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OBJECTIVES

After studying this unit you should be able to:
 Compute income under individual heads;
 Compute Gross Total Income;
 Calculate the losses to be set off and carried forward and set off in succeeding
years, and finally;
 Compute the total income
12.1

INTRODUCTION

You know the assessee is put to tax on the basis of his residential status. Income tax is
chargeable on the 'total income' of the previous year at the rate prescribed in the Annual
Finance Act for the assessment year relevant to that previous year. 'Total income' is
defined as the income computed under the provisions of Income Tax Act, 1961.The
same forms the basis for computing the tax payable by or refundable to the assessee. In
this unit you will study how the income from different heads is computed, what
deductions are allowed and how the income chargeable to tax calculated.
12.2

MEANING OF TOTAL INCOME

The Total Income of an individual is arrived at after making deductions under Chapter
VI-A from the Gross Total Income. As we have learnt earlier, Gross Total Income is
the aggregate of the income computed under the 5 heads of income, after giving effect
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to the provisions for clubbing of income and set-off and carry forward & set-off of
losses.
12.3

STEPS IN COMPUTATION OF TOTAL INCOME

The following stages are involved in the computation of total income
 Computation of taxable income from each source under a particular head;
 Computation of-taxable income under each head;
 Computation of gross total income;
 Ascertaining the amount of deductions admissible under Chapter VIA; and
 Arriving at the Total Income.
12.4

INCOME TO BE CONSIDERED WHILE COMPUTING TOTAL
INCOME OF INDIVIDUALS

1

Capacity in which income is earned Treatment of income earned in each
by
capacity
an individual

2

In his personal capacity (under the 5 Income from salaries, Income from
heads of income)
house property, Profits and gains of
business or profession, Capital gains and
Income from other sources.

3

As a partner of a firm

(i) Salary, bonus etc. received by a
partner is taxable as his business income.
(ii) Interest on capital and loans to the
firm is taxable as business income of the
partner.
The income mentioned in (i) and (ii)
above are taxable to the extent they are
allowed as deduction to the firm.
(iii) Share of profit in the firm is exempt
in the hands of the partner

2

4

As a member of HUF

5

Income of other persons included in (i) Transferee’s income, where there is a
the income of an individual
transfer of income without transfer of
assets (ii) Income arising to transferee
from a revocable transfer of an asset.
In cases (i) and (ii), income is includible
in the hands of the transferor.
(iii) Income of spouse as mentioned in
section
64(1)
(iv) Income from assets transferred
otherwise
than
for
adequate
consideration to son’s wife or to any
person for the benefit of son’s wife. (v)
Income of minor child as mentioned in
section 64(1A)

12.5

(i) Share of income of HUF is exempt in
the
hands
of
the
member
(ii) Income from an impartible estate of
HUF is taxable in the hands of the holder
of the estate who is the eldest member of
the
HUF
(iii) Income from self-acquired property
converted into joint family property

COMPUTATION OF TOTAL INCOME AND TAX LIABILITY OF
INDIVIDUALS

Income-tax is levied on an assessee’s total income. Such total income has to be
computed as per the provisions contained in the Income-tax Act, 1961. The procedure
for computation of total income for the purpose of levy of income-tax is detailed
hereunder –
Step 1 – Determination of residential status
The residential status of a person has to be determined to ascertain which income is to
be included in computing the total income.
 In case of an individual, the number of days of his stay in India during the
relevant previous year and/or the earlier previous years would determine his
residential status.
 An individual/HUF can be either a –
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- Resident and ordinarily resident
- Resident but not ordinarily resident
- Non-resident
Persons, other than an individual and HUF, can be either resident or nonresident.
An Indian company is resident in India.
A company, not being an Indian Company and having its place of effective
management in India in a particular year, would be resident in India for that
year. The determining factor for every other assessee is the place where the
control and management of its affairs are situated during that year i.e., whether
in India or outside India.
The residential status of a person determines the scope of his taxable income.
For example, income which accrues outside India and is received outside India
is taxable in the hands of a resident and ordinarily resident but is not taxable in
the case of a non-resident.

Step 2 – Classification of income under different heads
There are five heads of income, namely, - Salaries,
- Income from house property,
- Profits and gains of business or profession
- Capital Gains
- Income from other sources
 The income of a person should be identified and grouped under the respective
head of income.
 Each head of income has a charging section (for example, section 15 for salaries,
section 22 for income from house property).
 Deeming provisions are also contained under certain heads, by which specific
items are sought to be taxed under those heads.
For example, if bad debts allowed as deduction in an earlier year is recovered in a
subsequent year, then the amount recovered would be deemed as business income of
the person in the year of recovery. The charging section and the deeming provisions
would help you to determine the scope of income chargeable under a particular head.
Step 3 – Computation of income under each head
i) Income is to be computed in accordance with the provisions governing a particular
head of income.
ii) Assess the income under each head by
 applying the charging and deeming provisions,
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excluding items of income relating to that head in respect of which specific
exemptions are provided in section 10.
There are certain incomes which are wholly exempt from income-tax e.g.
agricultural income. These incomes have to be excluded and will not form part
of Gross Total Income.
Also, some incomes are partially exempt from income-tax e.g. House Rent
Allowance, Education Allowance. These incomes are excluded while
computing income under the relevant head only to the extent of the limits
specified in the Act.
allowing the permissible deductions under that head, and For example, while
calculating income from house property, municipal taxes and interest on loan
are allowed as deduction. Similarly, deductions and allowances are prescribed
under other heads of income.
disallowing the non-permissible deductions.

For example, while computing income under the head “Profits and gains from business
or profession” expenditure of personal nature and expenditure which is in the nature of
offence are not allowable as deduction. Hence, such expenditure, if any, debited to
profits and loss account, has to be added back while computing income under this head.
Likewise, while computing net consideration for capital gains, brokerage is a
permissible deduction from gross sale consideration but securities transaction tax paid
is not permissible.
Step 4 – Clubbing of income of spouse, minor child etc
 An individual in a higher tax bracket may have a tendency to divert his income
to another person who is not subject to tax or who is in a lower tax bracket. For
example, an individual may make a fixed deposit in the name of his minor son,
so that income from such deposit would accrue to his son, who does not have
any other income.


In order to prevent evasion of income-tax by such means, clubbing provisions
have been incorporated in the Income-tax Act, 1961, under which income
arising to certain persons (like spouse, minor child etc.) have to be included in
the income of the person who has diverted his income to such persons for the
purpose of computing tax liability.



For example, income of a minor child (say, interest income) is includible in the
hands of the parent whose total income is higher before including minor’s
income. Such interest income will be included in the hands of the parent under
the head “Income from other sources” after providing for deduction of up to `
1,500 under section 10(32).
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However, if a minor child earns income on account of his or her special skills
or talent, like music or dance, then such income is not includible in the hands
of the parent.

Step 5 – Set-off or carry forward and set-off of losses
An individual may have different sources of income under the same head of income.
He might have profit from one source and loss from the other. For instance, an
individual may have profit from his let-out house property and loss from his self
occupied property. This loss can be set-off against the profits of the let-out property to
arrive at the net income chargeable under the head “Income from house property”.
Inter-source set-off of losses
 A person may have income from one source and loss from another source under
the same head of income. For instance, a person may have profit from wholesale
trade of merchandise and loss from the business of plying vehicles. The loss of
one business can be set-off against the profits of another business to arrive at the
net income under the head “Profits and gains of business or profession”.


Set-off of loss from one source against income from another source within the
same head of income is permissible, subject to certain exceptions, like long-term
capital loss cannot be set-off against short term capital gains though short-term
capital loss can be set-off against long-term capital gains.

Inter-head set-off of losses
 Likewise, set-off of loss from one head (say, loss from house property) against
income from another head (say, Salaries) is also permissible, subject to certain
exceptions, like business loss cannot be set-off against salary income.


Also, Loss under the head house property can be set-off against income under
any other head only to the extent of ` 2 lakhs.

Carry forward and set-off of losses
 Unabsorbed losses of the current year can be carried forward to the next year for
set-off only against the respective head of income.


Here again, if there are any restrictions relating to inter-source set-off, the same
will apply, like long-term capital loss which is carried forward can be set-off
only against long-term capital gains and not short-term capital gains of a later
year.
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The maximum number of years up to which any particular loss can be carried
forward is also provided under the Act. For example, business loss can be carried
forward for a maximum of 8 assessment years to be set-off against business
income.

Step 6 – Computation of Gross Total Income
The income computed under each head, after giving effect to the clubbing provisions
and provisions for set-off and carry forward and set-off of losses, have to be aggregated
to arrive at the gross total income.
Step 7 – Deductions from Gross Total Income
Certain deductions are allowable from gross total income to arrive at the total income.
These deductions contained in Chapter VI-A can be classified as –
Deduction in respect of certain payments, for example,
Section
80C
80D
80E

Nature of Payment/Deposit
Payment of life insurance premium, tuition fees of children, deposit in public
provident fund, repayment of housing loan etc.
Medical insurance premium paid by an individual/HUF for the specified
persons/ contribution to CGHS etc.
Payment of interest on educational loan taken for self or relative

Deduction in respect of certain incomes, for example,
Section Nature of Income
80QQB Royalty income of authors of certain books other than text books
80RRB
Royalty on patents.
Deduction in respect of other incomes
Section Nature of Income
80TTA
Interest on savings account with a bank, co-op-society and post office.
Interest on deposit with a bank, co-op-society and post office in case of
80TTB
senior citizens
Other Deductions
Deduction under section 80U in case of a person with disability These deductions are
allowable subject to satisfaction of the conditions prescribed in the relevant sections.
There are limits in respect of deduction under certain sections. The payments/incomes
are allowable as deduction subject to such limits. For example, the maximum deduction
under section 80RRB is Rs 3 lakhs.

7

Step 8 – Total income
 The gross total income as reduced by the above deductions under Chapter VIA is the total income.
 Total income = GTI – Deductions under Chapter VI-A
 It should be rounded off to the nearest multiple of ` 10.
 Tax is calculated on the total income of the assessee.
Step 9 – Application of the rates of tax on the total income
 The rates of tax are specified in the Finance Act.
 For individuals, there is a slab rate and basic exemption limit. At present, the
basic exemption limit is Rs 2,50,000. This means that no tax is payable by
individuals with total income of up to Rs 2,50,000. The rates of tax and level of
total income are as under.
Level of total income
where the total income does not
exceed Rs 2,50,000
where the total income exceeds
Rs 2,50,000 but does not exceed
Rs 5,00,000
where the total income exceeds
Rs 5,00,000 but does not exceed
Rs 10,00,000;
where the total income exceeds
Rs 10,00,000

Rate of tax
NIL
5% of the amount by which the total income
exceeds Rs 2,50,000
Rs 12,500 plus 20% of the amount by which
the total income exceeds Rs 5,00,000
RS 1,12,500 plus 30% of the amount by
which the total income exceeds Rs 10,00,000

For a senior citizen (being a resident individual who is of the age of 60 years or more at
any time during the previous year), the basic exemption limit is Rs 3,00,000 and for a
very senior citizen (being a resident individual who is of the age of 80 years or more at
any time during the previous year), the basic exemption limit is Rs 5,00,000. Therefore,
the tax slabs for these assessees would be as follows –
For senior citizens (being resident individuals of the age of 60 years or more but
less than 80 years)
Level of total income
where the total income does not exceed Rs
3,00,000
where the total income exceeds Rs 3,00,000
but does not exceed Rs 5,00,000

Rate of tax
NIL
5% of the amount by which the
total income exceeds Rs. 3,00,000
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Rs. 10,000 plus 20% of the amount by
where the total income exceeds Rs 5,00,000
which the total income exceeds
but does not exceed Rs 10,00,000;
Rs 5,00,000
Rs. 1,10,000 plus 30% of the amount
where the total income exceeds Rs. 10,00,000 by which the total income exceeds
Rs. 10,00,000
For resident individuals of the age of 80 years or more at any time during the
previous year
Level of total income
Rate of tax
where the total income does not exceed Rs
NIL
5,00,000
where the total income exceeds Rs 5,00,000 20% of the amount by which the total
but does not exceed Rs 10,00,000;
income exceeds Rs 5,00,000
Rs 1,00,000 plus 30% of the amount by
where the total income exceeds Rs 10,00,000 which the total income exceeds
Rs 10,00,000
Companies and firms are subject to a flat rate of tax, without any basic exemption limit.


The rates of tax have to be applied on the total income to compute the tax
liability.



Rates of tax in respect of certain income are provided under the Income-tax Act,
1961 itself. For instance, the rates of tax for long term capital gains on certain
assets, long-term capital gains on other assets, certain short-term capital gains
and winnings from lotteries, crossword puzzles, races etc. are prescribed in
sections 112, 112A, 111A and 115BB, respectively. The rates of tax are 20%,
10%, 15% and 30%, respectively, in the above cases. Under section 112A, long
term capital gains exceeding ` 1,00,000 on transfer of equity shares of a
company or unit of equity oriented fund or a unit of a business trust is taxable
@10%.



The special rates of tax have to be applied on the respective component of total
income and the general slab rates have to be applied on the balance of total
income after adjusting the basic exemption limit.



The unexhausted basic exemption limit can, however, be adjusted against longterm capital gains taxable under section 112/112A and short-term capital gains
taxable under section 111A.
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Step 10 – Rebate under section 87A
(where total income ≤ Rs 5,00,000)/ Surcharge (where total income > Rs 50,00,000)
Rebate under section 87A: In order to provide tax relief to the individual tax payers
who are in the 5% tax slab, section 87A provides a rebate from the tax payable by an
assessee, being an individual resident in India, whose total income does not exceed Rs
5,00,000. The rebate shall be equal to the amount of income-tax payable on the total
income for any assessment year or an amount of Rs 12,500, whichever is less.
However, rebate under section 87A is not available in respect of tax payable @10%
on long-term capital gains taxable under section 112A. Surcharge: Surcharge is an
additional tax payable over and above the income-tax. Surcharge is levied as a
percentage of income-tax. In case where the total income of an
individual/HUF/AOPs/BOIs/Artificial Juridical Person is above ` 50 lakhs, the rate of
surcharge applicable would be as indicated in column (2)
Total Income (1)
>` 50 lakhs ≤ ` 1 crore
>` 1 crore ≤ ` 2 crore
>` 2 crore ≤ ` 5 crore
> ` 5 crore

Surcharge (2)
10% of income-tax
15% of income-tax
25% of income-tax
37% of income-tax

Step 11– Health and Education cess (HEC) on Income-tax
The income-tax is to be increased by health and education cess @4% on income tax
plus surcharge/ minus rebate under section 87A, wherever applicable. This cess is
payable by all assessees who are liable to pay income-tax irrespective of their level of
total income.
Step 13 – Credit for advance tax, TDS and TCS
 Tax is deductible at source at the time of payment of salary, rent, interest, fees
for professional services, royalty etc.
 The payer has to deduct tax at source at the rates specified in the respective
section, say, tax is deductible@10% in respect of royalty and fees for
professional services.
 Such tax deducted at source has to be reduced by the payee to determine his net
tax liability.
 Tax is collectible by the seller in case of certain goods at the rate specified in
the respective section. Credit of such tax collection at source is allowable to
determine the tax liability.
 The Income-tax Act, 1961 also requires payment of advance tax in installments
during the previous year itself on the basis of estimated income, if the tax
payable, after reducing TDS/TCS, is ` 10,000 or more.
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Both Corporate and non-corporate assessees are required to pay advance tax in
four installments, on or before 15th June, 15th September, 15th December and
15th March of the financial year.
Assessees opting for presumptive provisions under section 44AD or under
section 44ADA can, however, pay the entire advance tax on or before 15th
March of the financial year.

From the total tax due, deduct the TDS, TCS and advance tax paid for the relevant
assessment year.
Net Tax Liability = Total tax liability - TDS -TCS- Advance Tax Paid
Step 14 - Tax Payable / Tax Refundable
After adjusting the advance tax and tax deducted at source, the assessee would arrive at
the amount of net tax payable or refundable. Such amount should be rounded off to the
nearest multiple of Rs. 10. The assessee has to pay the amount of tax payable (called
self-assessment tax) at the time of filing of the return. Similarly, if any refund is due,
assessee will get the same after filing.
Illustration 01:
Compute tax liability of Mr. Ramsanth for the A.Y. 2013-14:
Income from business Rs: 1,80,000
Income from H.P. Rs: 35,000
Solution:
Income
from
business
STCG
LTCG
Income from other sources

Rs:
60,000
Rs: 5,000
Rs:
1,00,000
Rs: 15,000

Computation of tax liability for the A.Y 2020-21
Business income
60,000
LTCG
1,00,000
STCG
5,000
Income from other sources
15,000
Total Income
1,80,000
Tax on LTCG @ 20 %
20,000
On balance of Rs: 80,000
Nil
Total Tax
20,000
Education cess 3 %
600
Total Tax Liability
20,600
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Illustration:2
Mr. Jithin Raj furnished the following incomes earned during the year 2019-20:
1.)
2.)
3.)
4.)

Winning from Kerala State Lottery
Profits from business
STCG
LTCG

Rs: 1,00,000
Rs: 1,50,000
Rs: 12,000
Rs: 23,000

Computation of tax liability for the A.Y 2020-21
Income from business
Capital
gains:
LTCG
:
23,000
STCG : 12,000
Winnings from Kerala State Lottery
Total income
Tax on Lottery income ( 1,00,000 x 30%)
Tax on LTCG ( 23,000 x 20 %)
Tax on balance income ( 1,62,000 )
Total tax
Education cess
Total tax liability
Less : Tax deducted at source ( 1,00,000 x 30%)
Net Tax Liability

1,50,000
35,000
1,00,000
2,85,000
30,000
4,600
Nil
34,600
1,038
35,638
30,000
5,638

Illustration 03 :
Mr. Nair is working in a private company in Mumbai. He furnished the following details
of his income for the financial year 2019-20:
a)
b)
c)
d)

e)
f)
g)
h)
i)

Monthly salary Rs: 11,200
D A per month Rs:3,850
A rent free unfurnished accommodation for which he pays Rs: 340 p.m
A car with an engine capacity of 1.8 litres with a driver is provided by the
employer. All expenses relating to the car is met by the employer. The car is
used for both personal and official purposes.
He is also getting an amount of Rs: 1,000 p.m.as entertainment allowance.
He paid Rs: 1,200 as profession tax for the last financial year.
Education allowance for two children @ Rs: 600 p.m.
Cost of electricity bill paid by the company Rs: 22,000.
His income from let out house property Rs: 25,000. He spent Rs: 12,000 for its
repairs in the previous year.
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j) He contributed Rs: 3,000 p.m. to a recognized provident fund. He also paid Rs:
16,000 towards his life insurance premium.
Solution :
Computation of tax liability for the A.Y 2020-21
Particulars
Income from Salary:
Salary ( 11,200 x 12 )
D A ( 3,850 x 12)
Entertainment allowance ( 1,000 x 12)
Educational allowance (600 x 12 ) -- (100 x 2 x 12)
Perquisites :
(e)
Rent
free
unfurnished
accommodation:
15 % of salary (Pvt. Employee at Mumbai) : 22,680
Less : Rent paid by employee (340 x 12) : 4,080
(f) Motor car (2,400 + 900) x 12
(g) Electricity bill paid by the company
Gross Salary
Less : Deduction u/s 16 (iii)
Net Salary
Income from H.P :
Less : Deduction (30%)
Gross Total Income
Less : Deduction under section 80 C :
RPF ( 3,000 x 12 )
Life Insurance Premium
Total Income
Tax on Income : Up to Rs: 2,00,000
On Balance 41,900 x 10 %
Total
Add : Education Cess (4,190 x 3%)
Tax Liability
12.6

Rs:

Rs:

1,34,400
46,200
12,000
4,800

18,600
39,600
22,000
2,77,600
1,200
2,76,400
25,000
7,500
2,93,900
36,000
16,000
2,41,900
Nil
4,190
4,190
126
4,316

17,500

52,000

LET US SUM UP

The assessee pays tax on his total income. This total income is nothing but the aggregate
of taxable income from each head salaries, house property, business and profession,
capital gains and income from other source. From this aggregate income the carried
forward losses are set off and the permissible deductions u/s 80 are allowed. The
resulting figure is the taxable income of the assessee.
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KEYWORDS
Tax Liability: Tax liability is the total amount of tax debt owed by an individual,
corporation, or other entity to a taxing authority
Gross Total Income: Gross income refers to the total income earned by an
individual on a paycheck before taxes and other deductions.
HUF: A joint family or undivided family is an extended family arrangement
prevalent throughout the Indian subcontinent, particularly in India, consisting of
many generations living in the same household, all bound by the common
relationship.
Resident: A resident taxpayer is an individual who resides in India for a minimum
of 182 days in a year.
Aggregate Income: Aggregate income is the total of all incomes in an economy
without adjustments for inflation, taxation, or types of double counting
Advance Tax: As the name suggests, advance tax refers to paying a part of
your taxes before the end of the financial year.
Tax Refund: A tax refund or tax rebate is a payment to the taxpayer when the
taxpayer pays more tax than they owe
Rebate: A rebate is an amount paid by way of reduction, return, or refund on what
has already been paid or contributed.
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TERMINAL QUESTIONS

Q1 :

What steps are involved in calculation of total taxable income of an individual?
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Q2:

What are the incomes which are to be considered at the time of computing total
income of individuals?

Q3 :

Balamurugan furnishes the following information for the year ended 31-032020:
Particulars
Income from business
Income from house property
Lottery winning (Gross)
Speculation business income
Income by way of salary (Computed)
Long term capital gain u/s 112

Rs
(1,35,000)
(15,000)
5,00,000
1,00,000
60,000
70,000

Compute his total income, tax liability and advance tax obligations.
Q4 :

'X' is employed with ABC.(P) Ltd., Delhi on a monthly salary of Rs. 4,600 and
D.A. Rs. 1,400. He has been provided with a free unfurnished residence
belonging to employer and also the services of a gardener. He is entitled to free
medical treatment in a dispensary maintained by the Company and free
refreshment during working hours. He also gets conveyance allowance of Rs.
1,000 per month which he claims to spend for company's work. He contributes
Rs. 2,000 per month to a recognized provident fund. During the year, he
purchased National Savings Certificate VIII issue of Rs. 5,000. He has a
handicapped son whose capacity to be engaged in gainful employment is
substantially affected. Find out his total income for the assessment year 202021 and the tax rebate admissible to him.

Q5 :

'X' is employed in a public sector undertaking on salary of Rs. 7,000 and a
dearness allowance of Rs. 1,000 per month. He was provided with a rent free
accommodation (hired by the employer at 4,500 per month), free use of furniture
costing Rs. 1,00,000, free gas and electricity and free use of a chauffeur driven
ambassador car. He had a deposit of Rs. 1,00,000in the bank at 11%,shares of
the face value of 50,000 on which 15% dividend was declared, Units of UTI of
the value of Rs. 70,000 on which 18% dividend was declared and NSCs
purchased two years back on which interest of Rs. '11,000 accrued. He invested
Rs. 30,000 in the purchase of shares which formed part of the new eligible issue
of a manufacturing company. Work out his total income for 2020-21.

Q6 :

Following details are available in respect of income of Mrs. Maya for the year
2019 20:
15







LTCG (indexed) Rs: 2,30,000
Interest on bank time deposits Rs:10,000
Dividend from co-operative society Rs: 5,000
LIC premium paid Rs: 10,000
Contribution to Public Provident Fund Rs:10,000

Calculate tax payable by Mrs. Maya for the assessment year 2020-21.
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OBJECTIVES

After studying this unit, you will be able to know
 The meaning of TDS,
 How to compute the tax deductible at source,
 When the liability to pay advance tax arises and
 Compute advance tax liability.
13.1

INTRODUCTION

TDS is basically a part of direct tax. It has to be deducted by a person for certain
payments made by them. TDS is one of the modes of collection of taxes, by which a
certain percentage of amounts are deducted by a person at the time of making/crediting
certain specific nature of payment to the other person and deducted amount is remitted
to the Government account. It is similar to “pay as you earn” scheme also known as
Withholding Tax in many other countries, example is USA. The concept of TDS
envisages the principle of “pay as you earn”. It facilitates sharing of responsibility of
17

tax collection between the deductor and the tax administration. It ensures regular inflow
of cash resources to the Government. It acts as a powerful instrument to prevent tax
evasion as well as expands the tax net. Tax must be deducted at the time of payment in
cash or cheque or credit to the payee’s account whichever is earlier. Credit to payable
account or suspense account is also considered to be credit to payee’s account and TDS
must be made at the time of such credit.
13.2

MEANING OF TDS

TDS stands for tax deducted at source. As per the Income Tax Act, any company or
person making a payment is required to deduct tax at source if the payment exceeds
certain threshold limits. TDS has to be deducted at the rates prescribed by the tax
department. The company or person that makes the payment after deducting TDS is
called a deductor and the company or person receiving the payment is called the
deductee. It is the deductor’s responsibility to deduct TDS before making the payment
and deposit the same with the government. TDS is deducted irrespective of the mode of
payment–cash, cheque or credit– and is linked to the PAN of the deducted.
13.3









13.4

MAIN FEATURES OF TDS
Responsibility for deduction or collection of tax at source is fixed on specified
persons.
Every specified person responsible for deduction of tax at source is required to
obtain a tax deduction Account Number.
Time for payment of tax deducted or collected at source to the Government account
is prescribed.
Certificates of TDS have to be issued to the tax payers on prescribed forms and
within specified time.
Every person responsible for deduction of tax at source shall file quarterly
statements
Tax has to be deducted/collected at the specified rates.
Conditions for less or no deduction of tax are specified.
Statements of TDS have to be submitted on prescribed forms and within specified
time.
Penal and other consequences for non-compliance are provided.
DEDUCTION OF TAX AT SOURCE

13.4.1 Salary [Section 192]
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(1)
Applicability of TDS under section 192
This section casts an obligation on every person responsible for paying any income
chargeable to tax under the head ‘Salaries’ to deduct income-tax on the amount payable.
(2)

Manner of deduction of tax
i) Such income-tax has to be calculated at the average rate of income tax computed
on the basis of the rates in force for the relevant financial year in which the
payment is made, on the estimated total income of the assessee. Therefore, the
liability to deduct tax at source in the case of salaries arises only at the time of
payment.
ii) Average rate of income-tax means the rate arrived at by dividing the amount of
income-tax calculated on the total income, by such total income.
iii) The concept of payment of tax on non-monetary perquisites has been provided
in sections 192(1A) and (1B). These sections provide that the employer may pay
this tax, at his option, in lieu of deduction of tax at source from salary payable
to the employee. Such tax will have to be worked out at the average rate
applicable to aggregate salary income of the employee and payment of tax will
have to be made every month along with tax deducted at source on monetary
payment of salary, allowances etc.
iv) In cases where an assessee is simultaneously employed under more than one
employer or the assessee takes up a job with another employer during the
financial year after his resignation or retirement from the services of the former
employer, he may furnish the details of the income under the head “Salaries”
due or received by him from the other employer, the tax deducted therefrom and
such other particulars to his current employer. Thereupon, the subsequent
employer should take such information into consideration and then deduct the
tax remaining payable in respect of the employee’s remuneration from both the
employers put together for the relevant financial year.
v) In respect of salary payments to employees of Government or to employees of
companies, co-operative societies, local authorities, universities, institutions,
associations or bodies, deduction of tax at source should be made after allowing
relief under section 89(1), where eligible.
vi) A tax payer having salary income in addition to other income chargeable to tax
for that financial year, may send to the employer, the following: (a) particulars
of such other income and particulars of any tax deducted under any other
provision; (b) loss, if any, under the head ‘Income from house property’. The
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employer shall take the above particulars into account while calculating tax
deductible at source.
vii) It is also provided that except in cases where loss from house property has been
adjusted against salary income, the tax deductible from salary should not be
reduced as a consequence of making the above adjustments.
(3) Furnishing of statement of particulars of perquisites or profits in lieu of
salary by employer to employee
Sub-section (2C) provides that the employer shall furnish to the employee, a statement
in Form No. 12BA giving correct and complete particulars of perquisites or profits in
lieu of salary provided to him and the value thereof. The statement shall be in the
prescribed form and manner. This requirement is applicable only where the salary
paid/payable to an employee exceeds Rs. 1,50,000. For other employees, the particulars
of perquisites/profits in lieu of salary shall be given in Form 16 itself.
(4)
Circular issued by CBDT
Every year, the CBDT issues a circular giving details and direction to all employers for
the purpose of deduction of tax from salaries payable to the employees during the
relevant financial year. These instructions should be followed.
(5)

Requirement to obtain evidence/ proof/ particulars of claims from the
employee by the employer
Sub-section (2D) casts responsibility on the person responsible for paying any income
chargeable under the head “Salaries” to obtain from the assessee, the evidence or proof
or particulars of prescribed claims (including claim for set-off of loss) under the
provisions of the Act in the prescribed form and manner, for the purposes of –
a) estimating income of the assessee; or
b) computing tax deductible under section 192(1).
Rule 26C requires furnishing of evidence of the following claims by an employee to the
person responsible for making payment under section 192(1) in Form No.12BB for the
purpose of estimating his income or computing the tax deduction of tax at source.
Nature of Claim

Evidence or particulars
Name, address and PAN of the landlord(s)
where the aggregate rent paid during the
previous year exceeds Rs 1 lakh.

1

House Rent Allowance

2

Leave Travel Concession or
Evidence of expenditure
Assistance
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3
4

Deduction of interest under the
head “Income from house Name, address and PAN of the lender
property”
Deduction under Chapter VI A
Evidence of investment or expenditure

13.4.2 Interest on securities [Section 193]
(1)
Person responsible for deduction of tax at source
This section casts responsibility on every person responsible for paying to a resident
any income by way of interest on securities.
(2)
Rate of TDS
Such person is vested with the responsibility to deduct income-tax at the rates in force
from the amount of interest payable. The rate at which tax is deductible under section
193 is 10%, both in the case of domestic companies and non-corporate resident
assessees.
(3)
Time of tax deduction at source
Tax should be deducted at the time of credit of such income to the account of the payee
or at the time of payment thereof in cash or by issue of a cheque or draft or by any other
mode, whichever is earlier.
Where any income by way of interest on securities is credited to any account in the
books of account of the person liable to pay such income, such crediting is deemed to
be credit of such income to the account of the payee and tax has to be deducted at source.
The account to which such interest is credited may be called “Interest Payable account”
or “Suspense account” or by any other name
(4)

Non-applicability of TDS under section 193

No tax deduction is to be made from any interest payable:
(i)
on 4¼% National Defence Bonds 1972, where the bonds are held by an
individual not being a non-resident;
(ii)

on 4¼% National Defence Loan, 1968 or 4¾% National Defence Loan, 1972,
where the interest is payable to an individual;

(iii)

on National Development Bonds;

(iv)

on 7-year National Savings Certificates (IV Issue);
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(v)

on debentures issued by any institution or authority or any public sector
company or any co-operative society (including a co-operative land mortgage
bank or a co-operative land development bank), as notified by the Central
Government;

(vi)

on 6½% Gold Bonds, 1977 or 7% Gold Bonds, 1980, where the bonds are held
by an individual (other than a non-resident), provided that the holders of the
bonds make a written declaration that the total nominal value of the bonds held
by him or on his behalf did not in either case exceed `10,000 at any time during
the period to which the interest relates;

(vii)

on any security of the Central Government or a State Government;

Note – It may be noted that tax has to be deducted at source in respect of interest payable
on 8% Savings (Taxable) Bonds, 2003, or 7.75% Savings (Taxable) Bonds, 2018, only
if such interest payable exceeds ` 10,000 during the financial year.
(viii) on any debentures (whether listed or not listed on a recognized stock exchange)
issued by the company in which the public are substantially interested to a
resident individual or HUF. However,
(a) the interest should be paid by the company by an account payee cheque;
(b) the amount of such interest or the aggregate thereof paid or likely to be paid
during the financial year by the company to such resident individual or HUF
should not exceed ` 5,000.
(ix)

on securities to LIC, GIC, subsidiaries of GIC or any other insurer, provided –
(a) the securities are owned by them or
(b) they have full beneficial interest in such securities.

(x)

on any security issued by a company, where such security is in dematerialized
form and is listed on a recognised stock exchange in India in accordance with
the Securities Contracts (Regulation) Act, 1956 and the rules made there under.

13.4.3 Winnings from lotteries, crossword puzzles and horse races [Sections 194B
and 194BB]
(1)
Rate of tax on casual income
Any income of a casual and non-recurring nature of the type of winnings from lottery,
crossword puzzle, card game and other game of any sort, races including horse races,
etc. will be charged to income-tax at a flat rate of 30% [Section 115BB].
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(2)
TDS on winning from lotteries, crossword puzzles etc.
According to the provisions of section 194B, every person responsible for paying to any
person, whether resident or non-resident, any income by way of winnings from lottery
or crossword puzzle or card game and other game of any sort, is required to deduct
income-tax therefrom at the rate of 30% if the amount of payment exceeds ` 10,000.
(3)
Cases where winnings are partly in kind and partly in cash
In a case where the winnings are wholly in kind or partly in cash and partly in kind but
the part in cash is not sufficient to meet the liability of deduction of tax in respect of
whole of the winnings, the person responsible for paying shall, before releasing the
winnings, ensure that tax has been paid in respect of the winnings.
(4)
Person responsible for deduction of tax under section 194BB
Section 194BB casts responsibility on the following persons to deduct tax at source (i)
a bookmaker; or
(ii)
a person to whom a license has been granted by the Government under
any law for the time being in force - (a) for horse racing in any race
course; or (b) for arranging for wagering or betting in any race course.
(5)
Threshold limit and rate of TDS under section 194BB
The obligation to deduct tax at source under section 194BB arises when the above
mentioned persons make payment to any person of any income by way of winnings
from any horse race in excess of Rs. 10,000. The rate applicable for deduction of tax at
source is 30%. Tax will have to be deducted at source from winnings from horse races
even though the winnings may be paid to the person concerned in installments of less
than ` 10,000. Similarly, in cases where the book-maker or other person responsible for
paying the winnings, credits such winnings and debits the losses to the individual
account of the punter, tax has to be deducted @30% on winnings before set-off of
losses. Thereafter, the net amount, after deduction of tax and losses, has to be paid to
the winner.
(6)
Meaning of the expression “horse race”
In the context of the provisions of section 194BB, the expression ‘any horse race’ used
therein must be taken to include, wherever the circumstances so necessitate, more than
one horse race. Therefore, winnings by way of jack pot would also fall within the scope
of section 194BB.
13.5

ADVANCE PAYMENT OF TAX [SECTIONS 207 TO 219]

13.5.1 Liability for payment of Advance Tax
1) Tax shall be payable in advance during any financial year, in accordance
with the provisions of sections 208 to 219, in respect of an assessee’s current
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income i.e. the total income of the assessee which would be chargeable to tax
for the assessment year immediately following that financial year [Section 207].
2) Under section 208, obligation to pay advance tax arises in every case where the
advance tax payable is ` 10,000 or more.
Note - An assessee who is liable to pay advance tax of less than ` 10,000 will not be
saddled with interest under sections 234B and 234C for defaults in payment of advance
tax. However, the consequences under section 234A regarding interest for belated filing
of return would be attracted.
3) In case of senior citizens who have passive source of income like interest, rent,
etc., the requirement of payment of advance tax causes genuine compliance
hardship. Therefore, in order to reduce the compliance burden on such senior
citizens, exemption from payment of advance tax has now been provided to a
resident individual(i)

not having any income chargeable under the head “Profits and gains of
business or profession”; and of the age of 60 years or more.

(ii)

Such senior citizens need not pay advance tax and are allowed to
discharge their tax liability (other than TDS) by payment of selfassessment tax.

13.5.2 Computation of Advance Tax
(1) An assessee has to estimate his current income and pay advance tax
thereon. He need not submit any estimate or statement of income to the
Assessing Officer, except where he has been served with notice by the
Assessing Officer.
(2) Where an obligation to pay advance tax has arisen, the assessee shall himself
compute the advance tax payable on his current income at the rates in force in
the financial year and deposit the same, whether or not he has been earlier
assessed to tax.
(3) In the case of a person who has been already assessed by way of a regular
assessment in respect of the total income of any previous year, the Assessing
Officer, if he is of the opinion that such person is liable to pay advance tax, may
serve an order under section 210(3) requiring the assessee to pay advance tax.

24

(4) For this purpose, the total income of the latest previous year in respect of which
the assessee has been assessed by way of regular assessment or the total income
returned by the assessee in any return of income for any subsequent previous
year, whichever is higher, shall be taken as the basis for computation of
advance tax payable.
(5) The above order can be served by the Assessing Officer at any time during the
financial year but not later than the last date of February.
(6) If, after sending the above notice, but before 1st March of the financial year,
the assessee furnishes a return relating to any later previous year or an
assessment is completed in respect of a later return of income, the Assessing
Officer may amend the order for payment of advance tax on the basis of the
computation of the income so returned or assessed.
(7) If the assessee feels that his own estimate of advance tax payable would be less
than the one sent by the Assessing Officer, he can file estimate of his current
income and advance tax payable thereon.
(8) Where the advance tax payable on assessee’s estimation is higher than the tax
computed by the Assessing Officer, then, the advance tax shall be paid based
upon such higher amount.
(9) In all cases, the tax calculated shall be reduced by the amount of tax deductible
at source.
(10) The amount of advance tax payable by an assessee in the financial year
calculated by - (i) the assessee himself based on his estimation of current
income; or (ii) the Assessing Officer as a result of an order under section 210(3)
or amended order under section 210(4) is subject to the provisions of section
209(2), as per which the net agricultural income has to be considered for the
purpose of computing advance tax
13.5.3 Installments of advance tax and due dates
(1)

Common advance tax payment schedule for both corporate and non corporate
(other than assessee computing profits on presumptive basis under section
44AD(1) or section 44ADA(1)]:

Due date of installment

Amount Payable

On or before 15th June

Not less than 15% of advance tax liability
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On or before 15th September

Not less than 45% of advance tax liability, as
reduced by the amount, if any, paid in the earlier
installment.

On or before 15th December

Not less than 75% of advance tax liability, as
reduced by the amount or amounts, if any, paid in
the
earlier
installment
or
installments.

On or before 15th March

The whole amount of advance tax liability as
reduced by the amount or amounts, if any, paid in
the
earlier
installment
or
installments.

Note - Any amount paid by way of advance tax on or before 31st March shall also be
treated as advance tax paid during each financial year on or before 15th March.
(2)

Advance tax payment by assessees computing profits on presumptive
basis under section 44AD(1)or section 44ADA(1)
An eligible assessee, opting for computation of profits or gains of business on
presumptive basis in respect of eligible business referred to in section 44AD(1) or for
computation of profits or gains of profession on presumptive basis in respect of eligible
profession referred to in section 44ADA(1), shall be required to pay advance tax of the
whole amount in one installment on or before the 15th March of the financial year.
However, any amount paid by way of advance tax on or before 31st March shall also
be treated as advance tax paid during each financial year on or before 15th March.
(3) If the last day for payment of any installment of advance tax is a day on which the
receiving bank is closed, the assessee can make the payment on the next immediately
following working day, and in such cases, the mandatory interest leviable under sections
234B and 234C would not be charged.
(4) Where advance tax is payable by virtue of the notice of demand issued5 by the
Assessing Officer, the whole or the appropriate part of the advance tax Specified in such
notice shall be payable on or before each of such due dates as fall after the date of
service of notice of demand.
(5) Where the assessee does not pay any installment by the due date, he shall be deemed
to be an assessee in default in respect of such installment.
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13.5.4 Credit for advance tax [Section 219]
Any sum, other than interest or penalty, paid by or recovered from an assessee as
advance tax, is treated as a payment of tax in respect of the income of the previous year
and credit thereof shall be given in the regular assessment.
13.5.5 Interest for non-payment or short-payment of advance tax [Section 234B]
1. Interest under section 234B is attracted for non-payment of advance tax or
payment of advance tax of an amount less than 90% of assessed tax.
2. The interest liability would be 1% per month or part of the month from 1st April
following the financial year upto the date of determination of income under
section 143(1).
3. Such interest is calculated on the amount of difference between the assessed tax
and the advance tax paid.
4. Assessed tax is the tax calculated on total income less - tax deducted or collected
at source. - any relief of tax allowed under section 89 - any tax credit allowed
to be set off in accordance with the provisions of section 115JD
5. However, where self-assessment tax is paid by the assessee under section 140A
or otherwise, interest shall be calculated upto the date of payment of such tax
and reduced by the interest, if any, paid under section 140A towards the interest
chargeable under this section.
13.5.6 Interest payable for deferment of advance tax [Section 234C]
(a) Manner of computation of interest under section 234C for deferment of
advance tax by corporate and non-corporate assessees: In case an assessee, other
than an assessee who declares profits and gains in accordance with the provisions of
section 44AD(1) or section
44ADA(1), who is liable to pay advance tax under section 208 has failed to pay such
tax or the advance tax paid by such assessee on its current income on or before the dates
specified in column (1) is less than the specified percentage [given in column (2)] of tax
due on returned income, then simple interest@1% per month for the period specified in
column (4) on the amount of shortfall, as per column (3) is leviable under section 234C.
Specified date

Specified % Shortfall in advance tax

Period
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(1)

(2)

15th June

15%

15th
September

45%

45% of tax due on returned income
3 months
(-) advance tax paid up to 15th September

15th
December

75%

75% of tax due on returned income
3 months
(-) advance tax paid up to 15th December

100%

100% of tax due on returned
income (-) advance tax paid up to 15th 1 month
March

15th March

(3)
(4)
15% of tax due on returned income
3 months
(-) advance tax paid up to 15th June

Note – However, if the advance tax paid by the assessee on the current income, on or
before 15th June or 15th September, is not less than 12% or, as the case may be, 36%
of the tax due on the returned income, then, the assessee shall not be liable to pay any
interest on the amount of the shortfall on those dates.
(b) Computation of interest under section 234C in case of an assessee who
declares profits and gains in accordance with the provisions of section
44AD(1) or section 44ADA(1):
In case an assessee who declares profits and gains in accordance with the section
44AD(1) or section 44ADA(1), as the case may be, who is liable to pay advance tax
under section 208 has failed to pay such tax or the advance tax paid by the assessee on
its current income on or before 15th March is less than the tax due on the returned
income, then, the assessee shall be liable to pay simple interest at the rate of 1% on the
amount of the shortfall from the tax due on the returned income.
(c) Non-applicability of interest under section 234C in certain cases: Interest under
section 234C shall not be leviable in respect of any shortfall in payment of tax due on
returned income, where such shortfall is on account of under-estimate or failure to
estimate –
(i) the amount of capital gains;
(ii) income of nature referred to in section 2(24)(ix) i.e., winnings from lotteries,
crossword puzzles etc.;
(iii)income under the head “Profits and gains of business or profession” in cases
where the income accrues or arises under the said head for the first time;
(iv) income of the nature referred to in section 115BBDA i.e., dividend in aggregate
exceeding of Rs 10 lakhs received during the previous year. However, the
assessee should have paid the whole of the amount of tax payable in respect of
such income referred to in (i), (ii), (iii) or (iv), as the case may be, had such
income been a part of the total income, as part of the remaining installments of
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advance tax which are due or where no such installments are due, by 31st March
of the financial year.
(d) Meaning of tax due on returned income: Tax due on returned income means the
tax calculated on total income declared in the return furnished by the assessee less
 tax deducted or collected at source.
 any relief of tax allowed under section 89
 any tax credit allowed to be set off in accordance with the provisions of section
115JD
Illustration 01
Examine the TDS implications under section 194A in the followings case – On
1.10.2019, Mr. Harish made a six-month fixed deposit of Rs 10 lakh@9% p.a. with
ABC Co-operative Bank. The fixed deposit matures on 31.3.2020.
Solution : ABC Co-operative Bank has to deduct tax at source@10% on the interest of
Rs 45,000 (9% × Rs 10 lakh × ½) under section 194A. The tax deductible at source
under section 194A from such interest is, therefore, Rs 4,500.
Illustration 02
On 1.6.2019, Mr. Ganesh made three nine month fixed deposits of Rs. 3 lakh each,
carrying interest@9% with Dwarka Branch, Janakpuri Branch and Rohini Branch of
XYZ Bank, a bank which has adopted CBS. The fixed deposits mature on 28.2.2020.
Examine the TDS implications under section 194A
Solution :
XYZ Bank has to deduct tax at source@10% under section 194A, since the aggregate
interest on fixed deposit with the three branches of the bank is Rs 60,750 [3,00,000 × 3
× 9% × 9/12], which exceeds the threshold limit of Rs 40,000. Since XYZ Bank has
adopted CBS, the aggregate interest credited/paid by all branches has to be considered.
Since the aggregate interest of Rs 60,750 exceeds the threshold limit of Rs 40,000, tax
has to be deducted@10% under section 194A.
13.6

LET US SUM UP

TDS or Tax Deducted at Source is income tax reduced from the money paid at the time
of making specified payments such as rent, commission, professional fees, salary,
interest etc. by the persons making such payments. Usually, the person receiving income
is liable to pay income tax. But the government with the help of Tax Deducted at Source
provisions makes sure that income tax is deducted in advance from the payments being
made.
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Advance tax means income tax should be paid in advance instead of lump sum payment
at year end. It is also known as pay as you earn tax. These payments have to be made in
installments as per due dates provided by the income tax department. Tax can
be computed on the current income (estimated by the taxpayer) at the rates in force
during the financial year. Income received in the previous financial year can be taken
as the taxable income for the calculation of advance tax liability.
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KEYWORDS
TDS: Tax deduction at source is a means of collecting tax on income, dividends or
asset sales, by requiring the payer to deduct tax due before paying the balance to
the payee.
Perquisites: A benefit which one enjoys or is entitled to on account of one's job or
position.
CBDT: CBDT functions as a division of the Ministry of Finance under the
Department of Revenue. Its functions include formulation of policies, dealing with
natters relating to levy and collection of direct taxes, and supervision of the
functioning of the entire Income Tax Department.
Profit in Lieu of Salary: Any amount of compensation received by an employee
from his employer or former employer in connection with the termination of
employment or modification of terms and conditions of employment is regarded
as profits in lieu of salary
NSC: National Savings Certificates, popularly known as NSC, is an Indian
Government Savings Bond, primarily used for small savings and income tax saving
investments in India. It is part of the postal savings system of Indian Postal Service
(India Post).
Advance Tax: Advance tax refers to paying a part of your taxes before the end of
the financial year.
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13.9

TERMINAL QUESTIONS

Q1 :
Q1:
Q2:
Q3:
Q4:

Write the meaning and features of Tax Deducted at Source.
Write a note on computation of Advance Tax.
What are the provisions regarding the TDS of salary?
How interest is calculated for nonpayment or short payment of advance tax?
Give a brief note on Installments and due dates of Advance Tax.
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