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The Income Tax Act of 1961 is the legislation in India that governs the taxation of
income. It has been amended several times to reflect changing economic
scenarios and to address emerging issues. Here are some basic concepts related
to the Income Tax Act, 1961:

1.Assessment Year (AY): The assessment year is the year in which income is
assessed, and tax is calculated.

It follows the financial year (April 1 to March 31).

2.Previous Year (PY): The previous year is the financial year in which income is
earned.

It precedes the assessment year.

3.Residential Status: Individuals can be categorized as resident, non-resident, or
resident but not ordinarily resident.

The residential status determines the taxability of global income in India.

4.Income: Income can be categorized into five heads: Salary, House Property,
Business or Profession, Capital Gains, and Other Sources.

5.Gross Total Income (GTI): It is the sum of income under all five heads before
allowing any deductions.

6.Total Income: Total income is the gross total income minus deductions under
various sections of the Income Tax Act.
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7.Taxable Income: Taxable income is the total income minus exemptions and
deductions allowed under the Income Tax Act.

8.Tax Slabs: Individuals are taxed at different rates based on their income levels.
The tax slabs may vary for individuals, Hindu Undivided Families (HUFs), and other
entities.

9.Deductions: Deductions under various sections of the Income Tax Act reduce
the taxable income. Examples include Section 80C, 80D, 80G, etc.

10.Exemptions: Certain incomes are exempt from tax, such as agricultural
income, dividends from domestic companies, etc.

11.Advance Tax: Taxpayers are required to pay tax in advance in installments
during the financial year if their tax liability exceeds a certain limit.

12.TDS (Tax Deducted at Source): TDS is the mechanism through which taxes are
deducted at the source (e.g., salary, interest, rent) before the income is credited
to the payee.

13.PAN (Permanent Account Number): PAN is a unique 10-digit alphanumeric
identifier issued by the Income Tax Department. It is mandatory for various
financial transactions.

14.ITR (Income Tax Return): Taxpayers need to file their income tax returns
annually, disclosing their income and other details. There are different ITR forms
for different categories of taxpayers.

15.Audit: Certain taxpayers are required to get their accounts audited under the
Income Tax Act if their turnover or income exceeds a specified limit.
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DEFI N ITIONS' There is no precise and accurate definition for the tax and the concept of
tax has been defined differently by different economists. Some definitions are as follows.

According to Prof Seligman — A tax is compulsory contribution from the person to the government to
defray the expense incurred in the common interest of all without reference to special benefits conferred.

According to Bastable — A tax as a compulsory contribution of the wealth of a person, or body of
persons for the service of public powers.

Deviti. De Marco defines — A tax as a share of the income of citizens which the state appropriate in
order to procure for itself the means necessary for the production of general public services.

Hugh Dalton — A tax is a compulsory charges imposed by a public authority irrespective of the exact
amount of service rendered to the tax payer in return and not imposed as a penalty for legal offence.

Jom Bouvier defined a tax as “A pecuniary burden imposed for support of the government, the enforced
proportional contribution of persons and property of the government and for all public needs”

According to Trussing, “The essence of Tax as distinguished from other charges by government is the
absence direct quid pro quo- tit for tat between the tax payers and the public authority”.

From the above definitions we may conclude that a tax is compulsory contribution, levied by government from
owner of income without direct benefit but for public benefit, and taxes should be arranged by the law.

CHARACTERSTICS OF TAXES

1. Tax is compulsory — A tax is imposed by law. So tax is compulsory payment to the governments from
its citizens. Tax is duty from every citizen to bear his share for supporting the government. The
tax is compulsory payment, refusal or objection for paying tax due leads to punishment or is an
offence of the court of law. Government imposes tax when somebody buys commodities, or when
uses services or earns income or any other condition for compulsion is found. The government
practices its sovereign when levying the tax from its citizens.

2. Tax is contribution — Contribution means in order to help or provide something. Tax is contribution
from members of community to the Government. A tax is the duty of every citizen to bear their
due share for support to government to help it to face its expenditures. Some wants are common
to everybody in the society like defence and security, so these wants cannot be satisfied by
individuals. These social wants are satisfied by governments, hence the people support
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government for these social wants. Contribution involves loss or sacrifice from the side of
contributor. These sacrifices affect his income.

3. Tax is for public benefit — Tax is levied for the common good of society without regard to benefit to
special individual. Government proceeds are spent to extend common benefits to all the people
such as natural disaster - like floods, famine - defence of the country, maintenance of law and
establish infrastructure and order. Such benefits are given to all people.

4. No direct benefit — Government is compulsorily collecting all types of taxes and does not give any
direct benefits to the tax payer for taxes paid. The essence of tax as distinguished from other
charges by governments is the absence of a direct quid-pro-que between the taxpayer and the
public authority. Tax is different from another government charges which may give direct benefits
to payers such as prices, fees, fines etc where the direct benefits are available. Taxes are for
common benefits to all the members of the society.

5. Tax is paid out of income of the tax payer — Income means money received, especially on regular
basis, for work or through investment. Tax is paid out of income as long as the income becomes
realized, here the tax is imposed. Income owner has profit from any business, so he should pay
his share for support to the government.

6. Government has the power to levy tax — Governments are practicing sovereign authority upon its
citizens through levying of taxes. Only Govt. can collect tax from the people. Tax is transferring
resources from the private sector to the public sector. Government is levying the tax to cover its
expenditures. The government use these taxes for increasing social welfare & economy
development.

7. Tax is not the cost of the benefit — Tax is not the cost of benefit conferred by the government on the
public. Benefit and taxpayer are independent of each other, and payment of taxation is of course
designed for conferring of benefits on general public.

8. Tax is for the economic growth and public welfare — Major objective of the government is to
maximize economic growth and social welfare. Developmental activities of the nations
generally involve two operations, the raising of revenue and the spending of revenue, so the
government spent taxes
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TYPES OF TAXATION
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Direct Tax

A tax is said to be direct when
impact and incidence of a tax are
on one and same person.

Direct tax is imposed on the
individual organisation and burden
of tax cannot be shifted to others.

Direct taxes are lesser burden then
Indirect taxes to people as direct
taxes are based on Income earning
ability of people.

The administrative cost of collecting
direct taxes is more and Improper
administration may result in tax
evasion.

It is levied on the assessee.

Merits of Direct Tax

é Advantages

= Cost of collection is low
(Economy)

= Easier to extract from the
public (less sensitive)

* Doesn’t discourage work

= Acts as automatic

\ stabiliser

J

Disadvantages
= Inflationary/Deflationary
* Not equitable
* Hard to predict yield
(based on assumptions of
consumer spending)

Indirect Tax

If impact of tax is on one person
and incidence on the another, the
tax is called ‘indirect’

Indirect tax is imposed on
commodities and allows the tax
burden to shift.

Indirect taxes are borne by the
consumers of commodities and
services Irrespective of financial
ability as the MRP Includes all

taxes.

Cost of collecting Indirect taxes is
very less as indirect taxes are
wrapped up in prices of goods and
services and cannot be evaded.

It is levied on supplier of Goods &
Services.

1. Eq u ity . - Direct taxes have equity of sacrifice, depend upon the volume of income. They are based
on the principle of progressive, so rates of tax increase as the level of income of a person rises.

2. Elasticity and productivity : - Direct taxes have elasticity because when the government faces some

emergency, like earthquake, floods and famine the government can collect money for facing those
problems by direct tax.
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3. Certai Nty:- Direct taxes have certainty on both sides‘ tax-payer and government. The tax- payers
are aware of the quantity of tax. They have to pay and rate, time of payment, manner of payment,
and punishment from the side of government is also certain about the total amount they are
getting.

4. Reduce ineq uality: - Direct taxes follow progressive principles so it is taxing the rich people
with higher of taxation and the poor people with a lower level of taxation.

5. Good instrument in the case of inflation:- Tax policy as fiscal instrument plays
important role in the case of the inflation, so government can absorb the excess money by arising
in the rate of existing taxes or imposition of new taxes.

6. Simplicity:- Direct taxes are simplicity, while levy the rules, procedures, regulations of income tax
are very clear and simple.

Demerits of Direct Taxes

1. Evasion: - Direct tax is lump sum therefore tax payers try evasion.

2. UneCOI’lomica”y.:-Expenses of collection are larger in the case of direct taxes, because they
require widely- spread staff for collection

3. Unpopu|al’:—Direct tax is required to be paid in lump sum for the whole year, so the tax payers feel
the painful payment, these taxes are therefore unpopular.

4. Little incentive to work and save:-in direct taxes, rates are of progressive nature. A

person with higher earning is taxed more, in turn he is left little with amount. So the tax payer
feels disincentive to work hard and save money after reaching a certain level of income.

5. Not suitable for a poor country:- pirect taxes are not enough to meet its expenditure.

6. Arbitrary:-Due to absence of logical or scientific principle to determine the degree of progression
in the taxation, the direct taxes are arbitrary.

Establishment of Income tax in Modern India
Income Tax Act, 1860

Consequent upon the financial difficulties created by the events of 1857.
Income Tax was introduced in India for the first time by the British in the
year 1860. The Act of 1860 was passed only for five years and therefore it
lapsed in 1865. It was replaced 1867 by a licence tax on professions and
trades and the latter was converted into a certificate tax in the following
year. It was latter abolished in 1873.Licence tax traders remained in
operation till 1886 when it was merged in the income tax Act of that year.
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Income Tax Act, 1886

The Act of 1886 levied a tax on the income of residents as well as non
residents in India. The Act defined agricultural income and exempted it
from tax liability in view of the already existing land revenue a kind of direct
taxes. The Act of 1886 exempted life insurance premiums paid by assesse
policies of his own life. Another important provision of this Act Hindu
undivided family was treated as a distinct taxable entity.

Income Tax Act, 1918

The Act of 1918 brought under change also receipts of casual or non
recurring nature pertaining to business or professions. Although income tax
in India has been a charge on net income since inception, it was in the Act
of 1918 that specific provisions were inserted for the first time pertaining to
business deductions for the purpose of computing net income.

The Act of 1918 remained in force for a short period and was replaced by
new Act (Act Xl of 1922) in view of the reforms introduced by the Govt. of
India Act, 1919 .

Income Tax Act, 1922

The organizational history of the income tax department dates back to the year
1922. “one of the important aspects of the 1922 Act was that, it laid down the
basis, the mechanism of administering the tax and the rates at which the tax was

to be levied would be laid down in annual finance acts. This is procedure brought
in the much needed flexibility in adjusting the tax rates in accordance with the
annual budgetary requirements and in securing a degree of elasticity.

for the tax system. Before 1922 the tax rate were determined by the
Income tax act itself and to revise the rates, the act itself had to be
amended. The Income tax Act, 1922 gave for first time a specific
nomenclature to various income tax authorities and laid the foundation of a
proper system of administration as per provisions of income tax act 1922
thus, it is the income tax act 1961, which is currently operative in India.
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Income Tax Act, 1961

The present law of income tax in India is governed by the Income Tax Act, 1961

which is amended from time to time by the annual finance Act and other
legislations pertaining to direct tax. The act which came into force on April 1,
1962, replaced the Indian income tax Act, 1922, which had remained in operation
for 40 years. Furthermore, A set of rules known as Income Tax Rules, 1962 have
been framed for implementing the various provisions of the Act.

1. Income:

Definition: Income, as per the Income Tax Act, includes money earned through
various sources such as salary, business or profession, capital gains, house
property, and other sources.

Classification: Income is broadly classified into five heads: Salary, House Property,
Business or Profession, Capital Gains, and Other Sources.

2. Agricultural Income:

Exemption: Agricultural income is generally exempt from income tax. However,
the definition and treatment may vary, and certain types of agricultural income
might be included in the total income.

3. Casual Income:

Definition: Casual income refers to income that is not earned regularly or
consistently. It could include windfalls, gifts, lottery winnings, etc.

Tax Treatment: Casual income is usually included in the total income and taxed
according to the applicable slab rates.

4. Assessee:

Definition: An assessee is an individual or entity liable to pay tax. It includes
individuals, Hindu Undivided Families (HUFs), companies, and other entities.
Categories: Assessees are categorized as individuals, HUFs, firms, companies,
etc.
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5. Assessment Year (AY):
Definition: The assessment year is the year following the financial year in which
the income is assessed for tax purposes.

Tax Calculation: Taxes are calculated for the assessment year based on the
income earned in the previous year.

6. Previous Year (PY):
Definition: The previous year is the financial year in which income is earned.

Income Accrual: It is the year in which income becomes taxable, and it precedes
the assessment year.

7. Gross Total Income (GTI):

Definition: Gross Total Income is the sum of income under all five heads (Salary,
House Property, Business or Profession, Capital Gains, and Other Sources) before
allowing any deductions.

8. Total Income:
Calculation: Total Income is derived by deducting exemptions, deductions, and
rebates from the Gross Total Income.

Definition: Total Income in the context of income tax refers to the aggregate
income earned by an individual or entity during a financial year after considering
all permissible deductions and exemptions.

Components: It includes income from various sources such as salary, house
property, business or profession, capital gains, and other sources.

9. Tax Evasion:

Definition: Tax evasion involves willfully and illegally concealing income, providing
inaccurate information, or indulging in fraudulent activities to reduce tax liability.

Penalties: Tax evasion is a criminal offense and is subject to penalties, fines, and
even imprisonment. It undermines the tax system and is strictly penalized by tax
authorities.
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10. Tax Avoidance:

Definition: Tax avoidance refers to the legal practice of arranging one's financial
affairs in a way that minimizes the tax liability without violating the law.

Legality: While tax avoidance is legal, aggressive forms of it that exploit loopholes
in the law might lead to changes in legislation to curb such practices.

11. Tax Planning:

Definition: Tax planning involves making strategic decisions and financial choices
to optimize tax efficiency and reduce the overall tax liability.

Legitimate Strategies: Legitimate tax planning involves using legal provisions,
exemptions, and deductions provided by the tax laws to minimize the tax burden.

12. Aggressive Tax Planning:

Definition: Aggressive tax planning involves pushing the boundaries of tax laws to
gain tax advantages, sometimes by exploiting legal loopholes or engaging in
transactions primarily for tax benefits.

Concerns: While some aggressive tax planning may be legal, it can raise ethical
concerns and may prompt tax authorities to tighten regulations.

13. General Anti-Avoidance Rule (GAAR):

Introduction: GAAR is a provision aimed at preventing aggressive tax avoidance
schemes. It empowers tax authorities to disregard transactions lacking
commercial substance or undertaken primarily for obtaining tax benefits.

Applicability: GAAR provisions are applicable if the main purpose of a transaction
is to obtain a tax benefit and it lacks commercial substance.

14. Taxation of Global Income:

Residential Status: Residents are taxed on their global income, whereas non-
residents are taxed only on income earned in India. Resident but not ordinarily
residents are taxed similarly to non-residents.
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15. Disclosure and Compliance:

Importance: Accurate disclosure of income and compliance with tax laws are
crucial to avoid penalties and legal consequences.

Filing Returns: Regular filing of income tax returns is essential, and any additional
income or changes in financial situations should be appropriately reported.

Basis for Tax Calculation: The income on which the tax liability is calculated.

In Income Tax Act, 1961 in India, casual income refers to income that is irregular
or occasional in nature. This type of income is not earned regularly or
consistently. Casual income can take various forms, and it includes earnings from
sources that are not part of the taxpayer's regular business or profession. Some
examples of casual income may include:

Gifts: Receipt of gifts in cash or kind on special occasions or events.

Prizes and Awards: Winnings from competitions, lotteries, game shows, or any
other contests.

Windfall Gains: Unexpected or sudden gains that are not part of regular income,
such as unexpected bonuses or gains from the sale of assets.

Donations and Contributions: Receipt of money or assets as donations or
contributions for specific purposes.

Inheritance: Income received through inheritance, i.e., the transfer of assets or
wealth upon the death of a family member.

Gratuities: Unexpected or irregular payments received, often in appreciation of
services rendered.

Accidental Gains: Gains resulting from unexpected events or accidents, such as
insurance payouts.

Casual income- is not earned regularly, it is still considered taxable under the
Income Tax Act. The tax treatment of casual income depends on the specific



VISION INSTITUTE OF TECHNOLOGY, MADRAK

UNIT-1 INCOME TAX ACT,1961
nature of the income and its classification under the different heads of income
outlined in the Act. Taxpayers are required to include casual income in their total
income while filing their income tax returns. The applicable tax rates and rules for
calculating tax on casual income may vary depending on the specific type of
income and the relevant provisions of the Income Tax Act.

WHO IS AN ASSESSEE?

In the context of the Income Tax Act, 1961, an "assessee" refers to an individual,
Hindu Undivided Family (HUF), company, firm, association of persons (AOP), body
of individuals (BOI), or any other entity that is liable to pay income tax. Essentially,
an assessee is a person or entity on whom the liability to pay income tax is
imposed.

The term "assessee" includes various categories:

Individuals: Any person, whether a resident or non-resident, who is liable to pay
income tax on their personal income.

Hindu Undivided Family (HUF): A family that consists of all persons lineally
descended from a common ancestor and includes their wives and unmarried
daughters.

Companies: Any company, whether Indian or foreign, is considered an assessee
for income tax purposes. Companies are subject to corporate income tax.

Firms: Partnership firms and limited liability partnerships (LLPs) are treated as
assesses, and their income is assessed for tax purposes.

Association of Persons (AOP) and Body of Individuals (BOI): These are entities
that may not be individuals, HUFs, companies, or firms but are assessed for
income tax based on the income earned by the association or body.

Artificial Judicial Person: This includes entities that are recognized as a legal
person for tax purposes, such as trusts and other similar legal entities.
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It's important to note that the term "assessee" is not limited to the person who
earns income but also includes entities that may be responsible for paying tax on
behalf of individuals (like employers deducting tax at source from employees'

salaries) or entities earning income in their own right.

1. Heads of Income:

The Income Tax Act, 1961, classifies income into different heads to facilitate
proper computation of taxable income. The major heads of income are:

- e

Income received in India (Whether accrued in or outside Taxed Taxed Taxed
India)
Income deemed to be received in India (Whether accrued  Taxed Taxed Taxed

in or outside India)

Income accruing or arising in India (Whether received in Taxed Taxed Taxed
India or outside India)

Income deemed to accrue or arise in India (Whether Taxed Taxed Taxed
received in India or outside India)

Income received and accrued outside India from a business Taxed Taxed Not Taxed
controlled or a profession set up in India

Income received and accrued outside India from a business Taxed Not Taxed Not Taxed
controlled from outside India or a profession set up outside
India

Income earned and received outside India but later on NotTaxed Not Taxed Not Taxed
remitted to India (Whether tax incidence arises at the time
of remittance)
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Particulars Amount (Rs.)
Income under the head :

+ Income from Salaries XXX
+ Income from House Property XXX
+ Profits and gains of business or profession XXX
+ Capital gains XXX
+ Income from other sources XXX

Adjustment in respect of :

+ Clubbing of Income XXX
— Set off and carry forward of losses (XXX)
= Gross Total Income XXX
— Deductions under section 80C to 80U (or Chapter XXX
VIA)

= Total Income XXX

a. Income from Salary:

- This includes income earned by an individual through employment. It
encompasses basic salary, allowances, perquisites, and other benefits.

b. Income from House Property:

- This head includes income from owning a house. It is calculated by considering
factors like rental income, municipal taxes paid, and standard deduction.

c. Profits and Gains of Business or Profession:

- This head encompasses income earned through business or professional
activities after deducting allowable expenses.

d. Capital Gains:

- Capital gains arise from the sale of capital assets. It is categorized into short-
term and long-term, based on the holding period of the asset.

e. Income from Other Sources:

- This head includes income that doesn’t fall under the other heads. Examples
include interest income, winnings from lotteries, and gifts.
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2. HOUSE PROPERTY

Calculation of Income:

Rental Income - (Municipal Taxes + Standard Deduction) = Income from House
Property.

Example:
Rental Income: Rs. 50,000 per month
Municipal Taxes: Rs. 5,000 per month

Standard Deduction (30% of Rental Income): Rs. 15,000 per month

Income from House Property = Rs. (50,000 - 5,000 - 15,000) = Rs. 30,000 per
month.

3. Business & Profession:

Calculation of Income:

Gross Receipts - Allowable Expenses = Profit from Business or Profession.
Example:

Gross Receipts: Rs. 1,00,000 per month

Allowable Expenses: Rs. 30,000 per month

Profit from Business or Profession = Rs. (1,00,000 - 30,000) = Rs. 70,000 per
month.

4. Residential Status:

Categories:

-Resident
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-Non-Resident
-Resident but Not Ordinarily Resident
Criteria:

The residential status is determined based on the physical presence of an
individual in India during a financial year.

5. Tax Liability:

Calculation:

Taxable Income x Applicable Tax Slab Rate - Deductions = Tax Liability.

Example:

Taxable Income: Rs. 5,00,000

Applicable Tax Slab (Assuming 10% for simplicity): 10%
Deductions: Rs. 50,000

Tax Liability = Rs. (5,00,000 x 0.10) - 50,000 = Rs. 0.
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100 MCQ

1.What year was the Income Tax Act, 1961 enacted?
a. 1951

b. 1961

c. 1971

d. 1981

Answer: b. 1961

2.Who is responsible for administering the Income Tax Act in India?
a. Ministry of Finance

b. Reserve Bank of India

c. Securities and Exchange Board of India (SEBI)

d. Ministry of Commerce

Answer: a. Ministry of Finance

3.Which of the following is a direct tax in India?
a. Excise Duty

b. Service Tax

c. Income Tax

d. VAT

Answer: c. Income Tax

4.What is the financial year in India for income tax purposes?

a. April 1 to March 31
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b. January 1 to December 31
c. July 1 to June 30

d. October 1 to September 30

Answer: a. April 1 to March 31

5.Who is eligible to pay income tax in India?
a. Individuals only

b. Corporations only

c. Both individuals and corporations

d. None of the above

Answer: c. Both individuals and corporations

6.Which of the following is considered as 'Income from Salaries' under
the Income Tax Act?

a. Interest income

b. House rent allowance
c. Dividend income

d. Capital gains

Answer: b. House rent allowance

7 .Under which section of the Income Tax Act are agricultural income

and certain other incomes exempt from tax?

a. Section 10
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b. Section 20
c. Section 30

d. Section 40

Answer: a. Section 10

8.What is the maximum limit of gratuity exempted from tax under
Section 10(10) of the Income Tax Act?

a. Rs. 5,00,000
b. Rs. 10,00,000
c. Rs. 15,00,000

d. Rs. 20,00,000

Answer: b. Rs. 10,00,000

9.Which section deals with the taxation of capital gains in the Income
Tax Act?

a. Section 50
b. Section 80
c. Section 111A
d. Section 45

Answer: d. Section 45
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10.What is the penalty for not filing income tax return within the due
date as per Section 234F?

a. Rs. 1,000

b. Rs. 5,000

c. Rs. 10,000

d. No penalty

Answer: b. Rs. 5,000

11.Differences between Direct and Indirect Tax:

Which of the following is an example of a direct tax?

a. GST (Goods and Services Tax)

b. Income Tax

c. Excise Duty

d. Customs Duty

Answer: b. Income Tax

12.What is the key difference between direct and indirect taxes?
a. Direct taxes are progressive; indirect taxes are regressive.
b. Direct taxes are regressive; indirect taxes are progressive.
c. Both are regressive.

d. Both are progressive.
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Answer: a. Direct taxes are progressive; indirect taxes are regressive.
13.Which tax is levied on the manufacture and sale of goods within the country?
a. Income Tax

b. Excise Duty

c. Service Tax

d. VAT (Value Added Tax)

Answer: b. Excise Duty

14.Which tax is applied on the import and export of goods?

a. Excise Duty

b. Service Tax

c. Customs Duty

d. GST (Goods and Services Tax)

Answer: c. Customs Duty

15.What is the incidence of direct taxes?

a. On the producer

b. On the consumer

c. On the government

d. On both the producer and the consumer

Answer: d. On both the producer and the consumer
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16.Which of the following is an example of an indirect tax?
a. Corporate Tax

b. Property Tax

c. Goods and Services Tax (GST)

d. Income Tax

Answer: c. Goods and Services Tax (GST)

17.What is the main source of revenue for the government under
indirect taxes?

a. Personal income

b. Corporate profits

c. Consumption of goods and services

d. Property ownership

Answer: c. Consumption of goods and services

18.Which tax is levied on the income of individuals and businesses?
a. Excise Duty

b. Income Tax

c. Service Tax

d. VAT (Value Added Tax)

Answer: b. Income Tax
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19.What is the basis of assessment for direct taxes?
a. Income and profits

b. Consumption

c. Sale of goods

d. Import and export activities

Answer: a. Income and profits

20.Which tax is considered more transparent and visible to taxpayers?
a. Direct Tax

b. Indirect Tax

c. Both are equally transparent

d. Neither is transparent

Answer: a. Direct Tax

21.What is the primary purpose of income taxation?
a. Wealth redistribution

b. Funding government expenditures

c. Encouraging savings

d. All of the above

Answer: b. Funding government expenditures
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22.What is Gross Total Income in the context of income taxation?
a. Income before deductions

b. Income after deductions

c. Taxable income only

d. Income from investments only

Answer: a. Income before deductions

23.Which of the following is a direct tax?
a. VAT (Value Added Tax)

b. Income Tax

c. Excise Duty

d. Customs Duty

Answer: b. Income Tax

24 What is the financial year for income tax purposes in India?
a. April 1 to March 31

b. January 1 to December 31

c. July 1toJune 30

d. October 1 to September 30

Answer: a. April 1 to March 31
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25.Under which head of income do business profits fall in the Income
Tax Act?

a. Income from Salaries

b. Income from House Property

c. Profit and Gains of Business or Profession
d. Income from Other Sources

Answer: c. Profit and Gains of Business or Profession

26.Which section of the Income Tax Act deals with the computation of
income under various heads?

a. Section 10
b. Section 30
c. Section 80
d. Section 14

Answer: d. Section 14

27.What is the purpose of the Basic Exemption Limit in income
taxation?

a. To reduce tax evasion
b. To provide relief to small taxpayers

c. To encourage investment
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d. To simplify tax calculations

Answer: b. To provide relief to small taxpayers

28.What is the significance of the assessment year in income taxation?
a. The year in which income is earned

b. The year in which tax is paid

c. The year following the financial year in which income is earned

d. The year following the assessment of income

Answer: c. The year following the financial year in which income is
earned

29.Which income is exempt from tax under Section 10 of the Income
Tax Act?

a. Agricultural income
b. Business income

c. Salary income

d. Capital gains

Answer: a. Agricultural income

30.What is the purpose of the Deduction under Section 80C of the
Income Tax Act?
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a. To encourage charitable donations

b. To encourage savings and investments
c. To promote education

d. To provide relief to senior citizens

Answer: b. To encourage savings and investments

31.Which form is used by individuals to file their income tax returns?
a. Form ITR-1 (Sahaj)

b. Form ITR-4 (Sugam)

c. Form ITR-2

d. Form ITR-7

Answer: a. Form ITR-1 (Sahaj)

32.What is the penalty for not filing income tax return within the due
date as per Section 234F?

a. Rs. 1,000
b. Rs. 5,000
c. Rs. 10,000
d. No penalty

Answer: b. Rs. 5,000
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33.What is the concept of "Assessment Year" in income taxation?
a. The year in which income is earned

b. The year in which tax is paid

c. The year following the financial year in which income is earned
d. The year following the assessment of income

Answer: c. The year following the financial year in which income is
earned

34.What is the significance of the Residential Status of an individual in
income taxation?

a. Determines the tax rate

b. Determines the tax liabilities

c. Determines the scope of income taxation
d. All of the above

Answer: c. Determines the scope of income taxation

35.Under which head of income do rental receipts from property fall in
the Income Tax Act?

a. Income from Salaries
b. Income from House Property

c. Profit and Gains of Business or Profession
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d. Income from Other Sources

Answer: b. Income from House Property

36.What is the purpose of TDS (Tax Deducted at Source) in income
taxation?

a. To collect taxes in advance
b. To reduce tax evasion

c. To simplify tax calculations
d. All of the above

Answer: b. To reduce tax evasion

37.Which income is classified as "Income from Other Sources" in the
Income Tax Act?

a. Salary income

b. Business income

c. Rental income

d. Agricultural income

Answer: c. Rental income
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38.What is the concept of "Perquisites" in income taxation?
a. Allowances received by employees

b. Benefits received by employees in addition to salary

c. Gifts received by individuals

d. Interest earned on savings

Answer: b. Benefits received by employees in addition to salary

39.Which of the following is not a deductible expense while computing
income from business or profession?

a. Rent for business premises
b. Depreciation on assets

c. Personal expenses

d. Employee salaries

Answer: c. Personal expenses

40.What is the purpose of the Income Tax Return (ITR) in income
taxation?

a. To declare income to the government
b. To calculate tax liability

c. To claim deductions and exemptions
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d. All of the above
Answer: d. All of the above

41.Under which section of the Income Tax Act are agricultural income
and certain other incomes exempt from tax?

a. Section 10
b. Section 20
c. Section 30
d. Section 40

Answer: a. Section 10

42.Which section deals with the taxation of capital gains in the Income
Tax Act?

a. Section 50
b. Section 80
c. Section 111A
d. Section 45

Answer: d. Section 45

43.What is the maximum limit of gratuity exempted from tax under
Section 10(10) of the Income Tax Act?

a. Rs. 5,00,000
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b. Rs. 10,00,000
c. Rs. 15,00,000
d. Rs. 20,00,000

Answer: b. Rs. 10,00,000

44.Under which section can an individual claim a deduction for the
interest paid on a home loan for a self-occupied property?

a. Section 24

b. Section 80C

c. Section 10(14)
d. Section 44AD

Answer: a. Section 24

45.Which section provides for the basic exemption limit for individual
taxpayers below a certain income threshold?

a. Section 80C
b. Section 10
c. Section 14

d. Section 5
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Answer: b. Section 10

46.Under which section does a taxpayer disclose their total income
while filing the income tax return?

a. Section 139
b. Section 148
c. Section 80G
d. Section 56

Answer: a. Section 139

47.Which section of the Income Tax Act allows for a deduction in
respect of donations made to approved charitable institutions?

a. Section 80C
b. Section 80D
c. Section 80G
d. Section 80GGA

Answer: c. Section 80G

48.Under which section is the concept of "Presumptive Taxation" for
certain businesses introduced?

a. Section 44AB
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b. Section 44AD
c. Section 80CCG
d. Section 80E

Answer: b. Section 44AD

49.Which section of the Income Tax Act deals with the taxation of
income earned by a non-resident in India?

a. Section 5
b. Section 9
c. Section 18
d. Section 20

Answer: b. Section 9

50.Under which section can an individual claim a deduction for medical
insurance premium paid for self, spouse, and dependent children?

a. Section 80C
b. Section 80D
c. Section 80G
d. Section 80GG

Answer: b. Section 80D
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51.Which section of the Income Tax Act provides for the taxation of
income from house property?

a. Section 20
b. Section 40
c. Section 22
d. Section 30

Answer: c. Section 22

52.Under which section are the provisions related to the calculation of
income from business or profession specified?

a. Section 44AA
b. Section 44AB
c. Section 44AD
d. Section 44AF

Answer: a. Section 44AA

53.Which section of the Income Tax Act allows for the carry-forward of
losses in certain cases?

a. Section 80
b. Section 72

c. Section 50
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d. Section 139

Answer: b. Section 72

54. Under which section are the provisions related to the taxation of
income from salaries specified?

a. Section 10
b. Section 15
c. Section 22
d. Section 56

Answer: b. Section 15

55.Which section deals with the taxation of income earned by a
partnership firm in India?

a. Section 40

b. Section 44AB

c. Section 182

d. Section 10(2A)
Answer: c. Section 182

56. Under which section is the concept of "Clubbing of Income"
introduced in the Income Tax Act?

a. Section 10
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b. Section 64
c. Section 80G
d. Section 44AB

Answer: b. Section 64

57.Which section of the Income Tax Act allows for a deduction for
interest on education loans?

a. Section 80C
b. Section 80E
c. Section 80DD
d. Section 80G

Answer: b. Section 80E

58.Under which section can a taxpayer claim a deduction for expenses
incurred for the medical treatment of specified diseases?

a. Section 10

b. Section 80DDB
c. Section 80G

d. Section 44AD

Answer: b. Section 8ODDB
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59.Which section deals with the taxation of income from other sources
in the Income Tax Act?

a. Section 56
b. Section 20
c. Section 40
d. Section 10(14)

Answer: a. Section 56

60.Under which section is the concept of "Presumptive Taxation" for
professionals introduced?

a. Section 44AB
b. Section 44ADA
c. Section 80G

d. Section 80GGA

Answer: b. Section 44ADA
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1. Definition of Agricultural Income:
Section 2(1A): According to the Income Tax Act, agricultural income is defined as:

Any rent or revenue derived from land which is situated in India and is used for
agricultural purposes.

Any income derived from such land through agricultural operations, including
processing of agricultural produce.

2. Exemption of Agricultural Income:

Section 10(1): Agricultural income is exempt from income tax. This means that the
income earned from agricultural operations is not included in the total income for
the purpose of calculating income tax.

3. Agricultural Operations:

Definition: Agricultural operations include activities carried out on a piece of land
that is directly related to agriculture.

Examples: Cultivation, tillage of soil, sowing of seeds, planting, and similar
operations on the land. It also includes the maintenance of land in a condition
necessary for agriculture.

4, Land Classification:

Qualifying Land: For income to be considered agricultural income, the land must
be classified as agricultural land.
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Non-Qualifying Land: Income from land that is not used for agricultural purposes
or does not meet the criteria specified in the Act will not be treated as agricultural
income.

5. Income from Agricultural Services:

Section 10(1): Not only the income directly derived from agricultural operations
but also income from services directly related to agricultural activities is
considered agricultural income.

6. Combined Income:

Section 5: In certain cases, if agricultural income is combined with non-
agricultural income (income from business or profession, salary, etc.), the
taxpayer is required to pay tax on the total income, including non-agricultural
income.

7. Clubbing of Income:

Section 64: The provisions of clubbing of income may apply if agricultural income
is transferred to a spouse, minor child, or any other person, and in such cases, the
income is added to the income of the transferor for tax calculation.

8. Taxation of Agricultural Land Conversion:

Section 2(14): If agricultural land is converted for non-agricultural purposes, the
capital gains arising from such conversion may be taxable.

9. State Government Role:

Agricultural Income Determination: The determination of whether an income is
agricultural income or not is typically based on the assessment by the state
government.



