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SYLLABUS
UNIT I : Basic Concepts 10 Hrs 

Important Definition under Income Tax Act 1961 – Assessment, Assessee, Person, Income, 

Assessment year, Previous Year, Gross Total Income, Total Income.

UNIT II: Residential Status and Incidence of Tax   15 Hrs 

Residential Status of individuals – Incidence of Tax – Scope of total income. 

UNIT III: Income Under the Head Salaries  25 Hrs 

Allowances, Perquisites and their valuations- Provident Fund – Treatment of other items included in salary –

Gratuity – Pension – Leave Salary – Profits in lieu of salary – Deductions u/s 16 – Deductions u/s 80C. 

UNIT IV: Income from House Property 15 Hrs 

Meaning of Annual Value – Let out Property, Self Occupied Property – Deductions from annual value –
Computation of Income from House Property under different Circumstances.

UNIT V: Income from Business or Profession 25 Hrs 

Definition – Allowable and not allowable expenses – General Deductions – Specific Disallowances – Deemed profits 
– Provisions relating to depreciation- Compulsory Maintenance of Books of Account – Compulsory Audit of 
Accounts – Computation of Business Income – Computation of Professional Income; (Legal Profession, Medical 
Profession, Accounting Profession.) 

Note: The proportion between theory and problems shall be 20:80.
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Unit I: Basic Concepts and Scope of Total Income 10Hrs

Basic Concepts of Income Tax Law – Residential Status and Tax Incidence – Exempted Incomes. (Theory and Sums)

Unit II: Taxable Incomes – I                                                                                35 Hrs

Computation of Income from Salaries – House Property – Capital Gains. (Theory and Sums)

Unit III:Taxable Incomes – II 30 Hrs

Profits and Gains of Business or Profession – Income from other sources – Clubbingof Income. (Theory and Sums)
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Book for Study:

1. Dr.GirishAhuja and Dr. Ravi Gupta, Systematic Approach to Income Tax, CCH India.

Books for Reference:

1. V.P. Gaur, D.B. Narang and Rajeev Puri, Direct Taxes Law and Practice, Kalyani Publications.

2. Vinod K. Singhania, Direct Taxes Law and Practice, Taxmann Publications, New Delhi.

3. DinakarPagare, Income Tax Law and Practice, Sultan Chand and Sons.

4. T.N. Manoharan& G.R. Hari, Students’ Handbook on Taxation, C.A. (Inter), Snowwhite Publications.

Learning Outcomes:

On completion of the course, the students will be able to:

Ø Recognize the different concepts of Income Tax Act,

Ø Compute total income of all taxable entities based on their Residential Status.

Ø Compute the total income and tax liability of an Individual assessee.

Ø Plan the tax for their Income.

Ø Complete Income Tax return form of a Salaried individual.

4



Unit IV: Set Off, Deductions And Tax Liability 20 Hrs

Set off and Carry forward of losses – Deductions from Gross Total Income.Computation of Total Income and Tax Liability of an Individual Assessee. (Theory

and Sums)

Unit V:Introduction To Tax Planning                                                                            5 Hrs

Concept, Significance and Problems of Tax Planning – Tax Evasion and Tax Avoidance – Methods of Tax Planning - e-Filing – PAN and it’s Significance.

(Theory only)

Note: The proportion between Theory and Problems shall be 20:80
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M.Com  (General)

Semester IV

Common to Forenoon and Afternoon Session

Core Paper 12

Income Tax and Tax Planning

Code:                                                                                              Teaching Hours: 90

Credits : 4                                                                                      Max. Marks: 100

Course Objectives:

Ø To explain to the students the basic concepts of Income Tax Act, Residential Status and Tax Incidence.

Ø To orient the students about the procedures of computation of Taxable income and Tax liability

Ø To elucidate the procedures of tax planning methods.
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Course Objectives

• To describe the basic concepts in Income Tax. 

• To identify the Residential Status of different tax entities and scope of total 

income. 

• To classify the income under the Heads Salaries, House Property, Business 

or Profession. 
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Learning Outcomes:

• On successful completion of the course, students will be able to

• relate different concepts as per Income Tax Act 1961 to practical 
assessments.

• recognize the residential status of an individual and the scope of taxable 
income.

• compute income under the Head Salaries, House Property and Business 
or Profession.
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What is Income Tax?

Tax is the compulsory financial charge levy by the government on 

income, commodity, services, activities or transaction. The word ‘tax’ 

derived from the Latin word ‘Taxo’. Taxes are the basic source of revenue 

for the government, which are utilized for the welfare of the people such 

as   public services, infrastructure development, defence spending and 

subsidies among other options  of the country through government 

policies, provisions and practices.
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• In India, Income Tax was first time introduced in the year 1860 by Sir James Wilson in 

order to meet the loss caused on account of ‘military mutiny’ in 1857.

• In the year 1886, a separate Income Tax Act was passed, this act was in force for a 

long time, subject to the various amendments from time to time. In the year 1918, a 

new Income Tax Act was passed, but again, it was replaced by another new act of 

1992. The Act of 1922 became very complicated due to various amendments. This act 

remains in force to the assessment year 1961-62. In the year 1956, the Government of 

India referred to the Law Commission in order to simplify the law and also to prevent 

the evasion of Tax.
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• The Law Commission submitted its report in September 1958 in consultation with the 

Ministry of Law. At present, this law is governed by the Act of 1961 which is 

commonly known as Income Tax Act, 1961 which came into force on and from 1st 

April 1962. It applies to the whole of India, including the state of Jammu & Kashmir.

• Any law is in itself is not complete unless the gaps are being filled. The law of Income 

Tax in India governed by the Income Tax Act of 1961 and the gaps are being filled by 

the Income Tax Rules, Notifications, Circulars and judicial pronouncement including 

rulings by the Tribunal.
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The components of Income Tax law in India 

• Income Tax Act, 1961: The Act contains the major provisions related to Income Tax in 

India.

• Income Tax Rules, 1962: Central Board of Direct Taxes (CBDT) is the body which 

looks after the administration of Direct Tax. The CBDT is empowered to make rules 

for carrying out the purpose of this Act.

• Finance Act: Every year Finance Minister of Government of India presents the 

budget to the parliament. Once the finance bill is approved by the parliament and get 

the clearance from President of India, it became the Finance Act.
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The components of Income Tax law in India 

• Circulars and Notifications: Sometimes the provisions of an act may need clarification and that 

clarification usually in a form of circulars and notifications which has been issued by the CBDT 

from time to time. It includes clarifying the doubts regarding the scope and meaning of the 

provisions.

• The Income Tax Act contains a total of 23 chapters and 298 sections according to the official website 

of the Income Tax Department of India These different sections deal with various aspects of 

taxation in India. The various heads for which you have to pay income tax include:

• Salary

• Income from house property

• Capital gains

• Profit and gains from business or profession

• Income from other sources
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Types of Taxes
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Basic Concept of Income Tax Act

• Concept of Income

• Person

• Assessee

• Assessment Year

• Previous Year

• Gross total Income

• Total Income
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What is income[Sec 2(24)]
“Income Tax is levied on the total income of the previous year of every person”.

To understand the basic concept. It is very important to know the various other

concepts.

Concept of Income

In common parlance, Income is known as a regular periodic return to a person from his 
activities. However, the Income has broader classified in Income Tax law. The Income Tax 
Act, even take consideration of income which has not arisen regularly and periodically. For 
instance, winning from lotteries, crossword puzzles, income from winning of shows is also 
subject to tax as per income tax.

The Income includes income from:

Cash or Kind

• Income in terms of Cash is not the only way to receive income, it can also be received in 
terms of a kind. The calculation of income from kind is subject to different treatments in 
both Direct and Indirect Tax. When the income is received in kind, its valuation will be 
made.
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What is income[Sec 2(24)]

Legal or Illegal Income

• A man of ordinary prudence may think that the illegal income may not be falling 
under the concept of income, but income tax does not make any distinction between 
the income received from a legal or illegal source. In CIT v. Piara Singh[2],the 
Supreme Court held that the loss of business of smuggling shall be allowed for 
deduction under Income Tax. The rationale behind the decision was that the 
smuggling activity is also regarded as a business. Therefore, the confiscation of 
currency notes employed in smuggling activity is a loss which arises directly from 
the carrying on of the business.

Temporary or Permanent

• As per Income Tax Act, there is no distinction in computing income whether nature 
is temporary or permanent.
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What is income[Sec 2(24)]
Receipt basis or Accrual basis

• Income arises either on receipt basis or accrual basis. It may accrue to a taxpayer 
without its actual receipt. The income in some cases is deemed to accrue or arise to a 
person without its actual accrual or receipt. Income accrues where the right to receive 
arises.

Gifts

• Gifts up to Rs. 50,000 received in Cash do not constitute tax liability. Gifts in kind 
having the fair value maximum up to Rs. 50,000 is not liable to tax. However, the 
whole amount will be taxed if the value exceeds the prescribed limit. Moreover, the 
treatment of valuation of the gift is different in the different situation especially gifts 
received on occasion of marriage.

Lump sum or Installments

• Income Tax does not make any distinction in computing income, whether it receive 
in lump sum or installment.
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Person
Income tax is levied on the total income of the previous year of every 
person. In general terms, the meaning of a person can be interpreted in a 
short term. Whereas, as per Section 2 (31),

Person includes:
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Assessee [Sec 2(7)]

• An assessee is a taxpayer means a person who 

under the income tax act is subject to pay 

taxes or any other sum of money, as defined 

under section 2 (7) of the Act. The expression 

‘any other sum of money’ includes other such 

obligations payable, for instance fine, interest, 

penalty and other tax etc.
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Assessment Year [Sec 2(9)]

• “Assessment Year” means the year in which income of the previous year 

of an assessee is taxed. The timed lap of assessment year is of twelve 

months beginning from the 1st April every year. The period starts from 1st 

April of one year and ending on 31st March of next year. Broadly, 

assessment year is defined under section 2 (9) of the Act.
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Previous Year (Sec 3)

• Income earned during the year is taxable in the next year. The definition of 

“Previous Year” is given under section 3 of the Act. Previous Year is the 

year in which income is earned. Previous year is the financial year 

immediately preceding the relevant assessment year. From 1989-90 

onwards, every taxpayer is obliged to follow financial year (i.e., April 1st 

of one year to March 31st of next year) as the previous year.
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Gross Total Income (GTI)

The 'gross total income' (GTI) is the total income you earn by adding all heads 

of income earned in a financial year are all added to arrive at the GTI.

• Income from salary.

• Income from property.

• Income from business or profession,

• Income from capital gains.

• Income from other sources.
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Total Income

The ‘total income’ (TI) is derived after subtracting the various deductions under 
Section 80 from the GTI. So, you first calculate the GTI and then subtract the 
deductions to arrive at the Total Income For Example let an assessee have income 
under various heads of Income

Salary Income  1,10,000

Income from House property 2,00,000

Capital Gains 3,00,000

Income from other sources 2,50,000

-----------

Gross total income 8,60,000

Less Deduction U/S 80 C to 80 U 1,50,000

------------

Total Income 7,10,000
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Illustration 1

X set up business on July 20, 2019. What is the previous year for the assessment year 
2020-21

SOLUTION:

In the illustration it is mentioned assessment year 2020-21 

So What can be the  Previous year?

❖ Previous year is the financial year immediately preceding the relevant assessment 
year.

So here What is the  relevant assessment year?

The  relevant assessment year is 2020-21

Previous year for the assessment year 2020-21  must be 1st April 2019 to 31st March 
2020. In this problem the business  commenced somewhere in between 1st April 2019 to 
31st March 2020 (i.e., July 20, 2019)  so previous year will be July 20, 2019 to March 31, 
20120.
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Illustration 2

• Mr X joins an Indian company on January 21, 2019. Prior to joining this company, Mr 

X was not in employment anywhere nor does he have any other source of earning. 

Determine the previous year of Mr X for the assessment year 2019-20 and 2020-21?

• Solution: Previous year for the assessment year 2019-20 and 2020-21 are as follows:
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Previous Year Assessment Year

Jan. 20, 2019 to March 31, 2019 2019-20

April 1, 2019 to March 31, 2020 2020-21



Objectives of taxation
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CANON OF TAXATION

canons of taxation we simply mean the characteristics or 
qualities which a good tax system should possess.
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CANON OF TAXATION
(Adam Smith)

Adam Smith first devised the principles or canons of taxation in 
1776. Even in the 21st century, Smithian canons of taxation are 
applied by the modern governments while imposing and collecting 
taxes. In this sense, his canons of taxation are ‘classical’ in sense, four 
canons of taxation are:
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CANON OF TAXATION
(Modern economists)

•Canon of productivity
• Canon of elasticity 
•Canon of simplicity
•Canon of diversity

23 July 2020 Presenter Name: 31



Residential status

Residential status is a term coined under Income 

Tax Act and has nothing to do with nationality or 

domicile of a person. An Indian, who is a citizen of 

India can be non-resident for Income-tax 

purposes, whereas an American who is a citizen of 

America can be resident of India for Income-tax 

purposes.
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TYPES OF RESIDENTIAL STATUS

TYPES OF RESIDENTIAL STATUS:
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BASIC CONDITIONS TO DETERMINE RESIDENTIAL STATUS

To determine the residential status of an individual, section 6(1) 

prescribes two conditions. An individual who fulfils any one of the 

following two conditions is called Resident under the provisions of this 

Act. These tests are :

(a) If he is in India during the relevant previous year for a period amounting 

in all to 182 days or more.

(b) If he  was in India for a period or periods amounting in all to 60 days or 

more in that relevant previous year and was in India for a period or periods 

amounting in all to 365 days or more during the four years preceding the 

relevant previous year.
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Years for second basic condition

Assessment Year:2020-21

Relevant previous year:2019-20=65Days

Four years preceding the relevant previous year:?

2018-19=110

2017-18=50

2016-17=75

2015-16=20

255
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problem no.1 

Mr Rajendran left for USA along with his family for the first time on 14.10.2019. He returned 

to India on 31.5.2020.Determine his residential status for the assessment year 2020-21.

Solution:

To determine the residential status of Mr Rajendran for the assessment year 2020-21

Previous Year: 2019-20(1st April 2019 to 31st March 2020)

No.of days of stay of Mr.Rajendran in India for the previous year 2019-20=

1.04.2019 to 14.10.2019.= 30+31+30+31+31+30+14=197 Days

Conclusion:Mr.Rajendran is satisfying the 1st Basic condition .So he is resident of India,
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Problem No.2

Problem No.2.Mr Prem left india  For the first time on 17.12.2019. and returned back to  India on 

2.02.2020.identify his residential status for the assessment year 2020-21.

Solution:

To determine the  residential status of Mr Prem for the assessment year 2020-21

Previous Year: 2019-20(1st April 2019 to 31st March 2020)

No.of days of stay of Mr Prem in India for the previous year 2019-20= 1.4.2019 to 17.12.2019 and 

02.02.2020. to 31.03.2020=30+31+30+31+31+30+31+30+17+[(29-2)+1]+31=320 Days.

Conclusion:Mr.Prem is satisfying the 1st Basic condition .So he is resident of India,

=
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Problem No.3

Mr subramani left india for the first time on 20.5.2017.During the financial year 

2019-20 he comes to india on May 27 and stayed for a period of 53 days in 

india determine his residential status for the previous year in india 2019-20.

Solution

To determine the  residential status of Mr Subramani  for the assessment year 2020-21

Previous Year: 2019-20(1st April 2019 to 31st March 2020)

No.of days of stay of Mr Subramani in India for the previous year 2019-20=53 Days.

Conclusion: Mr.Subramani is Non resident of India as he fails to satisfy both the basic condition.
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