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(b) ` 1,03,060 
(c) ` 2,35,990 
(d) ` 2,33,680 

6. Mr. Subhash, an Indian citizen, is currently in employment with an 
overseas company located in Country X. During the previous year  
2025-26, he comes to India for 135 days. He is in India for 100 days, 50 
days, 76 days and 45 days in the financial years 2021-22, 2022-23,  
2023-24 and 2024-25, respectively. His annual income for the previous 
year 2025-26 is as follows:  

Particulars Amount (`) 
Income from salary earned and received in Country X 2,00,000 
Income earned and received from a house property 
situated in Country X 

5,00,000 

Income deemed to be accrued and arise in India 2,00,000 
Income from retail business (accrued and received 
outside India, controlled from India) 

10,00,000 

Income accrued and arise in India 4,00,000 
 Determine the residential status of Mr. Subhash for the assessment year 

2026-27. He is not liable to pay tax in Country X. 
7. Ms. Nisha is a marketing manager in Rose Ltd. She gives you the 

following details for P.Y. 2025-26: 
(i)  Basic salary of ` 45,000 p.m. 
(ii) Dearness Allowance of ` 10,000 p.m. (30% is for retirement 

benefits) 
(iii) Bonus of one-month basic salary 
(iv) She contributes 18% of her salary (Basic Pay + DA) towards 

recognised provident fund and the company contributes the same 
amount.  

(v) Motor car owned by the employer (cubic capacity of engine 
exceeds 1.6 litres) provided to Ms. Nisha from 1st November, 2025 
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which is used for both official and personal purposes. Repair and 
running expenses of ` 50,000 were fully met by Ms. Nisha. The 
motor car was self-driven by the employee.  

(vi) The company pays medical insurance premium of ` 18,000 to 
effect insurance on the health of Ms. Nisha.  

(vii) Her employer gave him a rent free accommodation in Mumbai 
from 1.4.2024. The house was taken on lease by Rose Ltd. for  
` 12.000 p.m. The perquisite value of such accommodation for the 
P.Y. 2024-25 was ` 55,000. 

 CII – F.Y. 2024-25: 363; F.Y. 2025-26: 376 
(viii) Company incurred expenses on the treatment of her daughter 

abroad including stay expenses of ` 1,50,000 as permitted by the 
RBI. 

(ix) Company also incurred expenses in relation to the foreign travel 
for medical treatment of daughter of ` 80,000. 

 Compute the income chargeable to tax under the head "Salaries" in the 
hands of Ms. Nisha for the Assessment Year 2026-27 under optional tax 
regime. 

8. Mr. Vipul furnished the following details for the previous year 2025-26: 
(i) Loss from House Property (computed) in India – ` 2,60,000 
(ii) Income from business in India – ` 8,60,000 
(iii) Short Term Capital Gain on sale of equity shares listed in 

recognized stock exchange (STT paid) – ` 1,99,800 
(iv) Income from card game (Gross) – ` 1,02,500 
(v) Loss from betting (Gross) – ` 87,500 
(vi) Expenses of Lottery Income – ` 7,500 
(vii) Income from Lottery Income – ` 38,500 (Net of TDS) 
(viii) Loss from the activity of owning and maintaining camels for races 

– ` 20,000 
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(ix) Income from the activity of owning and maintaining race horses –  
` 97,800 

(x) Long term capital gain on sale of land – ` 25,000 
(xi) Income of minor daughter Riya from script writing for Television 

series - ` 15,000 
(xii) Interest income of minor son Saurabh who suffers from disability 

specified in section 80U - ` 2,50,000 
 Following are the brought forward losses: 

• Loss from Textile Business pertaining to A.Y. 2014-15 – ` 7,000 
• Long-term capital loss pertaining to A.Y. 2017-18 – ` 1,12,500 
• Short term capital loss pertaining to A.Y. 2018-19 – ` 90,200 

 Compute gross total income of Mr. Vipul as per optional tax regime and 
find out the amount of losses which can be carried forward. 

9. Examine the applicability and determine the amount of tax deduction/ 
collection at source as per the Income-tax Act, 1961 for the A.Y. 2026-27 
in the following situations: 
(i)  ABC Ltd. sells a flat to Mr. Jatin for ` 47 lakhs on 15.5.2025. The 

agreement to sell provides that in addition, Mr. Jatin has to pay 
maintenance charges of ` 10,000 per month for 24 months in 
advance, ` 3 lakhs for car parking, and ` 1 lakh for club 
membership fees to ABC Ltd. The stamp duty value of the flat is  
` 48 lakhs.  

(ii) State Government of Jharkhand grants a lease of coal mine to  
M/s XYZ Ltd. on 1.5.2025 and charged ` 7 crores for the lease.  
M/s XYZ Ltd. sold coal for ` 2 crores to M/s LMN, a public sector 
company, during the P.Y. 2025-26. The turnover of XYZ Ltd. and 
M/s LMN, PSU, for the F.Y. 2024-25 amounted to ` 5.5 crores and  
` 11 crores, respectively.   

10. Mr. Yuvaan, a resident individual, aged 45 years, is engaged in 
manufacturing of textile business, as a proprietor. He follows mercantile 
system of accounting. The net profit as per profit and loss account after 
debiting/crediting the following items was ` 20,00,000: 
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(i)  ` 25,000 paid to creditor for goods in cash.  
(ii) Gross interest received from saving bank account ` 15,000. 
(iii)  Contribution to notified approved research association for 

scientific research ` 1,10,000. 
(iv) He paid a job charges for the value addition on the fabrics  

` 1,10,000 without deduction of tax to job worker by an account 
payee cheque. 

(v)  Normal depreciation of ` 4,50,000 as per Income-tax Rules, 1962 
including depreciation on ` 15 lakhs, being the cost of new 
machinery purchased and put to use on 01-09-2025. 

(vi) Subsidy of 20% on new machinery under technology 
upgradation fund Scheme from the Central Government which 
was credited to profit and loss account.  

(vii)  Insurance expenses include ` 50,000 deposited with life 
insurance Corporation of India for the maintenance of her 
mother aged 70 years depended upon him and suffering from 
severe disability. 

(viii)  General expenses include revenue expenditure incurred for 
promoting family planning amongst its employees of ` 75,000. 

(ix)  On 01-03-2026, Mr. Yuvaan purchased raw material for ` 30,000 
from Kanha & Co., a medium enterprise as per MSMED Act, 
2006, for which the payment was made on 18-04-2026. There 
was no agreement for payment period between them. 

 Additional Information: 
(a)  Mr. Yuvaan repaid housing loan principal and interest of ` 75,000 

and ` 80,000 respectively, availed for purchase of let-out house 
property. 

(b)  He received rent of ` 3,50,000 from his let-out house property. The 
municipal taxes of ` 40,000 for this house was paid by him on  
30-04-2026. 
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(c)  He received ` 75,000 by pre-mature withdrawals from deposit 
including interest ` 5,000, in post office time deposit, eligible for 
deduction under Section 80C. 

(d) He sold a gold bracelet on 01-05-2025 for ` 5,00,000, which was 
acquired for ` 40,000 on 01-03-2005. A diamond was embedded 
onto bracelet on 01-05-2007 of ` 50,000. (cost inflation index 
2004-05:113, 2007-08:129 and 2025-26:376)  

Required: 
 Compute the total income and tax liability of Mr. Yuvaan for the 

assessment year 2026-27 under default tax regime and optional tax 
regime.  

 The turnover of the business for the financial year 2024-25 is ` 250 lakhs 
and for F.Y. 2025-26 is ` 300 lakhs. 

 

 

SUGGESTED ANSWERS 

 
Question No. Answer 
1. (b) ` 8,01,960 
2. (c) Nil 
3. (a)  ` 12,01,960 
4. (d) ` 2,040 
5. (a) ` 1,13,460 
6.  Mr. Subhash is an Indian citizen in employment in Country X. He comes 

on a visit to India during the P.Y.2025-26 for 135 days. His stay in India 
in the four immediately preceding previous years is as follows:  

 P.Y. 2021-22 – 100 days 
 P.Y. 2022-23 – 50 days 
 P.Y. 2023-24 – 76 days  
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 P.Y. 2024-25 – 45 days 
 Total – 271 days 
 Mr. Subhash, an Indian citizen, visiting India in the P.Y.2025-26, would 

be a resident in India for A.Y.2026-27, if he satisfies either of the 
following conditions – 
(i) He is in India for 182 days or more during the P.Y.2025-26 or 
(ii) He is in India for a period of 120 days or more during the 

P.Y.2025-26 and his stay in India in the four immediately preceding 
previous years is 365 days or more if his total income (excluding 
income from foreign sources) exceeds ` 15 lakhs. 

 Since he did not satisfy either of the conditions, Mr. Subhash is a non-
resident in P.Y. 2025-26 as per section 6(1). 

 However, he would be deemed resident under section 6(1A) if his total 
income (excluding income from foreign sources) exceeds ` 15 lakhs 
irrespective of the period of his stay in India in the relevant previous year. 

Computation of Total Income (excluding income from foreign 
sources) of Mr. Subhash 

Particulars Amount 
(`) 

Income from salary earned and received in Country X 
(income from a foreign source, hence, to be excluded) 

- 

Income earned and received from a house property 
situated in Country X (income from a foreign source, 
hence, to be excluded) 

- 

Income deemed to be accrued and arise in India 2,00,000 
Income from retail business (to be included since the 
business is controlled from India, even though such 
income accrues and is received outside India) 

10,00,000 

Income accrued and arise in India 4,00,000 
Total Income (excluding income from foreign 
sources) of Mr. Subhash 

16,00,000 
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 Since Mr. Subhash is an Indian citizen having total income (excluding 
income from foreign sources) exceeding ` 15 lakhs and not liable to tax 
in Country X, he would be a deemed resident in P.Y. 2025-26 as per 
section 6(1A). He would be treated as resident but not ordinarily 
resident. 

7. Computation of income chargeable to tax under the head “Salaries” 
in the hands of Ms. Nisha for A.Y.2026-27 

Particulars  ` 
Basic Salary [` 45,000 x 12]  5,40,000 
Dearness allowance [` 10,000 x 12]  1,20,000 
Bonus  45,000 
Employer’s contribution to recognized 
provident fund in excess of 12% of salary 
= 18% x [(` 45,000 + ` 10,000) x 12] – 12% x  
{[` 45,000 + ` 3,000 (being 30% of ` 10,000)] 
x 12} = ` 1,18,800 – ` 69,120 
[Salary = Basic Salary + Dearness allowance, 
to the extent it forms part of pay for 
retirement benefits] 

  
49,680 

Perquisite value   
Provision of motor car (engine cubic capacity 
more than 1.6 litres) owned by employer to 
an employee without chauffeur for both 
official and personal purpose, where the 
expenses are fully met by the employee - the 
perquisite value would be ` 900 p.m. [` 900 
× 5 months] 

      4,500 

Medical insurance premium of ` 18,000 paid 
by the employer to effect an insurance on 
the health of an employee is an exempt 
perquisite 

 - 
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Value of rent free accommodation [Lower of 
` 62,100 i.e., 10% of ` 6,21,000 (` 5,40,000, 
being salary + ` 36,000, being DA forming 
part of retirement benefit + ` 45,000, being 
bonus) or ` 1,44,000, being rent paid by the 
employer] 

62,100  

As per Rule 3, value of perquisite in case of 
accommodation continued to be provided to 
an employee for more than one previous 
year, shall not exceed the amount calculated 
for first previous year, as multiplied by the 
amount which is a ratio of CII for the 
previous year for which the value is 
calculated and CII for the previous year in 
which accommodation was initially provided 
to the employee. 

  

Accordingly, value of perquisite for P.Y.  
2025-26 to be restricted to = ` 55,000 x 
376/363 

56,970 56,970 

Medical expenditure including stay expenses 
of ` 1,50,000 incurred by employer for 
treatment of her daughter outside India 
[Exempt since it is permitted under RBI 
guidelines] 

 - 

Travel expense of ` 80,000 incurred by 
employer on foreign travel for medical 
treatment [Travel expenses would be 
exempt, since Ms. Nisha’s gross total income 
before including travel expenditure does not 
exceed ` 8 lakhs.] 

 - 

Gross Salary  8,16,150 
Less: Standard deduction under section 
16(ia) 

 50,000 

Salary chargeable to tax  7,66,150 
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8.   Computation of Gross total income of Mr. Vipul for the A.Y. 2026-27 
 Particulars Amount 

(`) 
Amount 

(`) 
(i) Profits and gains of business or 

profession 
  

 Income from business in India 8,60,000  
 Less: Set-off of loss from activity of 

owning and maintaining camel for 
races 

 
 

20,000 

 

  8,40,000  
 Less: Loss from house property of  

` 2,60,000 can be set-off against any 
other head of income to the extent of  
` 2,00,000.  
Note – Loss from activity of owning 
and maintaining camel for races and 
loss from house property can first be 
set off against short term capital gains 
and then against business income. 

2,00,000  
 
 

  6,40,000  
 Less: Unabsorbed loss from textile 

business pertaining to A.Y. 2014-15 
cannot be set-off against the business 
income of the A.Y. 2026-27, since loss 
can be carried forward for a maximum 
of eight assessment years. 

            - 6,40,000 

    
(ii) Capital Gains   
 Short Term Capital Gain on sale of 

equity shares listed in a recognized 
stock exchange (STT paid) 

1,99,800  

 Less: Short-term capital loss of A.Y. 
2018-19 

90,200 1,09,600 
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 Long term capital Gain on Sale of land 25,000  
 Less: Long-term capital loss pertaining 

to A.Y. 2017-18 cannot be set-off 
against LTCG of the A.Y. 2026-27, 
since such loss can be carried forward 
for a maximum of eight assessment 
years. 

         - 25,000 

(iii) Income from other sources   
 Income from card game 1,02,500 

 

 Income from Lottery [Expenses of 
Lottery income are not allowed as a 
deduction] [` 38,500/(100-30)] 

55,000 
 

 Income from the activity of owning 
and maintaining race horses 

 97,800  

 Income of ` 15,000 of minor daughter 
Riya from script writing for television 
serials [Income derived by a minor 
child from any activity involving 
application of his/her skill, talent, 
specialized knowledge and experience 
is not to be included in the hands of 
the parent] 

-  

 Income of ` 2,50,000 of minor son 
Saurabh who suffers from disability 
specified in section 80U [Since minor 
child Saurabh is suffering from 
disability specified under section 80U, 
hence, his income would not be 
included in the income of the parent 
but would be taxable in the hands of 
the minor child] 

           - 2,55,300 

Gross Total Income 10,29,900 
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Item eligible for carried forward to A.Y. 2026-27 

Particulars Amount (`) 
Current year loss from House property 60,000 
Loss from betting can neither be set off against any 
other income, nor can it be carried forward. 

- 

9. (i)  Section 194-IA requires deduction of tax @1% of consideration for 
transfer or stamp duty value, whichever is higher, by every 
transferee responsible for paying any sum as consideration for 
transfer of immovable property (land, other than agricultural land, 
or building or part of building) to a resident transferor. 

 Tax is not required to be deducted at source where the total 
amount of consideration for the transfer of immovable property 
and the stamp duty value both are less than ` 50 lakhs. 
Consideration for transfer of any immovable property includes, 
inter alia, club membership fee, car parking fee, maintenance fee, 
which are incidental to transfer of the immovable property. 

 In the present case, since the consideration for transfer of flat by 
Mr. Jatin to ABC Ltd. is ` 53,40,000 (` 47 lakhs + ` 2,40,000, being  
` 10,000 x 12 x 2 + ` 3 lakhs + ` 1 lakh) which is not less than ` 50 
lakhs, Mr. Jatin is required to deduct tax @1% on ` 53,40,000, 
being higher of consideration and stamp duty value. 

 Tax deductible by Mr. Jatin would be ` 53,400.   
(ii) State Government is required to collect tax at source @ 2%  

u/s 206C(1C) on ` 7 crores, being the charges for lease of coal 
mine. 

 Accordingly, TCS = 2% x ` 7 crores = ` 14,00,000 
 Every person, being a seller, is required to collect at source @1% 

under section 206C(1) on sale of coal to a buyer. However, a public 
sector company is not covered within the definition of buyer. 

 Accordingly, M/s XYZ Ltd. is not required to collect tax at source 
on sale of coal to M/s LMN, a PSU. 
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 However, since the turnover of M/s LMN, a PSU exceeds ` 10 
crores during the P.Y. 2024-25, it is required to deduct tax at 
source under section 194Q @0.1% of sum exceeding ` 50 lakhs 
paid to M/s XYZ Ltd. 

 Accordingly, TDS = 0.1% x ` 1.50 crores = ` 15,000. 
10.  Computation of total income of Mr. Yuvaan for A.Y. 2026-27 under 

default tax regime 
Particulars ` ` ` 

I Income from house property    
 Rent received (GAV)   3,50,000  
 Less: Municipal taxes [Will be 

allowed only in the year of actual 
payment. Since it was paid on 
30.4.2026 i.e., after the end of 
the relevant previous year, it will 
be allowed only in P.Y. 2026-27. 

             -  

 NAV  3,50,000  
 Less: Deduction under section 24    
 - 30% of NAV 1,05,000   
 - interest on housing loan    80,000 1,85,000  
    1,65,000 

II Income from business or 
profession 

   

 Net profit as per profit and loss 
account 

Add: Items of expenditure not 
allowable while computing 
business income 

 20,00,000  

 - Payment to creditor in cash 
[Payment to creditor in cash 
is not allowable as business 
expenditure by virtue of 

25,000   
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section 40A(3), since such 
amount exceeds ` 10,000 
and paid in cash] 

 - Contribution to notified 
approved research 
association for scientific 
research [Not allowable 
under default tax regime] 

1,10,000   

 - Job charges without 
deduction of tax [30% of  
` 1,10,000] [Mr. Yuvaan’s 
turnover for the P.Y.  
2024-25 exceeds ` 1 crore, 
hence, he is liable to deduct 
tax at source u/s 194C on Job 
charges of ` 1,10,000. Since 
he has not deducted tax at 
source on ` 1,10,000, 30% 
would be disallowed under 
section 40(a)(ia)] 

33,000   

 - Insurance deposited with LIC 
of India for the maintenance 
of her mother [Personal 
expenses not allowable under 
section 37] 

50,000   

 - Revenue expenditure 
incurred for promoting 
family planning [Allowable 
only in case of company and 
not allowable for non-
corporate assessee] 

75,000   

 - Purchases made from Kanha 
& Co., a medium enterprise 
[Disallowance under section 
43B(h) is not applicable on 

- 2,93,000  
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payment to a medium 
enterprise. Accordingly, 
allowable on due basis 
during the P.Y. 2025-26] 

   22,93,000  
 Less: Items credited but not 

taxable or taxable under other 
heads  

   

 - Gross interest received from 
saving bank account 

15,000   

 - Subsidy on new machinery 
[Subsidy on new machinery 
has to be reduced from 
actual cost of machinery] 

3,00,000 3,15,000  

   19,78,000  
 Add: Depreciation claimed on 

subsidy received for new 
machinery [` 15 lakhs x 20% x 
15%]  

 45,000  

 Less: Additional depreciation on 
new machinery [Not allowable 
under default tax regime] 

 - 20,23,000 

III Capital Gains    
 Long term capital gain on sale 

of gold bracelet since it is held 
for more than 24 months 

   

 Sale consideration  5,00,000  
 Less: Cost of acquisition  40,000  
 Less: Cost of improvement  50,000  
 Long term capital gains   4,10,000 
IV Income from other sources    
 - Gross interest received from 

saving bank account 
 15,000  
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 - Pre-mature withdrawal from 
post office time deposit 
[Amount including interest 
received on pre-mature 
withdrawal from post office 
time deposit, in respect of 
which deduction u/s 80C 
was claimed, would be 
deemed to be the income of  
Mr. Yuvaan] 

 75,000 90,000 

Gross Total Income   26,88,000 
Less: Deduction under Chapter  
VI-A 

   

Deduction under section 80C    
Housing loan repayment [Not 
allowed under default tax regime] 

 -  

Deduction under section 80DD    
Deposit with life insurance 
Corporation of India for the 
maintenance of her mother [Not 
allowed under default tax regime] 

 -  

Deduction under section 80TTA     
Interest on saving bank account [Not 
allowed under default tax regime] 

 - - 

Total Income   26,88,000 

 Computation of tax liability of Mr. Yuvaan for A.Y. 2026-27  
under default tax regime  

Particulars ` ` 
Tax @12.5% on LTCG of ` 4,10,000 on sale 
of gold bracelet 

 51,250 

Tax at slab rate on balance income of  
` 22,78,000 
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Upto ` 4,00,000 Nil  
` 4,00,001 – ` 8,00,000 [@5% of ` 4 lakhs] 20,000  
` 8,00,001 – ` 12,00,000 [@10% of ` 4 lakhs] 40,000  
` 12,00,001 – ` 16,00,000 [@15% of ` 4 lakhs] 60,000  
` 16,00,001 – ` 20,00,000 [@20% of ` 4 lakhs] 80,000  
` 20,00,001 - ` 22,78,000 [@ 25% of ` 2,78,000] 69,500 2,69,500 
  3,20,750 
Add: Health and education cess@4%  12,830 
Tax liability  3,33,580 

  Computation of total income of Mr. Yuvaan for A.Y. 2026-27  
under optional tax regime 

Particulars ` 
Gross Total Income as per default tax regime 26,88,000 
Less: Contribution to notified approved research 
association for scientific research [Allowable as deduction 
under section 35(1)(ii) under optional tax regime] 

1,10,000 

Less: Additional depreciation on new machinery  
[(` 15,00,000 - ` 3,00,000) x 20%] 

2,40,000 

Gross Total Income as per optional tax regime 23,38,000 
Less: Deduction under Chapter VI-A  
Deduction under section 80C  
Housing loan repayment 75,000 
Deduction under section 80DD  
Deposit with life insurance Corporation of India for the 
maintenance of her mother  

1,25,000 

Deduction under section 80TTA   
Interest on saving bank account 10,000 
Total Income as per optional tax regime 21,28,000 
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Computation of tax liability of Mr. Yuvaan for A.Y. 2026-27  
under optional tax regime  

Particulars ` ` 
Tax @12.5% on LTCG of ` 4,10,000 on sale 
of gold bracelet 

 51,250 

Tax at slab rate on balance income of  
` 17,18,000 

  

Upto ` 2,50,000 Nil  
` 2,50,001 – ` 5,00,000 [@5% of ` 2.50 lakh] 12,500  
` 5,00,001 – ` 10,00,000 [@20% of ` 5,00,000] 1,00,000  
` 10,00,001 - ` 17,18,000 [@ 30% of ` 7,18,000] 2,15,400 3,27,900 
  3,79,150 
Add: Health and education cess@4%  15,166 
Tax liability  3,94,316 
Tax liability (Rounded off)  3,94,320 
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Division B – Descriptive Questions 
Question No. 1 is compulsory 

Attempt any two questions from the remaining three questions 

1. Mr. Ayush, a resident individual, aged 62 years, is a qualified medical practitioner. He 
runs his own clinic. Income & Expenditure A/c of Mr. Ayush for the year ending 31.3.2026 
is as under: 

Expenditure ` Income ` 
To Salary to Staff  7,20,000 By Consultation Fees  74,28,000  
To Administrative Exp.  11,64,000  By Salary received from True 

Care Hospitals (P) Ltd.  
10,80,000 

To Rent of clinic 5,76,000 By Rental Income from House 
Property  

2,40,000 

To Conveyance Expenses  1,44,000  By Dividend from Foreign 
Companies (gross) 

60,000  

To Power & Fuel  1,44,000    
To Interest on Housing 
Loan  

2,20,000    

To Interest on Education 
Loan for son  

1,56,000    

To Amount paid to 
scientific research 
association approved & 
notified under section 35  

1,50,000    

To net profit  55,34,000   
Total  88,08,000 Total  88,08,000 

(i)  He is working part-time with True Care Hospitals (P) Ltd. His salary details are as 
under: 

Basic Pay  ` 85,000 p.m.  
Transport Allowance  ` 5,000 p.m.  
Total  ` 90,000 p.m.  

 Further, during P.Y. 2025-26, his son had undergone a medical treatment in True 
Care Hospitals (P) Ltd. free of cost. The hospital would have charged a sum of  
` 1,60,000 for a similar treatment to unrelated patients. 
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(ii)  He owns a residential house. The reconstruction of the house was started on  
01.04.2025 and was completed on 30.09.2025. After reconstruction, ground floor 
of the house is self-occupied by him while first floor has been rented out since 
1.10.2025. Both the floors are of equal area. The monthly rent is ` 40,000. The 
tenant also pays ` 3,000 p.m. as power back-up charges. He took a housing loan 
of ` 25 lakhs for reconstruction on 01.04.2025. Interest on housing loan for the 
period 01.04.2025 to 30.09.2025 was ` 1,20,000 and for the period 01.10.2025 to 
31.03.2026 was ` 1,00,000. During the year, he also paid municipal taxes for the 
F.Y. 2024-25: ` 5,000 and for F.Y. 2025-26: ` 5,000.  

Other information: 

(a)  Conveyance expenses include a sum of ` 48,000 incurred for conveyance from 
house to True Care Hospitals (P) Ltd. and vice versa in relation to his employment. 

(b)  Power & fuel expenses include a sum of ` 10,000 incurred for generator fuel for 
providing power back-up to the tenant. 

(c)  Administrative expenses include a sum of ` 10,000 paid as Municipal Taxes for 
his house. 

(d)  Clinic equipment’s details are: 

 Opening W.D.V. of clinic equipment as on 01-04-2025 was ` 5,00,000 and fresh 
purchase made on 28-08-2025 is ` 75,000 which was paid in cash. 

(e)  He also paid tuition fee of ` 40,000 for his grand-daughter, which has been debited 
to his Capital A/c. 

(f)  He availed a loan of ` 25,00,000 from bank for higher education of his son. He 
repaid principal of ` 3,00,000 and interest of ` 1,56,000 during P.Y. 2025-26. 

 You are required to compute the total income of Mr. Ayush for the A.Y. 2026-27 under 
both the regimes.  (15 Marks) 

2. (a) Mr. Dhruv, an Indian citizen aged 32 years, a Central Government officer serving 
in the Ministry of Corporate Affairs, left India for the first time on 31.03.2025 due 
to transfer to High Commission of UK. He did not visit India any time during the 
previous year 2025-26. He received the following income for the previous year 
2025-26:  

(i)  Salaries received for services rendered in London (computed)  20,00,000 

(ii)  Foreign Allowances  10,00,000 

(iii)  Interest on saving bank deposit in State Bank of India  1,00,000 
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Mock Test Paper - Series I: March, 2026 
Date of Paper: 20th March, 2026 

Time of Paper: 10 A.M. to 1 P.M. 

INTERMEDIATE COURSE: GROUP-I 
PAPER – 3: TAXATION 

SECTION – A: INCOME TAX LAW 

SOLUTIONS 

Division A – Multiple Choice Questions 

MCQ 
No. 

Sub-part Most Appropriate 
Answer 

 MCQ 
No. 

Most Appropriate 
Answer 

1. (i) (a)  3. (a) 
 (ii) (c)  4. (d) 
 (iii) (b)    

2. (i) (a)    
 (ii) (c)    

 (iii) (d)    

Division B – Descriptive Questions 

1.  Computation of total income of Mr. Ayush for A.Y. 2026-27 under default tax 
regime 

 Particulars ` ` ` 

I Income from Salaries    
 Basic Pay (` 85,000 x 12)  10,20,000  
 Transport Allowance (` 5,000 x 12) 

[Fully taxable] 
 60,000  

 Cost of treatment for son in True Care 
Hospitals (P) Ltd. [Exempt, since value 
of medical treatment provided to an 
employee’s family member in any 
hospital maintained by the employer is 
excluded from the definition of perquisite] 

 Nil  

 Gross Salary  10,80,000  
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 Less: Standard deduction u/s 16 
[Actual salary or ` 75,000, whichever 
is less] 

  
 

75,000 

 

    10,05,000 
II Income from House Property     
 Let out portion [First floor]    
 Gross Annual Value [Rent received is 

taken as GAV = ` 40,000 p.m. x 6 
months] 

 2,40,000  

 Less: Municipal taxes paid by him in 
the P.Y.2025-26 pertaining to let out 
portion [(` 5,000 + ` 5,000)/2], 
allowable since it is paid during the 
year, even if it relates to earlier years 

 5,000  

 Net Annual Value (NAV)  2,35,000  
 Less: Deduction u/s 24    
 (a)  30% of ` 2,35,000 70,500   
 (b)  Interest on housing loan  

 [(` 1,20,000 (+) ` 1,00,000)/2] 
1,10,000 1,80,500  

   54,500  

 Self-occupied portion [Ground 
Floor] 

   

 Annual Value Nil   
 Less: Deduction u/s 24    
 Interest on housing loan for 

reconstruction [Not allowed under 
default tax regime] 

Nil Nil  

    54,500 

III Profits and gains of business or 
profession 

   

 Net profit as per Income and 
Expenditure account 
 

 55,34,000  
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 Less: Items of income to be treated 
separately under the respective 
head of income 

   

 (i)  Salary received from True Care 
Hospitals (P) Ltd. 

10,80,000   

 (ii)  Rent from house property 2,40,000   
 (iii)  Dividend from foreign companies 

(gross) 
60,000    

   13,80,000   
   41,54,000   
 Less: Allowable expenditure    
 • Depreciation on Clinic equipment    
 On Opening WDV ` 5,00,000 @15% 75,000   
 On additions during the year  

` 75,000, no depreciation is 
allowable, since payment was 
made in cash and hence, it will not 
form part of actual cost. 

 
 
 
 

Nil  

 
 
 
 

75,000 

 

   40,79,000  
 Add: Items of expenditure not 

allowable while computing business 
income 

   

 (i) Interest on housing loan for 
reconstruction of residential house 

2,20,000   

 (ii)  Interest on education loan for son 1,56,000   
 (iii) Amount paid to scientific research 

association approved & notified 
under section 35, not allowed 
under default tax regime 

1,50,000   

 (iii)  Conveyance expenses in relation 
to his employment with True Care 
Hospitals debited to Income and 
Expenditure A/c, not allowed 

48,000   

 (iv)  Power and fuel expenses incurred 
for providing power back up to 
tenant not deductible 

10,000   
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 (v) Municipal tax paid relating to 
residential house included in 
administrative expenses, not 
deductible 

 
 

10,000 

 
 

5,94,000 

 
 

46,73,000 

IV Income from Other Sources    
 Power back up charges from tenant  

(` 3,000 p.m. x 6 months) 
18,000   

 Less: Actual expenditure incurred for 
providing power back up 

10,000 8,000  

 Dividend from foreign companies  60,000  68,000  

 Gross Total Income   58,00,500 
 Less: Deduction under Chapter VI-A    
 Deduction under section 80C [Not 

allowed under default tax regime]  
 Nil  

 Deduction under section 80E [Not 
allowed under default tax regime] 

 Nil Nil 

 Total income   58,00,500  

 Computation of total income of Mr. Ayush for A.Y. 2026-27  
under optional tax regime 

Particulars ` 
Gross Total Income under default tax regime  58,00,500 
Add: Difference in standard deduction under section 16 25,000 
 58,25,500 
Less: Interest on housing loan for reconstruction of house [Self 
occupied portion], restricted to   

30,000 

Less: Amount paid to scientific research association approved & 
notified under section 35 

1,50,000 

Gross Total Income as per optional tax regime 56,45,500 
Less: Deduction under Chapter VI-A  
Deduction under section 80C – Tuition fee paid for grand child is 
not allowable 

Nil 

Deduction under section 80E - Interest on loan taken for higher 
education of his son is deductible [principal repayment is not 
deductible] 

1,56,000 

Total Income as per optional tax regime 54,89,500 
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3.7.2025 New machinery purchased during the year, 
payment made by an account pay cheque. 

7,25,000 

10.3.2026 Sold one of the old machineries 75,000 

 She does not have any other fixed assets employed in the business.  

(b)  Incurred loss of ` 1,17,500 from an eligible transaction carried out in respect of 
trading in derivatives in a recognised stock exchange.  

(c)  Commission paid to one agent allowed as deduction in earlier assessment year 
amounting ` 50,000, has now been received back during previous year 2025-26, 
from the agent due to settlement with commission agent.  

(d)  She received a gold coin (bullion) worth ` 55,000 (FMV) from her cousin 
(daughter of uncle) during the previous year 2025-26.  

(e)  She deposited a sum of ` 50,000 with life insurance Corporation of India every 
year for the maintenance of her mother aged 70 years depended upon him and 
suffering from severe disability.  

(f) She also sold her vacant land on 01.12.2025 for ` 15,25,000. The land was 
purchased in May 2013 and the cost of acquisition of such land was ` 4.8 lakhs.  

The CII for the F.Y. 2025-26 and 2013-14 are 376 and 220, respectively. 

You are required to compute the total income and tax liability of Mrs. Natasha for the 
assessment year 2026-27 under both the regimes. Give brief note wherever necessary. 

 (15 Marks) 

2. (a) Mrs. Reshma, an Indian Citizen, is a government employee working for the 
Indian Government. She submits the following information for the previous year 
ending 31.03.2026: 

  ` 
1 Salary income received in Malaysia for services rendered 

there  
2,00,000 

2 Profit from business carried on in Orissa 80,000 
3 Profit from business carried on in Paris (income is earned 

and received in Sydney and business is controlled from 
Paris) 

42,000 

4 Loss from business carried on in Canada (though profits 
are not received in India, business is controlled from 
Dehradun) 

(46,000) 
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5 Unabsorbed depreciation of business in Canada 16,000 
6 Profit from Indonesia business (controlled form Delhi) and 

60% of profit deposited in a bank in Indonesia and 40% 
received in India 

70,000 

Determine the gross total income of Reshma for the A.Y. 2026-27 ignoring the 
provisions of section 115BAC on the assumption that she is:  

(1) Resident but not ordinarily resident in India 

(2) Non-resident in India. (6 Marks) 

(b)  Discuss the liability of tax deduction at source under the Income-tax Act, 1961 in 
respect of the following cases with reference to A.Y. 2026-27. (State applicable 
provision and give brief reasons for your answer, wherever applicable)  

(i) Manoj, a part time director of ABC Pvt. Ltd. was paid an amount of  
` 2,49,000 as commission on sales (which was not in the nature of 
Salary) for the period 01.04.2025 to 31.03.2026.  (1 Mark) 

(ii) Mr. Aggarwal, a resident senior citizen, aged 86 years, is a retired State 
Govt. employee. He gets pension of ` 72,000 p.m. He has his saving 
account with Bank of Baroda, a bank notified by the Central Govt. u/s 
194P. He has received the interest on saving account of ` 15,000 during 
the P.Y. 2025-26. His pension is also credited in this account. In the 
same bank he has deposited ` 10 lakhs in a 5 years Term Deposit @7% 
simple interest on 01.07.2025. He has no other income. He has opted out 
of the default tax regime.  (3 Marks) 

3. (a) Mr. Aditya owns a residential house property whose Municipal Value, Fair Rent 
and Standard Rent are ` 1,60,000, ` 1,70,000 and ` 1,90,000, respectively. The 
house has two independent units. Unit I (25% of floor area) is utilized for the 
purpose of his profession and Unit II (75% of floor area) is let out for residential 
purposes at a monthly rent of ` 8,500. Municipal taxes @8% of the Municipal 
Value were paid during the year by Mr. Aditya. He made the following payments 
in respect of the house property during the previous year 2025-26: 

Light and Water charges ` 2,000 
Repairs ` 1,45,000 
Interest on loan taken for the repair of property ` 36,000 

 Mr. Aditya has taken a loan of ` 5,00,000 in July, 2020 for the construction of 
the above house property. Construction was completed on 30 th June, 2023. He 
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Mock Test Paper - Series II: April, 2026 
Date of Paper: 6th April, 2026 

Time of Paper: 10 A.M. to 1 P.M. 

INTERMEDIATE COURSE: GROUP - I 
PAPER – 3: TAXATION 

SECTION – A: INCOME TAX LAW 

SOLUTIONS 

Division A – Multiple Choice Questions 

MCQ 
No. 

Sub-part Most Appropriate 
Answer 

 MCQ 
No. 

Most Appropriate 
Answer 

1. (i) (a)  2. (a) 
 (ii) (c)  3. (b) 
 (iii) (c)    
 (iv) (d)    
 (v) (b)    

 (vi) (a)    

Division B – Descriptive Questions 

1.  Computation of total income of Mrs. Natasha for A.Y. 2026-27 under default tax 
regime 

 Particulars ` `  `  
I Income from business or profession    

 Net Profit as per profit and loss account  15,61,000  
 Add: Disallowances not considered while 

computing business income 
   

 - Job charges without deduction of tax 
[30% of ` 90,000] [Mrs. Natasha’s 
turnover for the P.Y. 2024-25 exceeds  
` 1 crore, hence, she is liable to deduct 
tax at source u/s 194C on job charges 
of ` 90,000. Since Mrs. Natasha has not 
deducted tax at source on ` 90,000, 
30% would be disallowed u/s 40(a)(ia).  

27,000   

 - Payment to creditor in cash [Payment to 
creditor in cash is not allowable as 

25,000 52,000  
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business expenditure as per section 
40A(3), since such amount exceeds  
` 10,000 and paid in cash]  

   16,13,000  
 Less: Items credited but not taxable 

while computing business income 
   

 -  Subsidy on new machinery [20% x  
` 7,25,000] [Subsidy received from 
Central Government on new machinery 
is to be reduced from actual cost.] 

1,45,000   

 - Interest on capital from partnership firm 
[` 2,00,000/15% x 3%] [Since interest on 
capital from M/s Ramji textiles is 
authorized by partnership deed, 
interest@12% p.a. would be allowed as 
deduction in the hands of firm u/s 40(b) 
even for sleeping partner. Consequently, 
interest @ 12% p.a. would be the 
business income of Mrs. Natasha u/s 28. 
Hence, 3% would not be taxable as 
business income of Mrs. Natasha] 

40,000 1,85,000  

   14,28,000  
 Add: Items not credited but taxable while 

computing business income 
   

 -  Commission from agent on settlement 
[Since deduction was allowed in respect 
of commission in earlier year and during 
the P.Y. 2025-26, Mrs. Natasha 
received back such amount due to 
settlement, the same would be deemed 
as her income u/s 41(1)] 

 50,000  

   14,78,000  
 Less: Depreciation as per Income-tax Rules    
 Opening WDV of machinery 4,75,000    
 Add: Purchase of machinery 

for ` 7,25,000 during the P.Y. 
2025-26 by A/c payee 
cheque. Subsidy of  
` 1,45,000, being 20% of 
cost, received from Central 

 5,80,000    
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Government on new 
machinery is to be reduced 
from actual cost (` 7,25,000 – 
` 1,45,000). 

  10,55,000    
 Less: Sale proceeds      75,000    
 WDV as on 31.3.2026 before 

depreciation for P.Y. 2025-26 
 

9,80,000 
   

 Depreciation @15% on ` 9,80,000 1,47,000   
 Additional Depreciation [Not allowable 

under default tax regime] 
- 1,47,000  

   13,31,000  
 Less: Loss from eligible transaction carried 

out in respect of trading in derivatives in a 
recognized stock exchange is not a 
speculative business and hence, the same 
is allowed to be set off from textile business 
income  

 1,17,500  

    12,13,500 
II Capital Gains    

 Long term capital gain on sale of vacant 
land since it is held for more than 24 
months 

 
 

  

 Sales consideration  15,25,000  
 Less: Cost of acquisition  4,80,000  
    10,45,000 
III Income from Other Sources    

 Fair market value of gold coin received from 
cousin [Taxable u/s 56(2)(x), since cousin is 
not a relative and the fair market value 
exceeds ` 50,000] 

  55,000 

 Gross Total Income   23,13,500 
 Less: Deduction under Chapter VI-A    
 Deduction under section 80DD [Not 

allowable under default tax regime] 
  - 

 Total Income   23,13,500 
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Computation of tax liability of Mrs. Natasha for A.Y.2026-27 under default tax 
regime 

Particulars ` 
Tax on total income of ` 23,13,500  
Tax on LTCG on sale of vacant land  
As the asset is a long-term capital asset, being land acquired before 
23.07.2024 and transferred on or after 23.07.2024 by a resident 
individual, the tax shall be computed @20% with indexation benefit or 
@12.5% without indexation benefit, whichever is more beneficial to 
the assessee.  

 

Tax @20% with indexation   
Sale consideration = ` 15,25,000  
Cost of acquisition = ` 4,80,000 x 376/220 = ` 8,20,364  
Gain = ` 7,04,636  
Tax @20% = ` 7,04,636 x 20% = ` 1,40,927  
Tax @12.5% without indexation   
Tax @12.5% = ` 10,45,000 x 12.5% = ` 1,30,625  
Tax on LTCG on sale of vacant land @12.5% without indexation 1,30,625 
Tax on other income of ` 12,68,500 at slab rates 70,275 
 2,00,900 
Add: Health and education cess@4% 8,036 
Tax liability  2,08,936 
Tax liability (rounded off) 2,08,940 

Computation of total income of Mrs. Natasha for A.Y. 2026-27 under optional tax 
regime 

Particulars ` 
Gross Total Income as per default tax regime 23,13,500 
Less: Additional depreciation on new machinery @20% on ` 5,80,000 1,16,000 
Gross Total Income as per optional tax regime 21,97,500 
Less: Deduction under Chapter VI-A  
Deduction under section 80DD [Sum deposited with LIC for the 
maintenance of her dependent mother and suffering from severe 
disability [Eligible for higher deduction ` 1,25,000 in case of severe 
disability irrespective of amount deposited with LIC] 

1,25,000 

Total Income as per optional tax regime 20,72,500 
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Computation of tax liability of Mrs. Natasha for A.Y.2026-27 under optional tax 
regime 

Particulars ` 
Tax on total income of ` 20,72,500  
Tax on LTCG on sale of vacant land @12.5% without indexation 
(as computed above) 

1,30,625 

Tax on other income of ` 10,27,500 at slab rates 1,20,750 
 2,51,375 
Add: Health and education cess@4% 10,055 
Tax liability  2,61,430 

2. (a)  Computation of gross total Income of Mrs. Reshma for the A.Y. 2026-27 

 Particulars of income Resident but 
not ordinarily 
Resident (`) 

Non-
Resident 

(`) 
1 Salary income received in Malaysia for 

services rendered there (Note 1) 
2,00,000 2,00,000 

 Less: Standard deduction under section 
16(ia) 

50,000 50,000 

  1,50,000 1,50,000 
2 Profit from business carried on in Orissa 

[Since it accrues or arises in India] 
80,000 80,000 

3 Profit from business carried on in Paris 
(income is earned and received in Sydney 
and business is controlled from Paris) [Since 
it accrues or arises outside India] 

Nil Nil 

4 Loss from business carried on in Canada 
(business is controlled from Dehradun)   

(46,000) Nil 

5 Unabsorbed depreciation of business in 
Canada 

(16,000) Nil 

6 Profit from Indonesia business (business is 
controlled from Delhi) 

70,000 28,000 

Gross Total Income 2,38,000 2,58,000 

 Note 1 - Income from “Salaries” payable by the Government to a citizen of India 
for services rendered outside India is deemed to accrue or arise in India as per 
section 9(1)(iii). Standard deduction under section 16(ia) is allowable, 
irrespective of residential status. 


