THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA

National-Level Technical Session - Direct Taxes

Income from House Property

Law, Litigation and the Transition — Income-tax Act, 1961 — Income-tax Act, 2025
As amended by the Finance Act, 2026 - Law stated as in August 2026

CA Vipul Bhandari

Senior Partner - Pandit Bhandari & Co., Chartered Accountants,



COLD OPEN

9,825 a month against a X1.54-crore deposit — what is the annual value?

Nariman Point, Mumbai. Ten-year leave-and-licence to a bank.

29,825 X1.54 Ccr

licence fee per month (declared rent *1,17,900 a year) interest-free security deposit held by the owner

What is the annual value? — vote A / B / C'in the chat; we resolve it in Segment 5.



THE SESSION MAP

Sixty minutes, one argument — provision, relevance, controlling paragraph

Which Act? — one rule, two minutes — then straight to the law

The computation spine — ss. 22-27 — ss. 20-25

The two genuine changes — SOP "any reason"; residential carve-out
House property v. business — the sixty-year war

Valuation battles — deposits, comparables, vacancy

The practice toolkit + takeaways and Q&A

o - - B - -



SEGMENT 1 - THE THRESHOLD QUESTION — ANSWERED IN ONE RULE

One rule decides the statute: old years, old Act — new income, new Act

THE ONE RULE

Return of FY 2025-26 income, filed after 1-4-2026 — 1961 Act — the earning year
.()ld years? Old ACt° New decides; the portal's "AY 2026-27" label decides nothing
Income, new Act.

AY 2025-26 appeal heard in 2027 - reassessment of AY 2022-23 initiated in 2027
— 1961 Act — old procedure, old reopening regime, saved

Income of tax year 2026—27 onwards — 2025 Act — and only 2025-Act sections

S. 936(2), Income-tax Act, 2025: proceedings for any tax year may be cited

beginning before 1-4-2026 continue under the 1961 Act, and as per
its procedure. s. 3: one "tax year".

The Board concurs — CBDT transition FAQs, F. No. 370149/107/2026-TPL, 6-7-2026 - old house-property losses travel into ss. 109—110 - date every opinion to its year.



SEGMENT 2 - CONTINUITY, VERIFIED

The Computation Spine

— Crosswalk: ss. 22-27 (1961) — ss. 20-25 (2025)
— Ownership — Jodha Mal - Podar Cement

— Annual value — s. 21(1) - Tip Top Typography



SEGMENT 2 - PROVISION

Nine of eleven provisions are renumbered only — the old law walks across

Charge

Annual value — measure
Vacancy

Municipal taxes / unrealised rent
Builder stock-in-trade
Self-occupied property
Deductions (30% + interest)
Arrears / unrealised rent received
Co-owners / deemed owner

Residential letting carve-out

Set-off / regime / TDS

S.

S.

.22

. 23(1)

. 23(1)(c)
. 23(1) proviso / Expl.
. 23(5)

. 23(2)/(4)

24
25A

ss. 26 / 27

S.

ss. 71, 71B/ 115BAC /

28, Expl. 3

194-|, IB

S.

S.

S.

. 20

.21(1)
.21(2)
.21(3)  21(4)
. 21(5)

21(6)/(7)
22
23

ss. 24/ 25

S.

26(4)

ss. 109-110/ 202/ 393



SEGMENT 2 - CASE LAW - OWNERSHIP

The owner is whoever commands the income — registration is not the test

R.B. Jodha Mal Kuthiala v. CIT (1971) 82 ITR 570 (SC) — para 9

"For the purpose of Section 9 the owner must be that person who can exercise the rights of the owner, not on behalf of the
owner but in his own right.”

Property vested in the Custodian — erstwhile owner not assessable

CIT v. Podar Cement (P) Ltd. (1997) 226 ITR 625 (SC) — operative passage

"...'owner'is a person who is entitled to receive income from the property in his own right. The requirement of registration
of the sale deed in the context of section 22 is not warranted."

Full price paid + possession = owner, conveyance or not - Extended to s. 32: Mysore Minerals (1999) 239 ITR 775 (SC)

Deemed owners — s. 27 — s. 25: spouse/minor transfers - impartible estate - society allottees - s. 53A possession - leases = 12 years (s. 269UA(f) — Raj
Dadarkar).



SEGMENT 2 - PROVISION - ANNUAL VALUE
Section 21(1) keeps the notional floor — expected rent trumps declared rent

Income-tax Act, 2025 — s. 21(1) (verbatim, official text)

"For the purposes of section 20, the annual value of any property shall be deemed to be the higher of the following:— (a) the sum for
which it might reasonably be expected to let from year to year; or (b) the actual rent received or receivable by the owner, if the property
or any part of it is let.”

Materially identical to s. 23(1)(a)/(b) of the 1961 Act — the notional floor survives

1 2
3 4 5
e -
Exc!usmns. (own E>.<pected rent (MV Sl wE Bl — el S e
business - SOP - stock fair rent, capped by the higher Vacancy rule - s. 21(2) aid by owner - s. 21(3)
window) now gone standard rent) P y '

Notional first — concessional or related-party rents cannot depress the charge (Bhagwan Dass Jain (1981) 128 ITR 315 (SC): taxing notional annual value is
constitutional).



SEGMENT 2 - CASE LAW - MAHARASHTRA'S VALUATION CHARTER

Municipal value is the safe guide — discard it only on cogent material

CIT v. Tip Top Typography (2014) 368 ITR 330 (Bom) — para 48

"There cannot be a blanket rejection of the [municipal rateable value]. If that is taken to be a safe guide, then, to discard it
there must be cogent and reliable material.”

Ad hoc estimates by the Assessing Officer are impermissible

Tip Top Typography — para 49

"...it is only when the Assessing Officer is convinced that the case before him is suspicious... that he can resort to enquire
about the prevailing rate in the locality. The municipal rateable value may not be binding on the Assessing Officer but that
is only in cases of afore referred nature.”

Departure permitted — only on cogent material, in suspicious cases - framework: Moni Kumar Subba (2011) 333 ITR 38 (Del)(FB)



SEGMENT 2 - PROVISION - TWO CORRECTIVES AND ONE CONTROVERSY

Taxes deduct when paid; defaults need evidence; vacancy turns on "is let"

s. 21(3) — municipal taxes s. 21(4) — unrealised rent

Deductible only if actually PAID by the OWNER in the tax year — Excluded subject to the rules : bona fide tenancy - tenant vacated or steps
"irrespective of when such taxes became payable". Arrears paid together to compel - no other property of the assessee occupied - reasonable
deduct together. Note the new words: "(including service taxes)". recovery steps taken.

Vacancy — s. 23(1)(c) "is let" — s. 21(2) "is let in normal course”

Vivek Jain v. ACIT (2011) 337 ITR 74 (AP): relief "could not be extended to a case where the property was not let out at all" in the year. A liberal ITAT line
reads "is let" as held-for-letting (Premsudha Exports). The 2025 words — "in normal course" — narrow, but do not close, the never-let claim. Advise relief
only with a documented letting-efforts file; disclose the position. Chat poll: type NIL or TAXED.



SEGMENT 3 - WHERE THE LAW MOVED

The Two Genuine Changes

— Self-occupied: "cannot actually occupy due to any reason”
— Residential letting — house property only (s. 26(4))

— Both with the Memoranda on screen



SEGMENT 3 - PROVISION - CHANGE 1
FA 2025 deleted the work-cause rider — "any reason' now earns nil value

BEFORE — s. 23(2)(b), up to AY 2024-25 AFTER — FA 2025 (AY 2025-26) — s. 21(6), 2025 Act

Nil value only where the owner could not occupy “ewingte "The annual value of the property consisting of a house or

his-employment; business or profession carried on-at any any part thereof shall be taken as nil, if the owner occupies

otherplaee™, residing there in a building not his own. it for his own residence or cannot actually occupy it due to
any reason.”

A Finance Act, 2025 reform made permanent by the 2025 Act — not a Finance Act, 2026 novelty. Two-house cap continues (s. 21(7)).



SEGMENT 3 - RELEVANCE - CHANGE 1

Five locked-flat files turn nil — but the two bars of s. 21(7) stay live

Lives with parents; own flat Overseas family stay (non- Medical reasons — residing Under redevelopment — Rented near school/office; own
locked employment) elsewhere uninhabitable house elsewhere

s. 21(7) — where tomorrow's litigation lives
— Only TWO houses, as specified by the assessee — specify annually, pick the highest expected rents
— "Actually let during any time of the tax year" — even one month's letting forfeits SOP for that house for the whole year

— "Derives any other benefit" — caretaker licences, group-company use, barter: keep second homes genuinely idle

Chat pulse: type YES if you hold such a file.



SEGMENT 3 - RATIONALE - CHANGE 1

Parliament called it simplification — answer with the memorandum and the file

Memorandum to the Finance Bill, 2025 — Clause 10 (substance)

"...the annual value of a self-occupied property will be considered nil, if the owner occupies it for his own residence or cannot

actually occupy it due to any reason” — a stated simplification, ending disputes over non-work reasons for non-occupation.”
Effective AY 2025-26 under the 1961 Act; permanent architecture in s. 21(6)—(7)

The evidence file (the cause is free; the facts are not):

— Ownership / allotment papers - the annual two-house specification, minuted and returned
— Proof the house was not let at any time — society and utility records evidencing non-commercial use

— A contemporaneous note of the reason for non-occupation — no longer decisive, still persuasive



SEGMENT 3 - PROVISION - CHANGE 2

Residential letting is house property only — s. 26(4) closes the head

Explanation 3 to s. 28, 1961 Act — inserted by s. 11, Finance (No. 2) Act, 2024, w.e.f. 1-4-2025 (verbatim)

"It is hereby clarified that any income from letting out of a residential house or a part of the house by the owner shall not be
chargeable under the head 'Profits and gains of business or profession’ and shall be chargeable under the head 'Income from

rn

house property'.
Re-enacted as s. 26(4), Income-tax Act, 2025 — chargeable ONLY under house property

RESIDENTIAL COMMERCIAL

House property. Full stop. Objects, scale, "sole business" — all Untouched. The judicial tests — next segment — remain the law
irrelevant from AY 2025-26. for malls, offices, warehouses, parks.




SEGMENT 3 - RATIONALE - CHANGE 2

The memorandum names the mischief — the residential arbitrage is closed

Memorandum to the Finance (No. 2) Bill, 2024 (extract)

"...some taxpayers are reporting their rental income generated by letting out of the house property, under the head 'Profits and
gains of business or profession' in place of the head 'Income from house property'... reducing their tax liability substantially by
showing house property income under the wrong head.”

The Chennai Properties / Rayala route — closed for residential houses by statute

— Consequences: 30% standard deduction replaces actual expenses - no depreciation - interest under s. 24(b)/s. 22 - losses per ss. 71/71B — 109/110
— Open question to hold for the floor: "clarified" — does the department press it for pre-2025 years? Taxpayers will argue substantive and prospective

— Boundary: serviced apartments / hotel-pattern operations are arguably not a "letting of a residential house" at all — substance decides



SEGMENT 4 - THE CASE-LAW ARC

House Property v. Business: the Sixty-Year War

— 1957 — 2017: eight Supreme Court engagements
— One test: organised business activity, proved — not pleaded

— 2024: Parliament fences off the residential front



SEGMENT 4 - THE ARC

Sixty years, ten engagements, one question — owner or businessman?

1957 2014
United Commercial 1962 1971 Velankani (Karn) — 2016
Bank — heads Karanpura — Karnani — tech-park = Rayala — follows
exclusive trading = business organised services business Chennai
[] [] [] [] [] ] ] ] ] ]

1961 1964 2003 2015 2017
East India Housing Sultan Brothers Shambhu Chennai Properties Raj Dadarkar —
— objects don't (CB) — Investment — — sole-object = burden of proof

decide businessman's view primary object business

The one question underneath: is this the exploitation of property by an owner — or the doing of a business?

2024

Expl. 3/s.
26(4) —
residential
fenced



SEGMENT 4 - 1961 - THE BASELINE

Objects do not change character — income follows its source (1961)

East India Housing & Land Development Trust Ltd. v. CIT (1961) 42 ITR 49 (SC) — para 3

"The character of that income is not altered because it is received by a company formed with the object of
developing and setting up markets... If the income from a source falls within a specific head... the fact that it may
indirectly be covered by another head will not make the income taxable under the latter head."

Market-developer's stall rents = income from property - follows United Commercial Bank (1957) 32 ITR 688 (SC)

Score: property 1 — business 0. But Karanpura (1962) answers within a year: where letting is part of a trading operation, the head
flips.



SEGMENT 4 - 1964 - THE CONSTITUTION BENCH

Judge the letting as a businessman would — no asset is business by nature

Sultan Brothers (P) Ltd. v. CIT (1964) 51 ITR 353 (SC) (Constitution Bench)

"We think each case has to be looked at from a businessman's point of view to find out whether the letting was the
doing of a business or the exploitation of his property by an owner. We do not further think that a thing can by its
very nature be a commercial asset.”

Also the composite-letting rule: inseparability is a question of the parties’ intention (building + plant — outside the head)

The standpoint every later case applies — and the doctrine that sends inseparable hotel/fitted lettings to the residuary head.



SEGMENT 4 - 1971-2003 - SERVICES AND OBJECT

Organised services flip the head — incidental amenities do not

Karnani Properties Ltd. v. CIT (1971) 82 ITR 547 (SC)

"...1f the services rendered by the assessee are the results of its activities carried on continuously in an organised
manner, with a set purpose and with a view to earn profits, those activities would constitute business activities..."

Shambhu Investment (2003) 263 ITR 143 (SC), affirming (2001) 249 ITR 47 (Cal): the PRIMARY OBJECT of exploitation decides — letting with incidental services stays house
property

Organised, staffed, profit-purposed services = business. Incidental amenities = property. The line is service intensity.



SEGMENT 4 - 2015-2016 - THE MODERN TURN
Where letting is the business — objects plus conduct — rent is business income

Rayala Corporation (P) Ltd. v. ACIT (2016) 386 ITR 500 (SC) — paras 10-11 (CA 6437/2016, 11-8-2016)

"It is an admitted fact... that the assessee company has only one business and that is of leasing its property and earning
rent therefrom... The business of the company is to lease its property and to earn rent and therefore, the income so
earned should be treated as its business income."

Chennai Properties (2015) 373 ITR 673 (SC): sole object + entire activity = business — "rightly disclosed... under the head 'Income from business''; East India Housing
distinguished, not overruled

Where letting IS the business — by memorandum and by conduct — the rent is business income. For commercial assets, this pair still
governs. Chat question: would your answer change if the memorandum said trading in property?



SEGMENT 4 - 2017 - THE DISCIPLINE

Business must be proved, not pleaded — burden, evidence, Tribunal finality

Raj Dadarkar & Associates v. ACIT (2017) 394 ITR 592 (SC)

"...[the assessee] had not established that it was engaged in any systematic or organized activity of providing
service to the occupiers of the shops/stalls so as to constitute the receipts from them as business income."

Also: deemed ownership by legal fiction — s. 27(iiib) r/w s. 269UA(f) (lease 2 12 years) — pulled the sub-rents into the house-property head

Burden on the claimant; the object clause alone is nothing; the Tribunal'’s factual finding is final. This is the evidentiary charter.



SEGMENT 4 - 2014 - THE SERVICE-INTENSIVE FRONTIER

Four questions, in order, decide every commercial letting

CIT-lll v. Velankani Information Systems (P) Ltd. (2014) 265 CTR 250 (Karn); 218 Taxman 88 — 20-1-2014

"...1f [the] assessee is in the business of taking land, putting up commercial building thereon, letting out such
building with all furniture as his profession or his business... it does not fall within the income from house property."

The Karnani foundation applied to IT parks and serviced space — consistent with Chennai Properties

The commercial framework, in order: residential? — s. 26(4). Inseparable composite? — Sultan Brothers. Organised business, proved? —
business. Otherwise — house property.



SEGMENT 5 - THE COLD OPEN REPAID

Valuation Battles

— Deposits and notional interest — the settled channel

— J.K. Investors — Moni Kumar Subba — Tip Top — Tivoli (2026)

— The cold open, resolved



SEGMENT 5 - CASE LAW - THE CHAIN

Four cases, one channel — deposits are capital; evidence fixes the value

Moni Kumar Subba (FB) Tip Top Typography
J.K. Investors (Bombay) (2011) 333 ITR 38 (Del)(FB) (2014) 368 ITR 330 (Bom)
(2000) 112 Taxman 107 (Bom) Notional interest "cannot be a Municipal value the safe
No notional-interest add-back - determinative factor": - guide; departure only on
to actual rent municipal value usable, not cogent material (paras 48—
binding 49)

Tivoli Investment
(Bom HC, March 2026)

Notional interest: no.
Comparables where rent is a
total mismatch: yes

The settled channel: a refundable deposit is capital; notional interest is never the measure; a gross rent/market mismatch opens the

comparables enquiry — within Tip Top's discipline.



SEGMENT 5 - THE COLD OPEN, RESOLVED

Tivoli (2026): notional interest never — comparables on a total mismatch

Notional interest on the %1.54-cr deposit — Comparable instances where %9,825 p.m. is a total mismatch —

NEVER the measure ALWAYS available

Tivoli Investment & Trading Co. Pvt. Ltd. v. ACIT, ITA Nos. 5 & 62 of 2004 (Bom HC, March 2026) — as reported

Following Tip Top Typography, J.K. Investors and Moni Kumar Subba: notional interest on the interest-free deposit cannot itself fix
the fair rent — but on a total mismatch with prevailing rates, the officer may determine annual letting value on comparable instances.

ALV of approximately 322 lakh upheld.



SEGMENT 6 - MONDAY MORNING

The Practice Toolkit

— Builder stock - interest engine - losses & regime
— TDS and GST interface - transit rent
— Takeaways - appeal limits - Q&A



TOOLKIT 1 - BUILDER STOCK — s. 23(5) — s. 21(5)

Builder's stock stays nil for two years from the completion certificate

s. 21(5), 2025 Act (verbatim, as aligned by the Finance Act, 2026)

"In respect of a property or its part held as stock-in-trade and not let wholly or partly at any time during the tax year, the

annual value shall be nil for two years from the end of the financial year in which completion certificate is obtained from
the competent authority."”

FA 2017 (one year) — FA 2019 (two years) — s. 21(5); FA 2026 aligned the new Act to the 1961 position

— Worked window: completion certificate in FY 2026—27 = nil annual value through 31-3-2029; letting a unit ends its nil status

— Legacy years (pre-AY 2018-19) still contested: Neha Builders (2008) 296 ITR 661 (Guj) — stock = business - v. - Ansal Housing (2013) 354 ITR
180 (Del) — notional ALV chargeable



TOOLKIT 2 - DEDUCTIONS — s. 24 > s. 22
Three numbers run the interest engine — and FA 2026 aggregates the cap

30% X2,00,000 5

flat standard deduction — no bills, no separate repairs SOP cap (%30,000 residual) — completion within the equal annual instalments of pre-construction interest,
or brokerage stipulated period from the completion year

Finance Act, 2026: in s. 22(2), "sub-section (1)(b)" — "sub-section (1)(b) and (c)" — the SOP cap is now expressly the AGGREGATE of current-year interest and the pre-
construction instalment.

CBDT Circular No. 28, dated 20-8-1969 [F.No. 8/8/69-IT(A-1)] — para 3 (verbatim)

"...1f the second borrowing has really been used merely to repay the original loan and this fact is proved to the satisfaction of the Income-tax
Officer, the interest paid on the second loan would also be allowed as a deduction under section 24(1)(vi)."

Refinancing preserved - top-ups deductible only to the extent applied to the property - lender's certificate is a statutory condition



TOOLKIT 5 - REDEVELOPMENT — MAHARASHTRA'S ANSWER

Transit rent is not rent — capital receipt, no TDS (Sarfaraz, Bom HC)

Sarfaraz S. Furniturewalla v. Afshan Sharfali Ashok Kumar, WP 4958/2024 (Bom HC, 15-4-2024) — para 10; [2024] 467 ITR 293

"The ordinary meaning of Rent would be an amount which the Tenant / Licensee pays to the Landlord / Licensor... "Transit
Rent'is not to be considered as revenue receipt and is not liable to be tax, as a result there will be no question of deduction of
T.D.S. from the amount payable by the Developer to the tenant.”

Followed: ITO(TDS) v. N Rose Developers (ITAT Mumbai, 30-1-2025) - para 9.2 approves the Ajay Kothari / Delilah Mansukhani ITAT line

— Advisories: no TDS on transit rent - disclose the receipt with the capital-receipt position stated - preserve the development agreement's
characterisation clauses

— Pair with s. 21(6): displacement is "any reason" — the specified house stays nil through demolition



CLOSE

Ten takeaways for Monday morning

1

Old years, old Act; new income, new Act — s. 536 decides before s.
20 does

The computation is renumbered, not rewritten — GREEN dominates
the crosswalk

SOP: "any reason" works from AY 2025-26 — two houses, no letting,
no other benefit

Residential letting by the owner = house property only (Expl. 3 — s.
26(4))

Commercial letting still turns on proved organised activity — Raj
Dadarkar's burden

6 Notional deposit interest: never the measure; comparables: always
open (Tivoli, 2026)

7 Municipal value is the safe guide — Tip Top paras 48—49

8 FA 2026: SOP cap aggregates the pre-construction instalment — fix
the templates

9 Builder stock: two years from the completion-certificate FY — diarise it

10  Cite the paragraph, date the opinion.



"The Income-tax Act, 2025 did not repeal our learning; section 536 saved it. Date every
opinion, quote every paragraph — and the head that produced sixty years of litigation will
produce, for your clients, sixty years of certainty.”

Questions

CA Vipul Bhandari - Senior Partner, Pandit Bhandari & Co., Chartered Accountants,
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