default taxation regime u/s 115BAC for AY 25-26.

Question 5

[115BAB - Handmade]

BB Ltd is incorporated on October 20, 2023 to commence manufacture of Bikes in Rajasthan.
Manufacturing activity is started on December 10, 2023. For the year ending March 31, 2025,
income of BB Ltd. is as follows —

Particulars z
Income from manufacturing of Bikes (computed as per provisions of 115BAB) 60,45,000
Eank FD interest ‘ :3,00,000]
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Short-term capital gain on transfer of land (Computed)
Short-term capital gain on transfer of a Depreciable Assets (Computed)

Rental Income from Commercial Property

18,00, 000
2,00,000
7,00,000

BB Itd has donated ¥ 50,000 to a political party. BB Ltd. has opted for lower tax regime of section
115BAB. Necessary option uploaded at the time of submission of first income-tax return. Find out

the tax liability of BB Itd.

;AIISWCI'

Computation of Total Income PY 24-25 AY 25-26
Particular R 1 R
Income from House Property
Rental Income from Commercial Property 7,00,000
Deduction u/s 24 N/A 7,00,000
Profit & Gain from Business or Profession
Income from Manufacturing Activities 60,45,000
Capital Gain
STCG on Land 18,00,000
STCG on Depreciable Assets 2,00,000
Income from other sources
Interest on Bank FD 3,00,000

Gross Total Income 90,45,000
Deduction u/s 80GGB: Donation to Political Party N/A
Total Income(NTI) 90,45,000
Computation of Tax Liability

Particular Income | Tax Rate 3
(i) Tax on House Property Income 7,00,000 22%| 1,54,000
(ii) Tax on Interest on FD 3,00,000 22% 66,000
(iii) STCG on Land 18,00,000 22%|  3,96,000
(iv) Tax on Balance Income 62,45,000 15%| 9,36,750
Total 90,45,000 15,52,750
Add: Surcharge @ 10% 1,55,275
17,08,025
Add: HEC @ 4% 68,321
Net Taxable Payable 17,76.346
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Question 6

Devam Ltd., a manufacturing company, is engaged in

[115BAB — Q opted from Dec. 21 Exams and included other adjustments]
the manufacturing of leather products since

01-11-2022 in the State of Tamil Nadu. As per Statement of Profit and Loss for the year ended 31st
March, 2025, the company showed profit of ¥ 1,20,00,000 after debiting or crediting the following

items:

(i)

(ii)

(iii)
(iv)

(vi)

(vii)

(viii)

(x)

(xi)

(xii)

(xiii)

(xiv)

(xv)

s TR
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year were ¥ 55 lakhs and ¥ 54 lakhs respectively.

The opening and closing stock for the
and Closing stock was undervalued by 10%.

Opening stock was overvalued by 10%
Devam Ltd. paid ¥ 10 Lakhs in foreign currency as sales commission during the year without
deducting tax at source to Mr. John, a citizen of U.S.A and non-resident, for procuring
orders from outside India.

¥ 45,000 paid in cash to Mr. Raj employee of the company at the time of his retirement.

Profit on sale of 2000 shares of M/s. VKL LTD, a listed company % 3,50,000. These shares
were sold on 7-10-2024 for ¥ 250 per share. The highest price of VKL LTD. quoted on the
stock exchange as on 31-01-2018 was % 175 per share. The said shares were received as
gift from 100% holding company & such company acquired for ¥ 75 per share on
10.06.2016. STT paid both at the time of purchase and sale of shares.

STCG derived from transfer of a Capital asset on which no depreciation is allowable under
the Act % 75,000.
Profit of Z 6 lakhs on sale of plot of land on 24-07-2024 to XYZ LTD, a domestic company,

the entire shares of which are held by the assessee company. The plot was acquired by
Devam Ltd. on 30-09-2023. '

Credits to statement of Profit and Loss Account include dividend of ¥ 50,000 received on
September 6, 2024 from a domestic company.

% 20,000 paid for expenses in connection with the inauguration of a new branch opened for
expanding the business.

% 20,000 paid as penalty to Government for company's failure in performance of a contract
within stipulated time. There was delay of 4 months and according to the agreement, the

company had to pay a penalty of ¥ 5,000 per month to the Government.
An amount of ¥ 5 lakhs was paid to the manager of the company under Voluntary
Retirement Scheme.

Interest of ¥ 75,000 paid by bank remittance, on deposits made by non-resident buyers of
goods manufactured by the company. The said payments were made outside India without
deduction of tax.

Marked to market loss amounting to ¥ 6,00,000 in respect of an unsettled derivative
contract. The contract was settled in May, 2025 with a gain of ¥ 1,00,000.

Contribution of  2,50,000 to a scientific laboratory functioning at the national level with a
specific direction for use of the amount for scientific research programme approved by the

prescribed authority.

Rent of ¥ 60,000 p.m. received from letting out a part of its office premises. Municipal tax
paid in respect of the said part of the building is ¥ 8,000. The same has been debited to
statement of profit and loss.

Depreciation on tangible fixed assets as per books of account ¥ 2,20,000.
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Additional information:
(1) Depreciation on tangible fixed assets as per Income-tax Rules ¥ 2,60,000.

2024, new machinery for ¥ 20,00,000 and put the same to

(2) Company has acquired on 15.11
n on such machinery is not included in point (1) above.

use on the same date. Deprecialio

(3) During the year F.Y. 2024-25, the company has employed 56 additional employees. All
these employees contribute to a recognized provident fund. 39 out of 56 employees joined
on 1-6-2024 on a salary of ¥ 15,000 per month, 14 joined on 1-7-2024 on a salary of X
45,700 per month, and 3 joined on 1-11-2024 on a salary of ¥ 22,000 per month. The
salaries of 9 employees who joined on 1-6-2024 are being settled by bearer cheques every
month. Audit under section 44AB has been done before the due date.

h bank % 1.20,000 to National Fund for Rural Development.

(4) The company has paid throug
f tax and exemption from MAT u/s 115BAB for

(5) The Company opted for concessional rate o
Assessment year 2025-26.

Compute the total income and tax payable for the Assessment Year 2025-26
reasons for treatment of each item.

clearly stating the

Answer
Computation of Total Income of Devam Ltd. for the A.Y. 2025-26 under section 115BAB
Particulars Amount (in )
1 |Income from house property 7,20,000
Rental income [T 60,000 x 12]
[No deduction is allowable in respect of such income, since the
company has opted for concessional regime under section 115BAB.
Hence, deduction for municipal taxes paid and deduction@30% of net
annual value is not allowable]
II |Profits and gains of business and profession
Net profit as per Statement of profit and loss 1,20,00,000
Add: Overvaluation of opening stock [ 55,00,000 x 10/110] 5,00,000
Undervaluation of closing stock [T 54,00,000 x 10/90] 6,00,000
Add- Ttems debited but to be considered separately or to be
disallowed
(1) Sales commission to Mr. John, a non-resident, for procuring Nil
orders from outside India
[The commission paid to Mr. John, non-resident agent, for services
rendered outside India is not chargeable to tax in India. His
commission is paid in foreign currency directly to him and is,
therefore, not received by him or on his behalf in India. Since
commission income for procuring orders by non- resident who
remains outside India is not subject to tax in India, disallowance under
section 40(a)(i) is not attracted in respect of payment of commission to
such non-resident outside India even though tax has not been deducted
at source.]
(2) Payment to Mr. Raj, an employee, on his retirement Nil

W CA Bhanwar Borana
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Particulars -

[Scction 40A(3) provides for disallowanee 100% of the CKI‘C"‘lf"”“("
incurred exceeding T 10,000 otherwise than by an uccount p,'l.yb ,
cheque drawn on a bank or an account paycc pank draft or IH’(, (.r
electronic clearing system through a bank account or through -HI(,‘I
other clectronic mode as may be prcscrihcd. ll(:chcrj_ |!l )
disallowance under section 40A(3) is Lo be made as the amount p.m' I“Z,
Mr. Raj is on his retirement since such sum payable docs not exeeet

50,000. This exception is provided in Rule 6DD]

(3) Expenses in connection with inauguration of a new branch for
expanding business

. . . . anch for
[Expenses in connection with inauguration of a new br‘anch“ is
expanding business is allowable as revenue expenditurc ;m“ oy 8
incurred wholly or exclusively for business purpose. Since the Sam=

already debited in statement of profit and loss, no further adjustment 15
required]

(4) Penalty to Government for failure in performance of 2
contract

[The penalty of ¥ 20,000 paid for non-fulfilment of a contract within
stipulated time is not for the breach of law but was paid for bre?Ch ({f
contractual obligations and therefore. is an allowable expense- Since it
is already debited in statement of profit and loss, no further adjustment
1s required]

'_iﬂm!‘"' (TR

-
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(5) Voluntary Retirement Scheme expenditure ‘

[Only 1/5th of expendiure on voluntary retirement scheme

of expenditure is debited to statement of profit and loss, 4/5th has
be added back [ 3.00.000 x /3].

400,000

\
]

(6) Interest paid to non-resident buyers of goods. on deposits made

45 \
allowable over a period of five years w's 35DDA. Since whole amount \
to
|
x
by them \«

75,000

[Interest paid  non-resident buver of goods. on d=posits mede by ';
|them is deemed to 2ocrve oF Erise I India since spch interest 1S pead |
| by the company. 2 resident. which vsed soch dzposti for the purpose of |
| business carriad on by it in Indiz. Thos, sech im=rest 15 chergeeble to
tax in Indis snd Devem Ded. 1s required w &aGnot X 21 SOIDCE 00 SDeh
linterest. Dissllow=noe@100% of mesrest pad 5 zumactad woder
| soction SaXik siooe ex kes not besn dsdnoesd 21 spores therefrom |

oo

|(7) Salary paid o employess throngh bearer chegues

[Salery paid throwsh bemer chagoss (5 explogess x X 15,000

- x 10
months) will srmee Sxellowerse s L04(3) aod hanees, the == T
o be a333ad back] [See Nore 3t the end of the suburipn]
() Marked to markes hesses & 00, 1N
TAs per JODS L mriea? o et lossss exrmn B ranno—ie=d il
RS R \h--ﬂ_&t_.ﬁk-_ \ 1 K __._"_'\;—r'—vjr:..; T S
e recormace of sach hass s m ansardmns wirh the prosisioms of o
other ICDS. Simee sorhh losses huve bemn debhimed w e smnemmey of

profit amd o, thew heve 1 be wdidiad bk fr correrme Sespmess

————
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Particulars TR
income] Amount (in )
(9) Contribution to National Laboratory 2.50.000
A ar ' . . 3V
[logﬁ,ciisgﬁtclggfiﬁm}) donation to National Laboratory eligible for
ac when assessee opted i c
deductionnotallowed] pted section 115BAB then this
(10) Municipal Taxes paid [Not allowed in PGBP] 8,000
(;:]) Depreciation on tangible fixed assets 2.20,000
e[zcczusingug't of ¥ 2.20 lakh, being depreciation as per books of
, debited to statement of profit and loss has to be added back]
Less: Depreciation u/s 32
Tangible fixed assets
P Y .
lant & Machinery 2.60,000
Particulars : ; Sl Ambunt (i.h z)
-'Normal Depreciation (¥ 20,00,000 x 7.5%, 1,50,000
since put to use for less than 180 days during the P.Y. 24-25)
- Additional depreciation [not allowable since company is opting fo
section 115BAB] FAOp S EPRAERE (4,10,000)|  35,93,000
1,55,93,000
Less: Items credited but chargeable to tax under another
head/expenses allowed but not debited
1. Profit on sale of shares of M/s VKL Ltd. 3,50,000
[Capital Gain arising on sale of shares of VKL Ltd. is taxable under
the head “Capital Gains”. Since the profit on sale of shares has been
credited to the statement of profit and loss, the same has to be
deducted while computing business income]
2. Short term capital gain on sale of capital asset on which no 75,000
depreciation is allowable
[Short term capital gain arising on sale of capital asset is taxable under
the head “Capital Gains”.
Since such STCG has been credited to the statement of profit and loss,
the same has to be deducted while computing business income]
3. Profit on sale of plot of land to 100% subsidiary 6,00,000
[Taxability or otherwise to be considered under the head “Capital
Gains". Since such profit has been credited to the statement of profit
and loss, the same has to be deducted while computing business
income]
4. Dividend received from domestic company 50,000
[Dividend income from domestic foreign company is taxable under
the head “Income from other sources”. Since the said dividend has
been credited to the statement of profit and loss, the same has to be

deducted while computing business income]
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Amount (in %)

Particulars T el ) I
1,20,000

5. Contribution to National Fund for Rural Development

a National Fund for Rural Development,

section 35CCA while computing
¢ in case of an asscssee

[In respect of payment to
deduction is allowable under
business income. This deduction is permissibl
opting for section 115BAB also]

6. Rental income from letting out of office premises
art of the office premiscs is taxable 7,20,000 19,15,000

_ Therefore, it has to be dedugted
me has been credited

(Rental income from letting out a p
undcr “Income from house property”
while calculating business income, since the inco

to statement of profit and loss)‘///
Profit & Gains from Business OM _u_l 36 78;000

Amount (in %)

Particulars

II |Capital Gains
1. Long term capital gain on séle of shares of M/s. VKL Ltd.

[Since shares were held for more than 12 months]
5,00,000

[Full value of consideration (2,000 x ¥ 250)]
3.50,000

Less: Cost of acquisition - Higher of (i) and (ii)
(i) Actual cost of acquisition (2,000 x Z75) ¥ 1,50,000

(i) T 3,50,000, being lower of fair market value as on 31.1.2018
(e, X 3,50,000, being 2,000 x 175) and sale consideration

(i.e., ¥ 5,00,000)
2. Short term capital gain o
depreciation is allowable
3. Profit on sale of plot of land to 100% subsidiary
[Short-term capital gains arise on sale of plot of land held for less than
24 months. However, in this case, since the transfer is to a 100%

subsidiary company and the subsidiary company is an Indian
the same would not constitute a transfer for levy of capital 2,25,000

1,50,000

n sale of capital asset on which no
75,000

Nil

company,
gains tax due to section 47]

EE——

Il |Income from Other Sources
. :

Dividend income from domestic company ——""55‘,555
[50,000/90 x 100]

I
Gross Total Income 146,75, 555
Deduction u/s 80JJAA
[See Working Note below] 124.49,000
Total Income 1‘32,20‘555

1,32,29,560

Total Income (Rounded Off)
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Computation of tax payable by Devam Litd. for the A.Y. 2025-26 under section 115SBAB

Particulars 3 <

Tax on long-term capital gains in excess of T 1.25 lakh @12.5% u/s 112A [X 3,125

25,000 x 12.5%]

Tax on short term capital gain of ¥ 75,000 derived from transfer of a capital asset 16,500

on which no depreciation is allowable @22%

Tax on House Property income of ¥ 7,20,000 @22% 1,58,400

Tax on dividend income of ¥ 55,555 @22% 12,222

Tax on business income@15% of ¥ 1,22,29,000 (i.e. 1,36,78,000 — 14,49,000) 18.34,350
20,24,597

Add: Surcharge@10% 2,02.460
22,27,057

Add: Health and education cess@4% 89,082

Tax liability 23,16,139

Less: TDS on dividend income — 5555

Tax payable 23.10,584

Tax payable (Rounded Off) 23,10,580

Working Note - Computation of deduction u/s 80JJAA

No of eligible additional employees [36 (-) 14 = 42] 33

[14 employees who joined on 1.7.2024 do not qualify as “additional employees” since their

monthly emoluments exceed ¥ 25,000. However, 3 employees who joined on 1.11.2024

qualify as additional employees, since they have been employed for more than 150 days

during the P.Y.2024-25.]

Additional employee cost means the total emoluments paid or payable to additional

employees employed during the P.Y.2024-25. However, the additional employee cost in

respect of 9 employees who joined on 1.6.2024, whose salary is paid by bearer cheques

would be Nil.

Additional employee cost ¥ 48,30,000

[T 15,000 x 30 employees (39 - 9) x 10 months] + [T 22,000 x 3 employees X 5 months] =

45,00,000 + ¥ 3,30,000

Eligible deduction = 30% of ¥ 48,30,000 % 14,49,000

Note — Since it is logical to assume that remuneration paid to employees has been debited to statement of
profit and loss, consequently, disallowance would be attracted in respect of remuneration paid to 9
employees by bearer cheque every month. Accordingly, X 13,50,000, being salary paid to 9 employees during
the P.Y.2024-25 has been added back while computing profits and gains of business or profession.

If a view is taken that the details of remuneration paid to employees, given by way of “Additional
Information”, are only for the purpose of computation of deduction under section 80JJAA, then, the
computation of income under the head “Profits and gains of business and profession” would be without
providing for disallowance under section 40A(3) in respect of payment to employees by bearer cheque.
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Question 7
Mr. Dheeraj, aged 48 years, a resident Indian has furnished the following particulars for the ye,,
ended 31.03.2025;

as let out first floor for residentiy

(i) He occupies ground floor of his residential building and h
) I taxes of ¥ 30,000 for the currap,

use at an annual rent of ¥ 3,34,000. He has paid municipa
financial year. Both these floors are of equal size.

(i) As per interest certificate from ICICI bank, he paid ¥ 1,80,000 as interest and ¥ 95 g
towards principal repayment of housing loan borrowed for the above residential building

the year 2015.

(ii)) He owns an industrial undertaking established in a SEZ and which had commenceq
operation during the financial year 2020-21. Total turnover of the undertaking was ¥ 4qg
lakhs, which includes % 120 lakhs from export turnover. This industrial unqer.takmg fulfills |
the conditions of section 10AA of the Income-tax Act, 1961. Profit from this industry is 7 45

lakhs.
(iv) He employed 20 new employees for the said industrial undertaking during the previous yezr

2024-25. Out of 20 employees, 12 were employed on 1st May 2024 on monthly emoluments
of % 18,000 and remaining were employed on 1st August 2024 on monthly emoluments of
% 12,000. All these employees participate in recognised provident fund and they are paid

their emoluments directly to their bank accounts.
(v) He earned % 30,000 and % 45,000 as interest on saving bank deposits and fixed deposits

respectively.
(vi) He also sold his vacant land on 01.06.2024 for ¥ 13 lakhs. The stamp duty value of land at

the time of transfer was ¥ 14 lakhs. The FMV of the land as on 1st April, 2001-was ¥ 4.8
lakhs and Stamp duty value on the said date was ¥ 3.4 lakhs. This land was acquired by him
on 15.9.1997 for ¥ 2.80 lakhs. He had incurred registration expenses of ¥ 12,000 at that

time.
The cost of inflation index for the financial year 2024-25 and 2001-02 are 363 and 100

respectively.
(vii) He paid insurance premium of ¥ 49,000 towards life insurance policy of his son, who is not

dependent on him.
You are requested to compute his total income and tax liability of Mr. Dheeraj for the Assessment

Year 2025-26, in the manner so that he can make maximum tax savings.

Answer
Computation of total income of Mr. Dheeraj for A.Y. 2025-26 as per Normal Provisions
Particulars o 4 z z
I |Income from house property

Let out portion [First floor]

Gross Annual Value [Rent received is taken as GAV, in the 3.34.000
absence of other information] M

Less: Municipal taxes paid by him in the P.Y. 2024-25

pertaining to let out portion [¥30,000/2]

15,000

Net Annual Value (NAV) 3.19.000
Less: Deduction u/s 24
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Particulars

4

4

4

11

(a) 30% of T 3,19,000
(b) Interest on housing loan [¥ 1,80,000/2]

Sclf-occupiced portion [Ground I'loor]

Annual Value
[No deduction is allowable in respect of municipal taxes paid]

Less: Interest on housing loan

Income from house property [¥ 1,33,300 —% 90,000]
Profits and gains of business or profession

Income from SEZ unit

11

Capital Gains

Long-term capital gains on sale of land (since held for more
than 24 months) '

Full Value of Consideration [Actual consideration of ¥ 13
lakhs, since stamp duty value of ¥ 14 lakhs does not exceed
actual consideration by more than 10%]

Less: Indexed Cost of acquisition [I 3,40,000 x 363/100]

Cost of acquisition

95,700
90,000

1,85,700

1,33,300

Nil

90,000

(90,000)

43,300

45,00,000

13,00,000

12,34,200

65,800

Higher of -
- Actual cost T 2.80 lakhs + T 0.12 lakhs =% 2.92 lakhs and

- Fair Market Value (FMV) as on 1.4.2001 =X 4.8 lakhs but
cannot exceed stamp duty value of < 3.4 lakhs.

Income from Other Sources
Interest on savings bank deposits
Interest on fixed deposits

Gross Total Income

30,000
45,000

75,000
46,84,100

Less: Deduction u/s 10AA

[Since the industrial undertaking is established in SEZ, it is
entitled to deduction u/s 10AA@100% of export profits, since
P.Y.2024-25 being the 5th year of operations]

[Profits of the SEZ x Export Turnover/Total Turnover] x
100% '

[T 45 lakhs x T 120 lakhs/ ¥ 400 lakhs x 100%]
Less: Deduction under Chapter VI-A
Deduction under section 80C

Repayment of principal amount of housing loan

13

95,000

13,50,000

CA Bhanwar Borana
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4 v
Fs Particulars | S5 2 S5 SM R
Insurance premium paid on life insurance policy of son
allowable, even though not dependent on Mr. Dheeraj 49,000 1,44,000
i (
Deduction under section 80JJAA 9,43,200
30% of the employee cost of the new employees employed
during the P.Y. 2024-25 allowable as deduction [30%0f%
31,44,000 [Z 23,76,000 (12 x 18,000 x11) + ¥ 7,68,000 (8 X
12,000 x 8)]
Deduction under section S0TTA
Interest on savings bank account, restricted to ¥ 10,000 10,000
10,97,200
Total income 22,36,900
-————"’__— ——

isions of the Act

Computation of tax liability of Mr. Dheeraj for A.Y.2025-26 under the normal prov

Particulars < <

Tax on total income of ¥ 22,36,900

Tax on LTCG of ¥ 65,800@20% 13,160

Tax on remaining total income of 21,71,100

UptoX 2,50,000 Nil

7 2,50,001 — ¥ 5,00,000[@5% of T 2.50 lakh] 12,500

% 5,00,001 — ¥ 10,00,000[@20% of X 5,00,000] 1,00,000

% 10,00,001 — ¥ 21,71,100[@30% of X 11,71,100] 3,51,330| 4,63,830
4,76,990

Add: Health and education cess@4% 19,080

Total tax liability 4,96,070
4,96,070

Tax liability (rounded off)

Computation of tax liability of Mr. Dheeraj for A.Y.2025-26 under the special provisions of the Act

(Alternate Minimum Tax)

Particulars

Computation of adjusted total income

Total income as per the normal provisions of the Act
Add: Deduction u/s 10AA

Deduction u/s 80JJAA
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AMT@18.5%

Add: HEC@4%

AMT liability

AMT liability (rounded off)

8,38,069

33,523
8,71,592
8,71,590

Since the regular income tax payable is less th
deemed to be the total income and tax would be payable @18.5

an the AMT, the adjusted total income ofR 45,30,100 would be
% plus HEC@4%. The total tax liability

would be Z 8,71,590. In this case, AMT credit of ¥ 3,75,520 (X 8,71,590 — % 4,96,070) can be carried forward.

The computation of total income and tax liability as per default tax regime u/s 115BAC would be as

follows:

Computation of total income of Mr. Dheeraj as per section 115BAC for A.Y. 2025-26

Particulars

4 ¢

Gross Total Income as per regular provisions of the Income-tax Act

Add: Interest on borrowing in respect of self-occupied house property not
allowable as deduction as per section 115BAC

Gross Total Income as per section 115SBAC
Less: Deduction under section 80JJAA

30% of the employee cost of the new employees employed during the P.Y.
2024-25 allowable as deduction [30% of T 31,44,000 [X 23,76,000 (12
x18,000 x 11) +¥ 7,68,000 (8 x 12,000 x 8)]

No deduction under section 10AA or under Chapter VI-A allowable except
u/s 80JJAA

Total income

46,84,100

90,000
47,74,100

9,43,200

9,43,200

38,30,900

Particulars

Computation of tax liability as per section 115SBAC

Tax on total income of ¥ 38,30,900

Tax on LTCG of ¥ 65,800@20%

Tax on remaining total income of ¥ 37,65,100
Upto T 3,00,000

¥ 3,00,001 —% 7,00,000 [@5% of ¥ 4 lakhs]
$7,00,001 —% 10,00,000 [@10% of T 3 lakhs]

¥ 10,00,001 —¥ 12,00,000 [@15% of % 2 lakhs]

¥ 12,00,001 - ¥ 15,00,000 [@20% of 3 lakhs]

? 15,00,001 % 37,65,100 [@30% of T 22,65,100]

15

13,160

Nil
20,000
30,000
30,000
60,000

6,79,530

oo

0
2,690

wn
Co

19,

D
C

oo

[5%]
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Particulars s 33 3;)5;
L_\.Q—k‘-'—kk\7>‘_‘ S X ) i ———— b
Add: Health and education cess@4% 8,65 99g
Total tax liability 866,00
y ] )0
Tax liability (r od of! T liabili B
ity roundedof) R —f—;&; i« Jower than the tax liability as per norp,,
Since tax Tiability as per section 115BAC i.e. T 8,00, Jiability computed as per normal provisions ¢

provisions of ¥ 8,71,590 being higher of AMT liability “n-d lux' y ta
the Income- tax Act, 1961, it is beneficial for Mr. Dheeraj (o def :
Dheeraj opt out from default tax regime then he has to pay AMTo
therefore, would be ¥ 8,71,590. Morcover, Mr. Dheeraj would also
credit of ¥ 3,75,520.

Question 8 ' (115BAD/B0JJAA/BOP =Similar RTP MAY. 23

x as per default tax regime u/s HSBAC, [¢
7 8,71,590. In such case, his tax “?‘bility
be cligible to claim carry forward of Ap

- - following activities:—
ABC Co-operative society is derived following income during PY 24-25 from g ies

(i) Income from house property (Computed) ¥7,50,000
(i) Income from marketing of agricultural produce grown by its members ¥ 4,00,000
(i) Income from collective disposal of labour of its members ¥ 15,00,000
(iv) Income from processing with the aid of power £35,00,000
(V) Income from other business activity ¥ 25,00,000
(Vi) Interest from another co-operative society Z 10,00,000
(vii) Income by way of dividend from another co-operative society: ¥ 5,00,000.
(viii) Income by way of interest on fixed deposits with banks: ¥ 42,00,000

It has employed ten new employees with salary of ¥ 20,000 p.m. on-1.5.2024. Salary is paid by
account payee cheque. It gets its books of accounts audited under section 44AB.

Compute its total income and tax liability for A.Y.2025-26 and advise whether it should opt for the
special provisions under section 115BAD.

Answer

Computation of total income & tax liability of ABC Co-operative Society for A.Y.2025-26
(under the regular provisions of the Act)

Particulars / Z 3

Income from House Property (Computed) 7.50,000

Profits and gains of business or profession

Income from marketing of agricultural produce

4,00,000
Income from collective disposal of labour 15.00.000
Income from processing with the aid of power 35.00.000

Income from other business activity 25.00,000 79,00.000
Income from other sources

Interest and Dividend from another Co.Op. Society 15,00.000

42,00,000 57.00,000
1,43,50,000

Interest on bank fixed deposits

Gross Total Income

Less: Deductions under Chapter VI-A

CA Bhanwar Borana P
16



Chapter 1: Basics, Tax Rates AY 25-26 & Alternate Taxation Regime

Particulars 4 4
—Bczi:cli()ll u/s 8OJAA [30% of 20,000 x 10 employees x 11 months] 6,60,000
Deduction u/s 80P 34,50,000 41,10,000
[ABC Co-opcrative socicty is centitled for deduction under scction 80P,
on the whole of the amount of profits and gains of the activity of
marketing of agricultural produce grown by its members, Collective
disposal of labour & interest/dividend from another co.op. society &
also cligible for 50,000 general deduction for other activities income]
Total Income 1,02.40,000
Tax liability: 1,000
Upto ¥ 10,000 — 10%
< 10,000 — ¥ 20,000 — 20% 2,000
< 20,000 -% 1,02,40,000 — 30% 30,66,000
30,69,000
Add: Surcharge @ 7% as total income more than 1 crore 2.14.830
Marginal Relief — ¥ 46,830 32,83,830
Above amount restricted to Tax on 1 crore + (NTI - 1 Crore) 32.37,000
< 29,97,000 + ¥ 2,40,000 32,37,000
Add: Health and education cess@4% 1,.29,480
Tax liability 33.66.480
Alternate Minimum Tax
Total Income _ ' ' 1,02,40,000
Add: Deduction under section 80JJAA : 6.60.000
Adjusted Total Income 1.09.00.000
Alternate Minimum Tax@15% of ¥ 1,09,00,000 16,35,000
Add: Surcharge @ 7% 1,14.450
17,49,450
Add: Health and education cess@4% 69.978
Alternate Minimum Tax 18.19.428

Since AMT is lower than the tax payable under the regular provisions of the Act, the tax liability of
the co-operative society would be ¥ 33,66,480.

Computation of total income & tax liability of ABC Co-operative Society |
under section 115BAD for A.Y.2025-26

Particulars ? z
Gross Total Income 1,43,50,000
Less: Deductions under Chapter VI-A
Deduction u/s 80JJAA [30% of ¥ 20,000 x 10 employees x 11 months] 6,60,000
Deduction u/s 80P [Not allowable where the cooperative society opts for
section 115BAD)] c 6,60,000
Total Income 1,36,90,000
gl AR CA Bhanwar Borana




